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CALCULATION OF REGISTRATION FEE
  

  

Amount to be
Registered

(1)   

Proposed
Maximum
Offering
Price Per

Share   

Proposed
Maximum
Aggregate
Offering

Price   

Amount of
Registration

Fee (5)  
Title of Each Class of Securities to be Registered             
Common Stock, $0.001 par value per share(2)   2,875,000  $ 5.00  $ 14,375,000  $ 1,960.75 
Underwriter Warrant (3)(4)      $    $ 1,000  $ 0.14 
Common Stock underlying Underwriter's Warrant   287,500  $ 6.25  $ 1,796,875  $ 245.09 
Total          $ 16,172,875  $ 2,205.98 
 
(1) Estimated solely for the purpose of calculating the amount of the registration fee pursuant to Rule 457(o) under the Securities Act of

1933, as amended, for the public offering and Rule 457(a) for the offering by the security holder.
(2) Includes 375,000 shares of common stock representing 15% of the shares offered to the public that the underwriter has the option to

purchase to cover over-allotments, if any.
(3) No registration fee required pursuant to Rule 457(g) under the Securities Act of 1933.
(4) Represents a warrant granted to the underwriter to purchase shares of common stock in an amount up to 10% of the number of shares

sold to the public in this offering.
(5) The registration fee was paid on August 6, 2013.
 
   The registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay its effective date
until the registrant shall file a further amendment, which specifically states that this Registration Statement shall thereafter become
effective in accordance with Section 8(a) of the Securities Act of 1933, as amended, or until this Registration Statement shall become
effective on such date as the Commission, acting pursuant to said Section 8(a), may determine.

 
 



 
 
THE INFORMATION IN THIS PROSPECTUS IS NOT COMPLETE AND MAY BE CHANGED. THESE SECURITIES MAY
NOT BE SOLD UNTIL THE REGISTRATION STATEMENT FILED WITH THE SECURITIES AND EXCHANGE
COMMISSION IS EFFECTIVE. THIS PROSPECTUS IS NOT AN OFFER TO SELL THESE SECURITIES AND WE ARE
NOT SOLICITING AN OFFER TO BUY THESE SECURITIES IN ANY STATE WHERE THE OFFER OR SALE IS NOT
PERMITTED.
 

 SUBJECT TO COMPLETION, DATED SEPTEMBER 17, 2013
 

 PRELIMINARY PROSPECTUS
 

2,500,000 Shares of Common Stock
 

 
    We are offering 2,500,000 shares of our common stock, $0.001 par value, in a firm commitment underwritten offering, which share
number reflects our proposed one for 2.381 reverse stock split (the “reverse stock split”) described in this prospectus.  After the effectiveness of
the registration statement, of which this prospectus is a part, and concurrently with the pricing of the offering, we will effect the reverse stock
split.

 This is an initial public offering of our common stock.  We expect the public offering price to be $5.00 per share (assuming the reverse stock
split).  There is presently no public market for our common stock.  We have applied for listing of our common stock on the Nasdaq Capital
Market under the symbol “IPWR,” which listing we expect to occur upon consummation of this offering.  No assurance can be given that our
application will be approved.  If our application to the Nasdaq Capital Market is not approved, we will not complete the offering or effect the
reverse stock split.
 
 We are an “emerging growth company” under the federal securities laws and will have the option to use reduced public company
reporting requirements.  Investing in our common stock involves a high degree of risk. See “Risk Factors” beginning on page 11 for
a discussion of information that should be considered in connection with an investment in our securities.

 Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these
securities or determined if this prospectus is truthful or complete.  Any representation to the contrary is a criminal offense.
  
MDB Capital Group, LLC is the underwriter for our initial public offering.   MDB Capital Group, LLC has rendered advisory services to us
in the past and has acted as our placement agent in connection with the placement of our senior secured convertible promissory notes.  In
November of 2012, MDB Capital Group LLC made an investment in our senior secured convertible promissory notes on the same terms and
conditions as other investors as further described in the section of this prospectus titled “Underwriting.”

  If we sell all of the common stock we are offering, we will pay to MDB Capital Group, LLC $1,250,000, or 10%, of the gross proceeds of
this offering and non-accountable expenses equal to $187,500.  For a more complete discussion of the compensation we will pay to the
underwriter, please see the section of this prospectus titled “Underwriting”.  In connection with this offering, we have also agreed to issue to
MDB Capital Group, LLC a warrant to purchase shares of our common stock in an amount up to 10% of the shares of common stock sold in
the public offering, with an exercise price equal to 125% of the per-share public offering price.
 

  Per Share   Total  
Public offering price  $ 5.00  $12,500,000.00 
Underwriting discounts and commissions  $ 0.50  $  1,250,000.00 
Proceeds to us (before expenses) (1)  $ 4.50  $11,250,000.00 

(1) Does not include a non-accountable expense allowance equal to $187,500 payable to MDB Capital Group, LLC, the underwriter.  See
“Underwriting” for a description of compensation payable to the underwriter.

 
 

 



 
 
    The underwriter may also purchase an additional 375,000 shares of our common stock (assuming the reverse stock split) amounting to
15% of the number of shares offered to the public, within 45 days of the date of this prospectus, to cover over-allotments, if any, on the same
terms set forth above.
 
    The underwriter expects to deliver the shares on or about _____________________, 2013.
 

MDB Capital Group, LLC
 

The date of this prospectus is _______________, 2013.
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Unless otherwise stated or the context otherwise requires, the terms “IPWR,” “we,” “us,” “our” and the “Company” refer to Ideal
Power Inc.
 
You should rely only on the information contained in this prospectus.  We have not authorized anyone to provide you with
additional or different information.  The information contained in this prospectus is accurate only as of the date on the front cover of
this prospectus, regardless of the time of delivery of this prospectus or of any sale of our common stock.
 
No dealer, salesperson or any other person is authorized in connection with this offering to give any information or make any
representations about us, the securities offered hereby or any matter discussed in this prospectus, other than those contained in this
prospectus and, if given or made, the information or representations must not be relied upon as having been authorized by us.  This
prospectus does not constitute an offer to sell or a solicitation of an offer to buy any security other than the securities offered by this
prospectus, or an offer to sell or a solicitation of an offer to buy any securities by anyone in any circumstance in which the offer or
solicitation is not authorized or is unlawful.
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Prospectus Summary
 
 This summary highlights selected information contained elsewhere in this prospectus and does not contain all of the information that you need
to consider in making your investment decision.  You should carefully read this entire prospectus, as well as the information to which we refer
you, before deciding whether to invest in our common stock.  You should pay special attention to the “Risk Factors” section of this prospectus
to determine whether an investment in our common stock is appropriate for you.
 
 This registration statement, including the exhibits and schedules thereto, contains additional relevant information about us and our
securities.  With respect to the statements contained in this prospectus regarding the contents of any agreement or any other document, in each
instance, the statement is qualified in all respects by the complete text of the agreement or document, a copy of which has been filed or
incorporated by reference as an exhibit to the registration statement.
 

About Ideal Power Inc.
 

    Ideal Power Inc. develops power converters.  Power converters convert electricity from one form to another form that a user may find
more useful.  There are two forms of electricity.  “AC” power uses alternating current, in which the current and voltage reverse direction many
times per second.  “DC” power uses direct current, which does not reverse direction.  All electronics, such as computers, phones, video, and
anything else that uses a transistor, use DC power internally.  Batteries and solar cells only provide DC power output.  However, electric
utilities and power grid operators only sell AC power, so users often need to convert between AC and DC power.  Power converters provide
AC-to-DC and DC-to-AC conversion, as well as voltage conversion.
 
    One important function of many power converters is to provide electrical isolation between the DC and AC sides of power
converters.  Without isolation, a fault or short on the DC side can cause an AC fault, negatively affecting the wider power grid.  Typical
power converters utilize transformers to achieve this isolation; these transformers tend to add size and weight to power conversion systems
and sap system efficiency.
 
    Power converters that use switching transistor operations rather than transformer voltage conversion are commonly referred to as
“electronic” power converters.  We design and develop technologies that aim to improve key performance characteristics of electronic power
converters.  Our initial target markets will be commercial and industrial applications for solar or photovoltaic (PV) inverters, electrified
vehicle DC charging, and customer-sited power grid energy storage.  A PV inverter is a type of electronic power converter that converts DC
power from solar panels into AC power used by the power grid.  Electrified vehicle DC chargers convert AC power from the power grid
into DC power to rapidly charge on-board vehicle batteries.  Grid energy storage applications use bi-directional battery converters; these
convert AC power into DC power to store energy in a DC battery, and also convert DC power from the battery back into AC power to be
used on the power grid.
 
    Our Power Packet Switching Architecture™ (PPSA) is a novel, patented power conversion technology.  With PPSA, all of the
power flows into and is temporarily stored in an AC link magnetic storage component, thereby allowing PPSA-enabled products to provide
isolation similar to transformer-based power conversion systems without the size, weight, cost, and efficiency loss of using transformers.
 
 We believe that PPSA can allow owners and operators of systems with a wide variety of power conversion needs to benefit from reduced
costs and increased efficiency, reliability and flexibility.

 We were incorporated in Texas on May 17, 2007.  We converted to a Delaware corporation on July 15, 2013.  The address of our corporate
headquarters is 5004 Bee Creek Road, Suite 600, Spicewood, Texas 78669 and our telephone number is (512) 264-1542.  Our website can be
accessed at www.idealpower.com.  The information contained on, or that may be obtained from, our website is not, and shall not be deemed to
be, a part of this prospectus.
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The Industry

 Recent trends in the sources and uses of energy are driving demand for electronic power converters.  These trends include the migration
toward intermittent renewable resources, an increased consumer demand for electrified vehicles, and a growing need to improve power grid
resiliency and enable low cost off-grid renewable power systems in remote locations.  However, the power electronics systems used in these
markets have limitations in size, weight, cost, safety, efficiency, flexibility and reliability.   We believe PPSA can improve upon existing
technology in all of these product metrics.

 Currently, power conversion requires several bulky, inflexible devices.  These include bulk capacitors, power switches, line reactors and
isolation transformers.  These components are heavy and expensive.  In addition, they are often custom-built for fixed functions, making them
inflexible and not scalable.  This process also imposes high electrical and thermal stresses, which can create safety and reliability issues.
 
Our Proprietary Technology
 
 With PPSA, power flows through, and is temporarily stored in, an AC link magnetic storage component.  The power therefore moves like a
packet, and the switching of that packet through the stages of the PPSA process is what gives Power Packet Switching Architecture its
name.  Critically, this means that the entire process of isolated power conversion can take place in a single PPSA enabled device.  A brief
outline of the process is as follows:

Stage One:  The AC Link is charged from the input

Stage Two:  The AC Link stores electrical energy and switches (rotates) the input voltage/current to match the output voltage/current
requirements

Stage Three: The AC Link releases power to the output

   
      We believe PPSA provides several benefits, many of which stem from the fact that PPSA requires fewer hardware components than
conventional designs:
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· Improved power-to-weight ratio.  This is another way of saying that PPSA can deliver the same power as a traditional inverter in a
much smaller form factor and lower weight.  Lower weight using standard materials can lower material and manufacturing costs,
as well as logistic costs of shipping, installation and maintenance.   There are three types of PV inverters   on the market today:
transformer-based PV inverters, conventional transformer-less PV inverters, and our PPSA-enabled inverters.  The PPSA-
enabled PV inverter is also transformer-less, but it behaves as if it has a transformer by providing beneficial isolation between the
PV array and the AC grid.   Our initial 30kW PPSA-enabled PV inverter offers a power-to-weight ratio approximately 10 times
higher than transformer-based PV inverters of similar power (which also offer beneficial isolation).  Conventional transformer-
less inverters do not provide isolation; one of the key benefits they provide over traditional inverters is that they are smaller. Even
so, our PV inverter offers a power-to-weight ratio approximately two times higher than transformer-less PV inverters that lack
electrical isolation.   For example, Power One (one of the leaders in the power conversion space) currently offers a 27.6kW
conventional transformer-less inverter that weighs 168 lbs., for a power-to-weight ratio of approximately 164 Watts/lb.  Our 30
kW inverter weighs only 97 lbs., for a power-to-weight ratio of approximately 309 Watts/lb.

 
· Best-of-class safety without significant additional safeguards.   The PPSA process provides electrical isolation between the input

and the output without a transformer.  This isolation means that PPSA systems can be grounded, so they achieve the same safety
benefit as transformer-based inverters.   Conventional transformer-less PV inverters generally cannot be grounded, and therefore
must use other safeguards, increasing system expense.  Note that it is only in the PV inverter space that we believe transformer-
less inverters are even viable; in our other target markets (grid-storage battery converters and electrified vehicle DC charging), we
believe that isolation will be a requirement.  PPSA can provide this isolation without the size, weight, cost, and efficiency loss of
using a transformer.

 
· Greater efficiency.  Efficiency is the measure of power out of the inverter as a percentage of the power into the inverter.  Thus,

high efficiency PV inverters use less power in the conversion process and supply more power for use.  Our PPSA PV inverter
was tested for efficiency by Intertek, a leading Nationally Recognized Testing Laboratory (NRTL).  Intertek’s results showed that
our initial PV inverter product has a power conversion efficiency, defined as output power divided by input power, of 96.5%
during normal operation.  This ranks among the highest efficiencies of any PV inverter providing electrical isolation, based on
published results from the California Energy Commission.  In several of our emerging markets, such as electrified vehicle DC
charging and grid-storage battery conversion, competing systems may have power conversion losses twice as high as our PPSA
products.

 
· Greater scalability/flexibility.  The electronic power converter market is fragmented, both by application (i.e., PV, grid energy

storage, etc.) and by system power capacity (i.e., residential scale, commercial scale, and utility scale).  We believe that PPSA,
which uses a common hardware design with flexible embedded software, has the capacity to address different markets, such as
PV inverters and grid-storage battery converters.  Based on our research and testing, we believe our PPSA technology can be
scaled down to systems with power capacity as small as 10kW and below, which could be used in a home that requires
conversion of DC power coming from a photovoltaic panel into AC current that is compatible with residential use and the utility
grid power, or scaled up to utility-size systems of more than 1MW.  Our current 30kW products are ideal for U.S. commercial and
industrial applications, and are typically wall-mounted either indoors or outdoors.

· Greater reliability.  Because PPSA uses no electrolytic capacitors, it eliminates that critical point of failure of conventional
systems.  We believe this and other design features will lead to increased product robustness and reliability.  We are working with
Intertek to subject our products to industry standard reliability tests.  These tests are partly funded by the U.S. Navy.

 
 We are continuing to develop and extend the PPSA platform.  This includes development work focused on bi-directional insulated

gate bipolar transistors (BD-IGBTs) and other bi-directional power switches .  We believe that using BD-IGBTs in our PPSA solution
should yield further improvements in power density, manufacturing cost, and efficiency.  The Department of Energy has awarded us  a $2.5
million Advanced Research Projects Agency-Energy (ARPA-E) grant to develop and commercialize BD-IGBT power switches to improve
the performance of our solutions.   We believe this funding will be sufficient to demonstrate the potential product improvements from this
new power switch component technology.  We have filed three provisional patent applications on a new technology approach to bi-
directional switches optimized for PPSA.
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           In conjunction with the ARPA-E grant we received from the Department of Energy, we granted to the United States a license which:
 

· covers inventions that are related to the BD-IGBT and are made within the scope of the grant;
 

· is non-exclusive, nontransferable, irrevocable, and paid-up; and
 

· allows the United States to practice or have practiced (for or on behalf of the United States) such inventions.
 
If we fail to disclose to the Department of Energy an invention made with grant funds that we disclose to patent counsel or for publication, or
if we elect not to retain title to the invention, the United States may request that title to the subject invention be transferred to it.  Any products
that embody or use inventions conceived under the award must be manufactured substantially in the United States for any use or sale in the
United States unless we can show, to the satisfaction of the Department of Energy, that it is not commercially feasible to do so.  For a
complete discussion of the rights reserved by the United States in this product, please see the discussion in the section of this prospectus
titled, “Business-Rights of the United States”.
 

Our Business Model

 Our business model is to license PPSA to original equipment manufacturers (OEMs).   The types of OEMs that might be interested in using
our products include subcontractors that would build our product designs for customers under license from us, as well as large commercial
and industrial companies licensed by us to build the products to be sold under their own brands.  Our goal is to share in the overall economic
benefit with these OEMs; we expect this approach will allow us to save on staffing and working capital requirements.

We have already designed and built our first two products: a 30kW PV inverter and a 30kW battery converter.  These products demonstrate
the capabilities of PPSA and can be licensed to OEMs.  These products have met rigorous industry standards and, as of June 30, 2013, have
been purchased by 18 commercial and government customers.  Since our inception, our top ten customers measured by aggregate dollar value
of purchase orders for our products have been Powin Energy, Ontility, Meridian Solar, Texas Solar Power Company, Lighthouse Solar,
Saddleback Church, U.S. Navy, Sharp, CED Electric Supply and the National Renewable Energy Laboratory (NREL). We are in the process
of developing two more products that we plan to make available to OEMs: a 30kW 3-port hybrid converter and a 30kW micro-grid converter.

 
Our Target Markets

 
Our initial focus will be on three strategic markets: PV, distributed grid energy storage using large batteries , and electrified vehicle DC
charging.  We have chosen these initial markets based on their size and growth and our time-to-market.

· Solar PV inverter market: The PV inverter market is already large and still growing; industry analysts estimate it at $7.1 billion in
2012, with growth in the installed base from 30GW in 2012 to over 58GW in 2017 (a CAGR of 13.8%). Due to the oversupply of
PV modules, both module costs and installed PV system costs have declined sharply in the past few years. The decline in PV
installation costs has increased demand for PV installations and for other system components such as PV inverters. The declining
system costs and increasing volume of PV installations have also reduced the need for government subsidies and incentive programs,
and have prompted many countries to reduce or end their incentive programs faster than originally planned. In a growing number of
applications and regions, PV is cost-effective when used in conjunction with conventional power generation even without subsidies.
This is particularly true for distributed power generation systems whose owners will also consume the electricity they generate. In this
case, the demand for distributed PV is not only to reduce costs, but also to secure more independence from the power grid.
 

· Our product for this market is our 30kW PV inverter . Our 30kW PV inverter weighs 97 pounds compared to 1200 pounds for a
typical transformer-based PV inverter.  It also weighs about half as much as typical transformer-less PV inverters, which do not
provide isolation and therefore need additional safeguards to meet US regulatory guidelines.  This reduced weight means that our
30kW PV inverter can be manufactured at lower costs as compared with our competition and it also means that it is cheaper to ship
and install. As of June 30, 2013, we have sold this product to 13 different PV inverter installation companies.

 
· Distributed grid energy storage market:  This market is also growing extremely fast; industry analysts estimate that the North

American market will grow from 1.4MW of PV systems with integrated storage in 2012 to 900MW in 2017, a CAGR of 264%.

 
-4-



 
 

Our 30kW battery converter is our first product for this market.  It is suitable for several emerging storage applications, including
peak demand reduction.  Our early customers for this application include Sharp and Powin Energy.   We have also made
commercial off the shelf sales to government customers including NREL and the U.S. Navy.

Our next product for this market will be our 3-port hybrid converter, which will integrate PV with grid energy storage.  We also
plan to develop a 3-port micro-grid converter (expected Q4 2014) that will require new embedded software supporting emergency
power and off-grid power capabilities.  Although these products are still in development, we expect they will allow our customers
to use our systems to lower the cost of combined PV and batteries for emergency backup power or to operate them in remote off-
grid installations.

- Electrified vehicle DC charging market:  The DC charging market is sometimes called the fast-charging market, as it can reduce
charge time for a standard electric vehicle from 8 hours to 30 minutes.  This market is growing quickly , spurred on by EV
manufacturers such as Tesla and Nissan; industry analysts estimate that EV DC or fast charger shipments will grow from
9,000 in 2012 to 98,000 in 2020.

Our 30kW battery converter is our first product for this market.  NREL in Colorado, along with several early commercial
customers in pilot installations, are using this product to buffer or reduce the intermittency of high power loads seen by the utility
grid. We believe the efficiency, flexibility and cost benefits of PPSA will contribute to the spread of DC charging stations.  Our
next product for this market will be a 30kW hybrid converter, which we will design to exploit the multi-port capabilities of PPSA
and to integrate DC charging with PV or stationary battery storage.

 
NRG Energy, Inc. (NRG) is the largest competitive generator of electricity in the U.S., with 47GW of generation assets. Through
NRG’s agreement with the California Public Utilities Commission (CPUC), NRG anticipates investing $100 million over the next
four years in the eVgo California charging network including 200 Freedom Stations with DC charging, and a Technology
Demonstration Program. On July 3, 2013 NRG submitted a $1.9 million proposal for a Modular Micro-Grid DC Charging
Technology Demonstration Program to the CPUC.  This proposal contemplates developing and demonstrating a new EV DC
charging solution using our 30kW 2-port battery converter and 3-port hybrid converter.  After successful technical and economic
demonstration, NRG intends to deploy these solutions, including our 3-port hybrid converter, into its broad EV charging station
rollout.

 
We believe there is strong market demand to cost effectively integrate buffer batteries and distributed PV generation with EV
charging infrastructure.  NRG’s proposal to the CPUC states that the modular micro-grid platform using our 3-port hybrid
converter and our micro-grid converter will save installation costs, operational costs and create new value streams for the host and
power grid operator.  According to NRG, the additional flexibility and functionality of this platform should lower total lifetime
cost of ownership of electrified vehicle DC charging infrastructure, thereby accelerating NRG’s deployment of charging
infrastructure and customer adoption of electrified vehicles.

 
- Other markets:  We plan to continue to evaluate new markets for PPSA based on their size and growth and our time-to-

market.  We are studying PPSA’s applicability to markets such as variable frequency drives (VFDs) for AC motors,
uninterruptible power supply (UPS), combined utility-scale PV and grid energy storage systems, and solid state transformers.

Reverse Stock Split and Offering Requirements
 
 We will close this offering only if our listing application is approved by the Nasdaq Capital Market.  If we are unable to meet this requirement
, we will terminate the offering.
 
 On June 13, 2013, our board of directors, and on July 5, 2013, stockholders holding a majority of our outstanding voting power, approved
resolutions authorizing our board of directors to effect a reverse split of our common stock at an exchange ratio of between one-for-two and
one-for-ten, with our board of directors retaining the discretion as to whether to implement the reverse split and which exchange ratio to
implement.  The reverse stock split is intended to allow us to meet the minimum share price requirement of The Nasdaq Capital
Market.  During August 2013, our board of directors determined that following the effectiveness of the registration statement, of which this
prospectus is a part, and prior to the closing of this offering, the board of directors will effect the reverse stock split at a ratio of 1 share for
each 2.381 shares.
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Except as otherwise indicated and except in our financial statements, all information regarding share amounts of common stock
and prices per share of common stock contained in this prospectus assume the consummation of the reverse stock split to be
effected following effectiveness of the registration statement, of which this prospectus is a part, and prior to the closing of this
offering.

 
Status as an Emerging Growth Company

 
 We are an “emerging growth company” as that term is defined in the Jumpstart Our Business Startups Act (the “JOBS Act”).  Section
102(b)(1) of the JOBS Act exempts emerging growth companies from being required to comply with new or revised financial accounting
standards until private companies (that is, those that have not had a Securities Act registration statement declared effective or do not have a
class of securities registered under the Securities Exchange Act) are required to comply with the new or revised financial accounting
standard.  The JOBS Act also provides that a company can elect to opt out of the extended transition period provided by Section 102(b)(1) of
the JOBS Act and comply with the requirements that apply to non-emerging growth companies but any such election to opt out is
irrevocable.  We have irrevocably elected to opt out of this extended transition period provided by Section 102(b)(1) of the JOBS Act, and we
have not utilized any provisions of the JOBS Act to date.  Even though we have elected to opt out of the extended transition period, we may
still take advantage of all of the other provisions of the JOBS Act.

Ability to Continue our Operations

We experienced net losses of $4,647,219 and $1,750,939 for the years ended December 31, 2012 and 2011, respectively.  At
December 31, 2012, our net loss from inception was $7,200,514.   Net loss for the six month period ended June 30, 2013 was $3,811,961,
which increased our accumulated net losses from inception to $11,012,475 as of June 30, 2013.

We will need financing to continue our operations, particularly for the support of our research and development efforts.  We have no
committed sources of capital and do not know whether additional financing will be available when needed on terms that are acceptable, if at
all.  The failure to satisfy our capital requirements will adversely affect our business, financial condition, results of operations and prospects.
 

Unless we raise funds in this offering, we will not have sufficient capital to continue our operations for the next 12 months.  Even if
we raise funds in this offering, they may be insufficient to sustain our operations for the next 12 months if our costs are higher than projected
or unforeseen expenses arise.

Convertible Promissory Notes

We have issued $750,000 in senior secured convertible promissory notes that must be paid or converted into shares of our common
stock on or before July 29, 2014, $4 million in senior secured convertible promissory notes that must be paid or converted into shares of our
common stock on or before November 21, 2013, and $1.355 million in convertible promissory notes that must be paid or converted into
shares of our common stock on or before December 31, 2013.  Collectively, we refer to these promissory notes as the “Convertible Notes” in
this prospectus.   Upon consummation of a public offering of our common stock yielding gross proceeds of at least $10 million in this
offering, all of the Convertible Notes mandatorily will be converted in full into shares of our common stock, therefore, our disclosures in this
prospectus assume full conversion of the Convertible Notes into 1,688,711 shares of our common stock.
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Risks Related to Our Business
 

Our business is subject to a number of risks.  You should understand these risks before making an investment decision.  If any of
these risks actually occurs, our business, financial condition or results of operations would likely be materially adversely affected.  In such case,
the trading price of our common stock would likely decline, and you may lose all or part of your investment.  Below is a summary of some of
the principal risks we face.  The risks are discussed more fully in the section of this prospectus below titled “Risk Factors.” 

· We have a limited operating history and it is uncertain whether we will ever be profitable.  We anticipate future losses and negative
cash flow, which may limit or delay our ability to become profitable.

· We may raise additional financing by issuing new securities that may have terms or rights superior to those of our shares of common
stock, which could adversely affect the market price of our shares of common stock and our business.

· If we do not receive additional financing when and as needed in the future, we may not be able to continue our research and
development efforts or accelerate the commercialization of our technology and materials.

· If we are unable to keep up with rapid technological changes, our technology may become obsolete.

· We may be unable to protect our intellectual property.

· We may not be able to reach production scales that are required to maintain manufacturing costs low enough to become profitable.

· We may not be able to convince customers to buy or to license our products due to our limited history.

· We may have significant reliability problems with our products, requiring extensive recalls and repair costs.

· We will face extensive competition from better-established power converter manufacturers.
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THE OFFERING
 

The following summary contains basic information about our initial public offering and our common stock and is not intended to be
complete.  It does not contain all of the information that may be important to you.  For a more complete understanding of our common stock,
please refer to the section of this prospectus titled “Description of Capital Stock.”
 
Issuer  Ideal Power Inc., a Delaware corporation.
   
Common Stock Offered By Us  2,500,000 shares of common stock, par value $0.001 per share.
   
Over-allotment Option

 

We have granted an option to our underwriter to purchase up to an additional
375,000 shares of common stock within 45 days of the date of this prospectus
in order to cover over-allotments, if any.

   
Common Stock Outstanding Prior To This Offering  1,480,262 shares of common stock (1)
   
Common Stock Outstanding After This Offering  5,694,143 shares of common stock (1)(2)(3)
   
Use of Proceeds

 

We intend to use the net proceeds from our sale of common stock in this
offering as follows: approximately $4.5 million will be used for new product
research and development, approximately $2 million will be used for existing
product development and commercialization, approximately $1 million will be
used for the protection of our intellectual property, approximately $1 million
will be used for the purchase of equipment and software, and the balance of
the funds will be used for general corporate purposes.  See “Use of Proceeds”
and “Plan of Operation” in “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” for additional information.

   
Market And Trading Symbol For The Common Stock

 

There is currently no market for our common stock.  We have applied for
listing of our common stock on the Nasdaq Capital Market under the symbol
“IPWR”.

   
Underwriter Common Stock Purchase Warrant

 

In connection with this offering, we have also agreed to sell to MDB Capital
Group, LLC and its designees a warrant to purchase up to 10% of the shares
of common stock sold in this offering.  If this warrant is exercised, each share
may be purchased by MDB Capital Group, LLC at $6.25 per share (125% of
the price of the shares sold in this offering.)   This warrant will have a five-
year term and be subject to a six month lock-up.  See “Underwriting” for
additional information.
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Lock-Up Agreements

 

Excluding holders of our senior secured convertible promissory notes, our
officers, directors and employees, and 5% or greater holders of our equity
securities as determined pursuant to Rule 13d-3 of the Securities Exchange
Act of 1934, as amended, will have the securities they own locked up until
the first anniversary of the Underwriting Agreement we will enter into with
MDB Capital Group, LLC in conjunction with this offering (the “One Year
Lock-Up”).  The purchasers of our senior secured convertible promissory
notes, including MDB Capital Group, LLC, are subject to lock-up
requirements for periods that may last no more than 180 days following the
date of this prospectus (the “ 180 Days Lock-Up ”).  The number of
currently outstanding shares of common stock subject to the One Year Lock-
Up totals 1,256,492 shares and the number of shares underlying options,
warrants, and convertible promissory notes subject to the One Year Lock-Up
as of June 30, 2013, totals 747,325 shares.  The number of shares of
common stock to be issued to, or that may be acquired by, the holders of our
senior secured convertible promissory notes and MDB Capital Group, LLC
that will be subject to the 180 Days Lock-Up totals 2,164,223 shares.  For
more information about the lock-up agreements and requirements, see the
section titled “Underwriting - Lock-Up Agreements” in this prospectus.
 

Offering Termination

 

If we fail to obtain approval from The Nasdaq Stock Market to list our
common stock on the Nasdaq Capital Market, we will not complete the
offering.

   
(1) The number of shares of our common stock to be outstanding both before and after this offering is based on the number of shares

outstanding as of June 30, 2013 and excludes:
  
 ● 158,108 shares of our common stock reserved for issuance under outstanding option agreements and 352,270 shares of our

common stock reserved for issuance under option agreements that have been approved by the Compensation Committee of
the Board of Directors but have not yet been issued;
 

 ●
 
●
 

487,713 shares of our common stock reserved for future issuance under our 2013 Equity Incentive Plan;
 
1,524,095 shares of our common stock reserved for issuance under outstanding warrant agreements; and
 

 ● 250,000 shares of our common stock issuable upon exercise of the warrant issued to MDB Capital Group, LLC.
 
 Unless otherwise specifically stated, information throughout this prospectus assumes that none of the outstanding options or

warrants to purchase shares of our common stock are exercised.
(2) Unless otherwise indicated, the number of shares of common stock presented in this prospectus excludes shares issuable pursuant

to the exercise of the underwriter’s over-allotment option.
(3) This number includes 2,500,000 shares of common stock that will be issued in this offering, 1,688,711 shares of common stock

that will be issued to the holders of the Convertible Notes upon the completion of this offering, and 25,170 shares of common stock
to be issued to our independent directors as compensation for their services.
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SUMMARY SELECTED FINANCIAL INFORMATION
 

The table below includes historical selected financial data for each of the years ended December 31, 2012 and 2011, derived from our
audited financial statements included elsewhere in this prospectus.  The table below also includes historical financial data for the six-month
period ended June 30, 2013 and 2012, derived from our unaudited financial statements included elsewhere in this prospectus.
 

You should read the historical selected financial information presented below in conjunction with the “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” section and our financial statements and the notes to those financial statements
included elsewhere in this prospectus.  Historical results are not necessarily indicative of the results that may be expected for any future period. 

  
For the Years

Ended December 31,   
For the Six Months

Ended June 30,  
  2012   2011   2013   2012  
        unaudited  unaudited  
             
STATEMENT OF OPERATIONS:             
Revenue  $ 1,126,907  $ 860,771  $ 1,030,419  $ 247,113 
Costs of revenues   957,641   757,393   1,000,074   178,230 
Gross Profit   169,266   103,378   30,345   68,883 
Operating expenses   3,207,573   1,616,060   1,675,447   1,117,533 
Loss from operations   (3,038,307)   (1,512,682)   (1,645,102)   (1,048,650)
Interest expense, net   (1,608,912)   (238,257)   (2,166,859)   (162,336)
Net loss  $ (4,647,219)  $ (1,750,939)   (3,811,961)  $ (1,210,986)
Basic and diluted net loss per share  $ (1.33)  $ (0.53)  $ (1.08)  $ (0.35)
Weighted average number of basic and diluted common shares
outstanding   3,489,963   3,282,520   3,524,505   3,478,362 
Pro forma basic and diluted net loss per share - after reverse stock split  $ (3.17)  $ (1.27)  $ (2.58)  $ (0.83)
Pro forma weighted average number of basic and diluted common shares
outstanding - after reverse stock split   1,465,755   1,378,631   1,480,262   1,460,883 
                 

  
December
31, 2012   

December
31, 2011   

June 30, 2013
(unaudited)   

BALANCE SHEET DATA:                 
Cash and cash equivalents  $ 1,972,301  $ 100,675  $ 372,538     
Working capital (deficit)   528,603   (61,437)   (3,248,536)     
Total assets   3,207,003   579,853   2,000,794     
Total liabilities   3,308,397   1,750,750   5,803,677     
Total stockholders’ deficit   (101,394)   (1,170,897)   (3,802,883)     
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RISK FACTORS
 

We are subject to various risks that may materially harm our business, prospects, financial condition and results of operations.  An
investment in our common stock is speculative and involves a high degree of risk.  In evaluating an investment in shares of our common stock,
you should carefully consider the risks described below, together with the other information included in this prospectus.
 

If any of the events described in the following risk factors actually occurs, or if additional risks and uncertainties that are not
presently known to us or that we currently deem immaterial later materialize, then our business, prospects, results of operations and financial
condition could be materially adversely affected.  In that event, the trading price of our common stock could decline, and you may lose all or
part of your investment in our shares.  The risks discussed below include forward-looking statements, and our actual results may differ
substantially from those discussed in these forward-looking statements.
 
Risks Related to Our Business

We lack an established operating history on which to evaluate our business and determine if we will be able to execute our business plan,
and we can give no assurance that our operations will result in profits.

We were formed in Texas on May 17, 2007 and converted to a Delaware corporation on July 15, 2013; therefore we have a limited
operating history that makes it difficult to evaluate our business.  We have been granted patents by the United States of America and we have
currently pending patent applications with the United States Patent and Trademark Office and equivalent offices in the European Union, India,
Malaysia, Singapore, the Philippines, South Korea, China, Brazil and Canada for a power converter technology and our methods of operation ,
as well as various improvements on and applications of our basic power converter design.  We have also had our designs validated by UL
certifications from Intertek (a Nationally Recognized Test Laboratory), the California Energy Commission, and several PV inverter
installations.  However, we have only recently begun sales of our products, and we cannot say with certainty when we will begin to achieve
profitability.  No assurance can be made that we will ever become profitable.

We have incurred losses in prior periods and expect to incur losses in the future.  We may never be profitable.

Our independent registered public accounting firm has issued an unqualified opinion with an explanatory paragraph to the effect that there is
substantial doubt about our ability to continue as a going concern.  This unqualified opinion with an explanatory paragraph could have a material
adverse effect on our business, financial condition, results of operations and cash flows.  See “Management’s Discussion and Analysis of
Financial Condition and Results of Operations – Liquidity and Capital Resources” and Note 2 to our financial statements included elsewhere in
this prospectus.

Since our inception on May 17, 2007 through December 31, 2012, we sustained $7,200,514 in net losses and we had net losses at
December 31, 2012 and 2011 of $4,647,219 and $1,750,939, respectively.  We expect to continue to sustain losses for the foreseeable
future.  Net loss for the six months ended June 30, 2013 was $3,811,961, which increased the accumulated net losses to $11,012,475 as of
June 30, 2013.
 

We began product sales in 2011 and shipped 14 units for $165,000.  In 2012 we shipped 25 units for $266,000.  During the first six
months of 2013, we shipped 15 units for $129,700.  We also sold $20,000 in PV combiners.   As sales of our products have generated
minimal operating revenues, we have relied on sales of our debt securities to continue our operations.  If we are unable to raise funds through
sales of our securities, there can be no assurance that we will be able to implement our business plan, generate sustainable revenue or ever
achieve profitable operations.  We expect to have operating losses until such time as we develop a substantial and stable revenue base.  We
cannot assure you that we can achieve or sustain profitability on a quarterly or annual basis in the future.

 
-11-



 
 
To date we have had a limited number of customers.  We cannot assure you that our customer base will increase.
 

       Two customers, the Department of Energy (ARPA-E) and Lockheed Martin Corporation (LMC), from which we have received,
since inception, approximately $1,344,000 and $1,251,000, respectively, in revenues, and in 2012 $694,000 and $153,900, respectively,
accounted for 75% of net revenue for the year ended December 31, 2012.  Two customers, LMC and Meridian Solar, from which we received
$669,000 and $82,250, respectively, in net revenues, accounted for 87% of net revenues for the year ended December 31, 2011.  The contract
revenue from LMC declined in 2012, since the project required lower levels of our services.  We had five contracts with LMC pursuant to
which we provided technical support and test products to its staff.  We completed the last of the contracts in the first half of 2012; no
additional contract work from LMC is anticipated.  Separate from the work for the Department of Energy and LMC, the Company sold its
products to eleven customers in 2012.
 
We may not be able to meet our product development and commercialization milestones.
 

Product development and testing are subject to unanticipated and significant delays, expenses and technical or other problems. We
cannot guarantee that we will successfully achieve our milestones within our planned timeframe or ever.  Our plans and ability to achieve
profitability depend on acceptance of our technology and our products by key market participants, such as vendors and marketing partners, and
potential end-users of our products.  We continue to educate designers and manufacturers about our solar PV inverters, grid-battery converters,
and electric vehicle charging infrastructure.  More generally, the commercialization of our products may also be adversely affected by many
factors not within our control, including:
 

· the willingness of market participants to try a new product and the perceptions of these market participants of the safety, reliability,
functionality and cost effectiveness of our products;

· the emergence of newer, possibly more effective technologies;

· the future cost and availability of the raw materials and components needed to manufacture and use our products; and

· the adoption of new regulatory or industry standards that may adversely affect the use or cost of our products.

Accordingly, we cannot predict that our products will be accepted on a scale sufficient to support development of mass markets for them.

We must achieve design wins to retain our existing customers and to obtain new customers, although design wins achieved do not
necessarily result in substantial sales.

The constantly changing nature of technology in the markets we serve causes equipment manufacturers to continually design new
systems.  We must work with these manufacturers early in their design cycles to modify our equipment or design new equipment to meet the
requirements of their new systems.  Manufacturers typically choose one or two vendors to provide the components for use with the early
system shipments.  Selection as one of these vendors is called a design win.  It is critical that we achieve these design wins in order to retain
existing customers and to obtain new customers.

We believe that equipment manufacturers often select their suppliers based on factors including long-term relationships and end user
demand.  Accordingly, we may have difficulty achieving design wins from equipment manufacturers who are not currently our customers.  In
addition, we must compete for design wins for new systems and products of our existing customers, including those with whom we have had
long-term relationships.  Our efforts to achieve design wins are time consuming, expensive, and may not be successful.  If we are not
successful in achieving design wins, or if we do achieve design wins but our customers’ systems that utilize our products are not successful,
our business, financial condition, and results of operations could be materially and adversely impacted.

Once a manufacturer chooses a component for use in a particular product, it is likely to retain that component for the life of that
product.  Our sales and growth could experience material and prolonged adverse effects if we fail to achieve design wins.  However, design
wins do not always result in substantial sales, as sales of our products are dependent upon our customers’ sales of their products.
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The prototype of our new 3-port hybrid converter may not provide the results we expect, may prove to be too expensive to produce and
market, or may uncover problems of which we are currently not aware, any of which could harm our business and prospects.

We are currently developing our prototype of a 3-port hybrid converter, which is an integrated solar PV inverter and battery
charger/inverter, based on improvements to our current PV inverter products.  We do not yet know if the prototype will produce positive results
consistent with our expectations.  The prototype may also cost significantly more than expected, and the prototype design and construction
process may uncover problems of which we are currently not aware.  These and other prototypes of emerging products are a material part of our
business plan, and if they are not proven to be successful, our business and prospects could be harmed.

We expect to license our technology in the future; however the terms of these agreements may not prove to be advantageous to us.  If the
license agreements we enter into do not prove to be advantageous to us, our business and results of operations will be adversely affected.

Ultimately, our goal is to license our technology to our customers.  However, we may not be able to secure license agreements with customers
on terms that are advantageous to us.  Furthermore, the timing and volume of revenue earned from license agreements will be outside of our
control.  If the license agreements we enter into do not prove to be advantageous to us, our business and results of operations will be adversely
affected.

We have not devoted significant resources towards the marketing and sale of our products and we continue to rely on the marketing and
sales efforts of third parties whom we do not control.
 

To date, we have sold low volumes of our solar PV inverter and battery converter products and, even after adding industry veterans
to our staff, we continue to experience a learning curve in the marketing and sale of products on a commercial basis.  We expect that the
marketing and sale of these products will continue to be conducted by a combination of independent manufacturers’ representatives, third-
party strategic partners, distributors, or OEMs.  Consequently, commercial success of our products will depend to a great extent on the efforts
of others.  We intend to enter into strategic marketing and distribution agreements or other collaborative relationships to market and sell our
solar PV inverter, battery converter and other value added products.   However, we have not entered into any strategic marketing or material
distribution agreements at this time.  We have entered into one distribution agreement with a large electrical equipment distributor, but have not
sold any products through that distributor thus far.  We may not be able to identify or establish appropriate relationships in the near term or in
the future.  We can give no assurance that these distributors or OEMs will focus adequate resources on selling our products or will be
successful in selling them.  In addition, third-party distributors or OEMs have or may require us to provide volume price discounts and other
allowances, customize our products or provide other concessions that could reduce the potential profitability of these relationships.  Failure to
develop sufficient distribution and marketing relationships in our target markets will adversely affect our commercialization schedule and to the
extent we have entered or enter into such relationships, the failure of our distributors and other third parties to assist us with the marketing and
distribution of our products, or to meet their monetary obligations to us, may adversely affect our financial condition and results of operations.

A material part of our success depends on our ability to manage our suppliers and manufacturers.  Our failure to manage our suppliers
and manufacturers could materially and adversely affect our results of operations and relations with our customers.

We rely upon suppliers to provide the components necessary to build our products and on contract manufacturers to produce our
products.  There can be no assurance that key suppliers and manufacturers will provide components or products in a timely and cost efficient
manner or otherwise meet our needs and expectations.  Our ability to manage such relationships and timely replace suppliers and manufacturers,
if necessary, is critical to our success.  Our failure to timely replace our contract manufacturers and suppliers, should that become necessary,
could materially and adversely affect our results of operations and relations with our customers.
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We may in the future add production capabilities that would subject us to numerous additional risks and could adversely affect our
business, financial condition, results of operations and prospects.

We currently rely on third parties to produce our products, but we may in the future add production capabilities and produce products
ourselves.  Adding production to our operations would subject us to numerous additional risks, including:
 

· the need to use significant capital resources for equipment purchases;
 

· increases to our operating expenses to add personnel and expertise to effectively and efficiently manufacture products;
 

· inaccurate estimates of customer demand for our products and the resources needed to meet customer demand; and
 

· diversion of management’s attention from other aspects of our business.

If we expand our business to produce our own products, we cannot assure you that we will be able to produce our products in a
profitable manner or at all.  If we add production capabilities and any of the risks above are realized, our business, financial condition, results of
operations and prospects could be materially and adversely affected.

Our business is dependent upon our ability to obtain financing.  If we do not obtain such financing, we may have to cease our activities
and investors could lose their entire investment.

There is no assurance that we will operate profitably or generate positive cash flows in the future.  We will require additional financing
in order to sell our current products and to continue the research and development required to produce our next generation of products.  We
anticipate that we will need approximately $5 million during the next 12 months to sustain our business operations, including our research and
development activities.  We may not be able to obtain financing on commercially reasonable terms or at all.  If we do not obtain such financing,
our business could fail and investors could lose their entire investment.

In conjunction with an award we received through the State of Texas, we have granted the Office of the Governor, Economic
Development and Tourism (“OOGEDT”), a security interest in all of our assets.  If we breach the award agreement and do not repay the
award funds, the OOGEDT will be entitled to exercise its right to foreclose on our assets.  If that were to happen, your investment would
become worthless.

On October 1, 2010, we received a Texas Emerging Technology Fund Award in the amount of $1 million through the Office of the
Governor, Economic Development and Tourism (“OOGEDT”).  If we are in breach of the terms of the award because, for example, we move
our operations to a jurisdiction other than Texas, we fail to continue our business, or because the Office of the Governor finds that we made
false or misleading statements to the OOGEDT to induce that office to make the award, the OOGEDT may demand repayment of the award
funds that have been disbursed, which currently total $1,172,690 as of June 30, 2013.  The OOGEDT has taken a security interest in our
assets to secure the repayment of the funds in the event that we breach the terms of the award.  If we breach the terms of the award and fail to
repay the award funds, the OOGEDT would be entitled to exercise its right to foreclose on our assets.  If that were to happen, your investment
would become worthless.

The economic downturn in the United States has adversely affected, and is likely to continue affecting, our ability to raise capital, which
may potentially impact our ability to continue our operations.

As a company that is still in the process of developing its technology, we must rely on raising funds from investors to support our
research and development activities and our operations.  The economic downturn in the United States has resulted in a tightening of the credit
markets, which has made it more difficult to raise capital.  If we are unable to raise funds as and when we need them, we may be forced to
curtail our operations or even cease operating altogether.
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We are subject to credit risks.
 

Some of our customers may experience financial difficulties and/or may fail to meet their financial obligations to us.  As a result, we
may incur charges for bad debt provisions related to some trade receivables.  In certain cases where our end customers utilize contract
manufacturers or distributors, our accounts receivable risk may lie with the contract manufacturer or distributor and may not be guaranteed by
the end customer.  In addition, in connection with the growth of the renewable energy market, we are gaining a substantial number of new
customers, some of which have relatively short histories of operations or are newly formed companies.  As a result, it is difficult to ascertain
financial information in order to appropriately extend credit to these customers.  Further, the volatility in the renewable energy market may put
additional pressure on our customers’ financial positions, as they may be required to respond to large swings in revenue.  The renewable energy
industry has also seen an increasing amount of bankruptcies and reorganizations as the availability of financing has diminished.
 

If customers fail to meet their financial obligations to us, or if the assumptions underlying our recorded bad debt provisions with
respect to receivables obligations do not accurately reflect our customers’ financial conditions and payment levels, we could incur write-offs of
receivables in excess of our provisions, which could have a material adverse effect on our cash flow and operating results.

We may not be able to control our warranty exposure, which could increase our expenses.
 

We currently offer and expect to continue to offer a warranty with respect to our power converters and we expect to offer a warranty
with each of our future product applications.  If the cost of warranty claims exceeds any reserves we may establish for such claims, our results
of operations and financial condition could be adversely affected.

We may be exposed to lawsuits and other claims if our products malfunction, which could increase our expenses, harm our reputation
and prevent us from growing our business.
 

Any liability for damages resulting from malfunctions of our products could be substantial, increase our expenses and prevent us from
growing or continuing our business.  Potential customers may rely on our products for critical needs, such as backup power.  A malfunction of
our products could result in warranty claims or other product liability.  In addition, a well-publicized actual or perceived problem could
adversely affect the market’s perception of our products.  This could result in a decline in demand for our products, which would reduce
revenue and harm our business.  Further, since our products are used in devices that are made by other manufacturers, we may be subject to
product liability claims even if our products do not malfunction.

We are highly dependent on certain key members of our executive management team.  Our inability to retain these individuals could
impede our business plan and growth strategies, which could have a negative impact on our business and the value of your investment.

Our ability to implement our business plan depends, to a critical extent, on the continued efforts and services of Paul Bundschuh
(Chief Executive Officer) and William Alexander (Chief Technology Officer).  If we lose the services of either of these persons, we would
likely be forced to expend significant time and money in the pursuit of replacements, which may result in a delay in the implementation of our
business plan and plan of operations.  We can give no assurance that we could find satisfactory replacements for these individuals on terms that
would not be unduly expensive or burdensome to us.  We do not currently carry a key-man life insurance policy that would assist us in
recouping our costs in the event of the death or disability of either of these executives.

Any failure by management to properly manage our expected rapid growth could have a material adverse effect on our business, operating
results and financial condition.

If our business develops as expected, we anticipate that we will grow rapidly in the near future.  Our failure to properly manage our
expected rapid growth could have a material adverse effect on our ability to retain key personnel.  Our expansion could also place significant
demands on our management, operations, systems, accounting, internal controls and financial resources.  If we experience difficulties in any of
these areas, we may not be able to expand our business successfully or effectively manage our growth.  Any failure by management to manage
growth and to respond to changes in our business could have a material adverse effect on our business, financial condition and results of
operations.
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Risks Relating to the Industry

Our industry is intensely competitive.  We cannot guarantee you that we can compete successfully.

We will be competing against providers of power converter systems that are highly established and have substantially greater
manufacturing, marketing, management and financial resources including very substantial market position and name recognition. The
competitors for our PV inverter products include ABB, Advanced Energy, Satcon, SMA and Chint Solar.  All aspects of our business,
including pricing, financing and servicing, as well as the general quality, efficiency and reliability of our products, are significant competitive
factors.  Our ability to successfully compete with respect to each of these factors is material to the acceptance of our products and our future
profitability.  In addition, the solar power industry may tend to be resistant to change and to new products from suppliers that are not major
names in the field.  Our competitors will use their established position to their competitive advantage.  If our innovations are successful, our
competitors may seek to adopt and copy our ideas, designs and features.  Our competitors may develop or offer technologies and products that
may be more effective or popular than our products and they may be more successful in marketing their products than we are in marketing
ours.  Pricing competition could result in lower margins for our products.

We expect to compete on the basis of our products’ significantly lower cost, smaller footprint, and higher efficiency.  Technological
advances in alternative energy products or other power converter technologies may negatively affect the development of our products or make
our products non-competitive or obsolete prior to commercialization or afterwards.

We cannot assure you that we will be able to compete successfully in our markets, or compete effectively against current and new
competitors as our industry continues to evolve.

The reduction or elimination of government subsidies and economic incentives for energy-related technologies could harm our business.

We believe that near-term growth of energy-related technologies, including power converter technology, relies on the availability and
size of government and economic incentives and grants (including, but not limited to, the U.S. federal Investment Tax Credit and various state
and local incentive programs).  These incentive programs could be challenged by utility companies, or for other reasons found to be
unconstitutional, and/or could be reduced or discontinued for other reasons.  The reduction, elimination, or expiration of government subsidies
and economic incentives could delay the development of our technology and harm our business.

Changes to the National Electrical Codes (NEC)  could adversely affect our technology and products.

Our products are installed by system integrators that must meet the NEC standards , including using equipment that meets industry
standards such as UL1741.  The NEC standards address the safety of these systems.  The NEC standards, along with  the UL1741 and
IEEE1547 requirements, continue to evolve and are subject to change.  If we respond to these changing standards and requirements more
slowly than our competitors, or if we are unable to meet new standards and requirements, our products will be less competitive.

New technologies in the alternative energy industry may supplant solar PV inverter devices (including our current products for which we
have patents and pending patent applications), which would harm our business and operations.

The alternative energy industry is subject to rapid technological change.  Our future success will depend on the cutting edge relevance
of our technology, and thereafter on our ability to appropriately respond to changing technologies and changes in function of products and
quality.  If new technologies supplant our power converter technology, our business would be adversely affected and we will have to revise our
plan of operation.
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Businesses, consumers, and utilities might not adopt alternative energy solutions as a means for providing or obtaining their electricity
and power needs.

On-site distributed power generation solutions that utilize our inverter products (such as  PV systems) provide an alternative means for
obtaining electricity and are relatively new methods of obtaining electrical power.  There is a risk that businesses, consumers, and utilities may
not adopt these new methods at levels sufficient to grow our business.  Traditional electricity distribution is based on the regulated industry
model whereby businesses and consumers obtain their electricity from a government regulated utility.  For alternative methods of distributed
power to succeed, businesses, consumers and utilities must adopt new purchasing practices and must be willing to rely upon less traditional
means of providing and purchasing electricity.  As larger solar projects come online, utilities are becoming increasingly concerned with grid
stability, power management and the predictable loading of such power onto the grid.

We cannot be certain that businesses, consumers, and utilities will choose to utilize on-site distributed power at levels sufficient to
sustain our business.  The development of a mass market for our products may be impacted by many factors which are out of our control,
including:

· market acceptance of photovoltaic systems that incorporate our products;

· the cost competitiveness of these systems;

· regulatory requirements; and

· the emergence of newer, more competitive technologies and products.

If a mass market fails to develop or develops more slowly than we anticipate, we may be unable to recover the costs we will have
incurred to develop these products.

The industries in which we compete are subject to volatile and unpredictable cycles.

As a supplier to the solar, grid energy  storage, electrified vehicle charging infrastructure, wind, electric motor and related industries,
we are subject to business cycles . The timing, length, and volatility of these business cycles  can be difficult to predict.  These industries
historically have been cyclical due to sudden changes in customers’ manufacturing capacity requirements and spending, which depend in part on
capacity utilization, demand for customers’ products, inventory levels relative to demand, and access to affordable capital.  These changes have
affected the timing and amounts of customers’ purchases and investments in technology, and affect our orders, net sales, operating expenses,
and net income.  In addition, we may not be able to respond adequately or quickly to the declines in demand by reducing our costs.  We may be
required to record significant reserves for excess and obsolete inventory as demand for our products changes.

 
To meet rapidly changing demand in each of the industries we serve, we must effectively manage our resources and production

capacity.  During periods of decreasing demand for our products, we must be able to appropriately align our cost structure with prevailing
market conditions, effectively manage our supply chain, and motivate and retain key employees.  During periods of increasing demand, we must
have sufficient manufacturing capacity and inventory to fulfill customer orders, effectively manage our supply chain, and attract, retain, and
motivate a sufficient number of qualified individuals.  If we are not able to timely and appropriately adapt to changes in our business
environment or to accurately assess where we are positioned within a business cycle, our business, financial condition, or results of operations
may be materially and adversely affected.

Risks Related to this Offering and Owning Our Common Stock
 
Prior to the completion of our initial public offering, there was no public trading market for our common stock.
 

The offering under this prospectus is an initial public offering of our securities.  Prior to the closing of the offering, there will have
been no public market for our common stock.  While we plan to list our common stock on the Nasdaq Capital Market, we cannot assure you
that our listing application will be approved, and that a public market for our common stock will develop.  If our Nasdaq listing application is
not approved, we will not complete the offering.
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We are an "emerging growth company" under the JOBS Act of 2012 and we cannot be certain if the reduced disclosure requirements
applicable to emerging growth companies will make our common stock less attractive to investors.

We are an “emerging growth company,” as defined in the Jumpstart Our Business Startups Act of 2012 (“JOBS Act”), and we may
take advantage of certain exemptions from various reporting requirements that are applicable to other public companies that are not “emerging
growth companies” including, but not limited to, not being required to comply with the auditor attestation requirements of section 404 of the
Sarbanes-Oxley Act, reduced disclosure obligations regarding executive compensation in our periodic reports and proxy statements, and
exemptions from the requirements of holding a nonbinding advisory vote on executive compensation and stockholder approval of any golden
parachute payments not previously approved.  At present, we do not intend to take advantage of these exemptions, other than as they apply to all
other “smaller reporting companies,” though we may do so at some point in the future.  We cannot predict if investors will find our common
stock less attractive because we may rely on these exemptions.  If some investors find our common stock less attractive as a result, there may be
a less active trading market for our common stock and our stock price may be more volatile.

We will remain an “emerging growth company” for up to five years, although we will lose that status sooner if our revenues exceed $1
billion, if we issue more than $1 billion in non-convertible debt in a three year period, or if the market value of our common stock that is held by
non-affiliates exceeds $700 million as of any June 30.

Our status as an “emerging growth company” under the JOBS Act of 2012 may make it more difficult to raise capital as and when we
need it.

Because of the exemptions from various reporting requirements provided to us as an “emerging growth company,” we may be less
attractive to investors and it may be difficult for us to raise additional capital as and when we need it.  Investors may be unable to compare our
business with other companies in our industry if they believe that our reporting is not as transparent as other companies in our industry.  If we
are unable to raise additional capital as and when we need it, our financial condition and results of operations may be materially and adversely
affected.

If a public market for our common stock develops, it may be volatile.  This may affect the ability of our investors to sell their shares as well
as the price at which they sell their shares.
 

If a market for our common stock develops, the market price for the shares may be significantly affected by factors such as variations
in quarterly and yearly operating results, general trends in the alternative energy industry, and changes in state or federal regulations affecting us
and our industry.  Furthermore, in recent years the stock market has experienced extreme price and volume fluctuations that are unrelated or
disproportionate to the operating performance of the affected companies.  Such broad market fluctuations may adversely affect the market price
of our common stock, if a market for it develops.
 
Conversion of the Convertible Notes together with the exercise of outstanding warrants will result in substantial dilution to the investors
in this offering.

Prior to the completion of this offering, we will have outstanding approximately $6.1 million in Convertible Notes with interest
accrued, for the purpose of this discussion, through June 30, 2013.  The Convertible Notes will be paid with 1,688,711 shares of our common
stock.  An additional 1,524,095 shares of our common stock may be purchased through the exercise of warrants and a right to purchase issued
to the Office of the Governor, Economic Development and Tourism, in conjunction with the award we received from the Texas Emerging
Technology Fund.  Conversion of the notes and, if it occurs, exercise of all of the warrants, will result in substantial dilution to the investors in
this offering.
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We are required to register the shares of common stock underlying our senior secured convertible promissory notes and the warrants that
were issued with them.  The sale of these shares could cause the market price of our common stock to decline.

We have granted registration rights to the holders of our senior secured convertible promissory notes.  Registration of the 1,373,143
shares of common stock underlying our senior secured convertible promissory notes and the 791,080 shares of common stock underlying the
warrants issued with them could have the effect of driving down the price of our common stock in the market.

We have the right to issue shares of preferred stock.  If we were to issue preferred stock, it is likely to have rights, preferences and
privileges that may adversely affect the common stock.
 

We are authorized to issue 10,000,000 shares of “blank check” preferred stock, with such rights, preferences and privileges as may be
determined from time-to-time by our board of directors.  Our board of directors is empowered, without stockholder approval, to issue preferred
stock in one or more series, and to fix for any series the dividend rights, dissolution or liquidation preferences, redemption prices, conversion
rights, voting rights, and other rights, preferences and privileges for the preferred stock.  No shares of preferred stock are presently issued and
outstanding and we have no immediate plans to issue shares of preferred stock.  The issuance of shares of preferred stock, depending on the
rights, preferences and privileges attributable to the preferred stock, could adversely reduce the voting rights and powers of the common stock
and the portion of the Company’s assets allocated for distribution to common stockholders in a liquidation event, and could also result in
dilution in the book value per share of the common stock we are offering.  The preferred stock could also be utilized, under certain
circumstances, as a method for raising additional capital or discouraging, delaying or preventing a change in control of the Company, to the
detriment of the investors in the common stock offered hereby.  We cannot assure you that we will not, under certain circumstances, issue
shares of our preferred stock.
 
We have not paid dividends in the past and have no immediate plans to pay dividends.
 

We plan to reinvest all of our earnings, to the extent we have earnings, in order to market our products and to cover operating costs and
to otherwise become and remain competitive.  We do not plan to pay any cash dividends with respect to our securities in the foreseeable
future.  We cannot assure you that we would, at any time, generate sufficient surplus cash that would be available for distribution to the holders
of our common stock as a dividend.  Therefore, you should not expect to receive cash dividends on the common stock we are offering. 
 
Management of our Company is within the control of the board of directors and the officers. You should not purchase our common stock
unless you are willing to entrust management of our Company to these individuals.
 

All decisions with respect to the management of the Company will be made by our board of directors and our officers, who, before
this offering, beneficially own 56.5% of our common stock, as calculated in accordance with Rule 13d-3 promulgated under the Securities
Exchange Act of 1934.  After the issuance of our common stock in this offering and the conversion of the Convertible Notes, management
will beneficially own 17.6% of our common stock, as calculated in accordance with Rule 13d-3.  Holders of the common stock who purchase
in this offering will not obtain majority control of the Company.  Therefore, management will retain significant influence in electing a majority
of the board of directors who shall, in turn, have the power to appoint the officers of the Company and to determine, in accordance with their
fiduciary duties and the business judgment rule, the direction, objectives and policies of the Company including, without limitation, the
purchase of businesses or assets; the sale of all or a substantial portion of the assets of the Company; the merger or consolidation of the
Company with another corporation; raising additional capital through financing and/or equity sources; the retention of cash reserves for future
product development, expansion of our business and/or acquisitions; the filing of registration statements with the Securities and Exchange
Commission for offerings of our capital stock; and transactions that may cause or prevent a change in control of the Company or its winding
up and dissolution.  Accordingly, no investor should purchase the common stock we are offering unless such investor is willing to entrust all
aspects of the management of the Company to such individuals.
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We have options for the purchase of 510,378 shares of our common stock outstanding and we may grant additional options in the future
to employees, officers, directors, independent contractors and agents. Sales of the underlying shares of common stock could adversely
affect the market price of our common stock.
 

We currently have outstanding options for the purchase of 510,378 shares of common stock.  Of this amount, options for the purchase
of 207,604 shares are held by non-affiliates.  Once our common stock is publicly traded, non-affiliate holders may sell these shares in the public
markets from time to time, without limitations on the timing, amount or method of sale.  If our stock price rises, the holders may exercise their
options and sell a large number of shares.  This could cause the market price of our common stock to decline.
 
We will incur significant increased costs as a result of becoming a public company that reports to the Securities and Exchange
Commission and our management will be required to devote substantial time to meet compliance obligations.
 

As a public company reporting to the Securities and Exchange Commission, we will incur significant legal, accounting and other
expenses that we did not incur as a private company.  We will be subject to reporting requirements of the Securities Exchange Act of 1934 and
the Sarbanes-Oxley Act of 2002, as well as rules subsequently implemented by the Securities and Exchange Commission that impose
significant requirements on public companies, including requiring establishment and maintenance of effective disclosure and financial controls
and changes in corporate governance practices.  In addition, on July 21, 2010, the Dodd-Frank Wall Street Reform and Protection Act was
enacted.  There are significant corporate governance and executive compensation-related provisions in the Dodd-Frank Act that are expected to
increase our legal and financial compliance costs, make some activities more difficult, time-consuming or costly and may also place undue strain
on our personnel, systems and resources.  Our management and other personnel will need to devote a substantial amount of time to these new
compliance initiatives.  In addition, we expect these rules and regulations to make it more difficult and more expensive for us to obtain director
and officer liability insurance, and we may be required to accept reduced policy limits and coverage or incur substantially higher costs to obtain
the same or similar coverage.  As a result, it may be more difficult for us to attract and retain qualified people to serve on our board of directors,
our board committees or as executive officers.

Failure to build our finance infrastructure and improve our accounting systems and controls could impair our ability to comply with the
financial reporting and internal controls requirements for publicly traded companies.

As a public company, we will operate in an increasingly demanding regulatory environment, which requires us to comply with applicable
provisions of the Sarbanes-Oxley Act of 2002, or Sarbanes-Oxley Act, and the related rules and regulations of the Securities and Exchange
Commission, expanded disclosure requirements, accelerated reporting requirements and more complex accounting rules.  Company
responsibilities required by the Sarbanes-Oxley Act include establishing corporate oversight and adequate internal control over financial
reporting and disclosure controls and procedures.  Effective internal controls are necessary for us to produce reliable financial reports and are
important to help prevent financial fraud.  We will need to hire or outsource additional finance personnel and build our financial infrastructure as
we transition to operating as a public company, including complying with the applicable requirements of Section 404 of the Sarbanes-Oxley
Act.  We may be unable to do so on a timely basis.  Until we are able to expand our finance and administrative capabilities and establish
necessary financial reporting infrastructure, we may not be able to prepare and disclose, in a timely manner, our financial statements and other
required disclosures or comply with the applicable provisions of the Sarbanes-Oxley Act or existing or new reporting requirements.  If we
cannot provide reliable financial reports or prevent fraud, our business and results of operations could be harmed and investors could lose
confidence in our reported financial information.

Assuming a market for our common stock develops, shares eligible for future sale may adversely affect the market for our common stock.
 
            To date we have issued approximately $6.1 million in principal amount of Convertible Notes.  The Convertible Notes mandatorily
will be converted in full into shares of our common stock upon consummation of a public offering of our common stock yielding gross
proceeds of at least $10 million at a conversion price equal to either the price per share in this offering or a discount to the price per share in this
offering.  Therefore, assuming an offering price of $5.00 per share, the principal and interest accrued through June 30, 2013 under the
Convertible Notes will be converted into 1,626,814 shares of our common stock upon the consummation of this offering.  We have also issued
warrants for the purchase of 1,524,095 shares of our common stock.  We have agreed to register for resale 1,373,143 shares of common stock
together with 791,080 shares of common stock underlying the warrants issued in conjunction with our senior secured convertible promissory
notes.
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Furthermore, from time to time after we become subject to the reporting requirements of section 13 or section 15(d) of the Securities
Exchange Act of 1934 (the “Exchange Act”) for at least 90 days, certain of our stockholders may be eligible to sell all or some of their shares of
common stock by means of ordinary brokerage transactions in the open market pursuant to Rule 144, promulgated under the Securities Act,
subject to certain limitations.  In general, pursuant to Rule 144, non-affiliate stockholders may sell freely after six months subject only to the
current public information requirement (which disappears after one year).  Of the 1,480,262 shares of our common stock outstanding as of
September 16, 2013 , approximately 509,094 shares are held by “non-affiliates” and will be freely tradable without restriction pursuant to Rule
144, although 217,471 shares of common stock held by non-affiliates will be subject to a one year lock-up that will end on the first anniversary
of the execution of the underwriting agreement entered into in connection with this offering.

Any substantial sale of our common stock pursuant to Rule 144 or pursuant to any resale prospectus (including sales by investors of
securities acquired in connection with this offering) may have a material adverse effect on the market price of our common stock.

We may allocate the net proceeds from this offering in ways that differ from the estimates discussed in the section titled "Use of Proceeds"
and with which you may not agree.
 

The allocation of net proceeds of the offering set forth in the “Use of Proceeds” section below represents our estimates based upon our
current plans and assumptions regarding industry and general economic conditions, and our future revenues and expenditures.  The amounts
and timing of our actual expenditures will depend on numerous factors, including market conditions, cash generated by our operations, business
developments and related rate of growth.  We may find it necessary or advisable to use portions of the proceeds from this offering for other
purposes.  Circumstances that may give rise to a change in the use of proceeds and the alternate purposes for which the proceeds may be used
are discussed in the section entitled “Use of Proceeds” below.  You may not have an opportunity to evaluate the economic, financial or other
information on which we base our decisions on how to use our proceeds.  As a result, you and other stockholders may not agree with our
decisions.  See “Use of Proceeds” for additional information.
 
You will experience immediate dilution in the book value per share of the common stock you purchase.
 

Because the price per share of our common stock being offered is substantially higher than the book value per share of our common
stock, you will experience substantial dilution in the net tangible book value of the common stock you purchase in this offering.  Based on an
assumed offering price of $5.00 per share, if you purchase shares of common stock in this offering, you will experience immediate and
substantial dilution of $3.25 per share in the net tangible book value of the common stock at June 30, 2013.   See the section titled “Dilution”
below for a more detailed discussion of the dilution you will incur if you purchase common stock in this offering.

Our charter documents and Delaware law may inhibit a takeover that stockholders consider favorable.
 

Upon the closing of this offering, provisions of our Certificate of Incorporation (“Certificate”) and bylaws and applicable provisions of
Delaware law may delay or discourage transactions involving an actual or potential change in control or change in our management, including
transactions in which stockholders might otherwise receive a premium for their shares, or transactions that our stockholders might otherwise
deem to be in their best interests.  The provisions in our Certificate and bylaws:

· authorize our board of directors to issue preferred stock without stockholder approval and to designate the rights, preferences and
privileges of each class; if issued, such preferred stock would increase the number of outstanding shares of our capital stock and
could include terms that may deter an acquisition of us;

· limit who may call stockholder meetings;

· do not permit stockholders to act by written consent;

· do not provide for cumulative voting rights; and

· provide that all vacancies may be filled by the affirmative vote of a majority of directors then in office, even if less than a quorum.
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In addition, once we become a publicly traded corporation, Section 203 of the Delaware General Corporation Law may limit our ability
to engage in any business combination with a person who beneficially owns 15% or more of our outstanding voting stock unless certain
conditions are satisfied.  This restriction lasts for a period of three years following the share acquisition.  These provisions may have the effect
of entrenching our management team and may deprive you of the opportunity to sell your shares to potential acquirers at a premium over
prevailing prices.  This potential inability to obtain a control premium could reduce the price of our common stock. See “Anti-Takeover Effects
of Certain Provisions of Delaware Law and Our Charter Documents” for additional information.

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS AND OTHER INFORMATION
CONTAINED IN THIS PROSPECTUS

 
This prospectus contains forward-looking statements.  Forward-looking statements give our current expectations or forecasts of future

events.  You can identify these statements by the fact that they do not relate strictly to historical or current facts.  You can find many (but not all)
of these statements by looking for words such as “approximates,” “believes,” “hopes,” “expects,” “anticipates,” “estimates,” “projects,”
“intends,” “plans,” “would,” “should,” “could,” “may” or other similar expressions in this prospectus.  These statements may be found under
the sections entitled “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and “Business” included in
this prospectus, as well as in this prospectus generally.  In particular, these include statements relating to future actions, prospective products,
applications, customers, technologies, future performance or results of anticipated products, expenses, and financial results.  These forward-
looking statements are subject to certain risks and uncertainties that could cause actual results to differ materially from our historical experience
and our present expectations or projections.  Factors that could cause actual results to differ from those discussed in the forward-looking
statements include, but are not limited to:
 

● our limited cash and a history of losses;

● our ability to achieve profitability;

● our limited operating history;

● emerging competition and rapidly advancing technology;

● customer demand for the products and services we develop;

● the impact of competitive or alternative products, technologies and pricing;

● our ability to manufacture any products we develop;

● general economic conditions and events and the impact they may have on us and our potential customers;

● the adequacy of protections afforded to us by the patents that we own and the cost to us of maintaining, enforcing and defending
those patents;

● our ability to obtain, expand and maintain patent protection in the future, and to protect our non-patented intellectual property;

● our exposure to and ability to defend third-party claims and challenges to our patents and other intellectual property rights;

● our ability to obtain adequate financing in the future;

● our ability to continue as a going concern;

● our success at managing the risks involved in the foregoing items; and

● other factors discussed in the “Risk Factors” section of this prospectus.
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The forward-looking statements are based upon management’s beliefs and assumptions and are made as of the date of this prospectus.

We undertake no obligation to publicly update or revise any forward-looking statements included in this prospectus or to update the reasons
why actual results could differ from those contained in such statements, whether as a result of new information, future events or otherwise,
except to the extent required by federal securities laws.  Actual future results may vary materially as a result of various factors, including,
without limitation, the risks outlined under the section entitled “Risk Factors” and matters described in this prospectus generally.  In light of
these risks and uncertainties, we cannot assure you that the forward-looking statements contained in this prospectus will in fact occur.  You
should not place undue reliance on these forward-looking statements.

 
BUSINESS

Our Company

We believe we are a leader in the development of an innovative electronic power conversion technology called Power Packet
Switching Architecture (PPSA), based on our 19 issued United States patents related to this technology.  PPSA is a radically new universal
power conversion technology intended to improve upon current power conversion technology in key product metrics, such as weight, size,
cost, efficiency and flexibility.  PPSA utilizes standardized hardware with customizable software.  We have already placed significant patent
protections on PPSA, and are continuing to build an intellectual property portfolio around it.

 
Electronic power converters change the form of electrical energy to optimize generation, distribution, consumption or storage.  This

conversion may include changing between direct current (DC) and alternative current (AC) forms of electricity or changing the voltage and
current.

The change in sources and uses of energy is driving a need for new energy infrastructure and technology. Renewables in particular
are driving the need for significant change, for example, they create a need for energy storage to reduce the detrimental effect to the grid from
the intermittency of renewable energy generation.  Distributed power conversion plays a central role in this new infrastructure.  Inverters are
used to convert DC power from renewable solar and wind generators to AC power.  Bi-directional inverters/chargers are needed for large-
scale battery storage and fast electrified vehicle charging.  Power conversion for distributed grid energy storage can also improve grid power
resiliency and create remote micro-grids to bring distributed power systems to remote communities without power grids. In short, power
converters play a crucial role in ensuring the most efficient form of power is available across the electricity spectrum from generation through
distribution to storage and ultimately consumption.

  
In the marketplace, there are currently two main varieties of large-scale inverters:  traditional inverters and transformer-less

inverters.  Traditional inverters rely on transformers, which are big and heavy.  Thus, inverters with transformers are costly to ship, install and
manufacture.

 
Alternatively, transformer-less inverters are lighter, smaller and more efficient than transformer-based inverters.  The main problem

with conventional transformer-less inverters is that they do not provide electrical isolation.  This means the system cannot be grounded, which
creates additional safety concerns compared with non-grounded systems such as typical PV arrays. The US National Electrical Code
prohibited the use of non-grounded systems until 2005, and still imposes stringent regulation for systems with transformer-less
inverters.  These regulations may require installers to use double jacketed PV wire, overcurrent protection, and disconnect devices on both the
positive and negative conductors.  These additional requirements raise system cost.

PPSA enables a size and weight profile even smaller than a transformer-less inverter while simultaneously providing
isolation.  Consequently, PPSA has the potential to impact several fast-growing markets.
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Though we intend to ultimately generate revenues primarily by licensing our technology to original equipment manufacturers
(OEMs), we have begun by developing and selling our products to demonstrate the capabilities of our technology to organizations in both the
public and the private sectors.  Our primary business strategy is (1) to search for and evaluate prospective licensing and partnership
agreements with established companies in the industry vertical markets for which we have developed PPSA products; (2) to develop new
PPSA products that extend our capabilities and address additional market sectors; and (3) to further develop the PPSA technology
platform.  Our first efforts are focused on the photovoltaic (PV) inverter, distributed grid energy storage and electrified vehicle DC charging
markets.  We have completed products for the PV inverter and distributed grid energy storage markets, and are working to develop a related
product for the electrified vehicle DC charging market.

We believe our product for the PV inverter market is the only technology capable of offering a transformer-less inverter with
isolation. We have also developed a bi-directional battery converter product for several emerging grid-storage markets .

 
We are also evaluating related market applications for PPSA.  We believe the combination of our technological expertise and our

intellectual property enables us to form relationships with established companies in our target markets and should enable us to share in the
economic benefits that we believe our technology can unlock.  We also believe that our unique technology will allow us to deliver solutions to
new high-growth emerging markets before competitors, and that this will allow us to capture early market opportunities that may arise in these
markets.
 
Our Technology

In our PPSA technology , power flows through and is temporarily stored in an AC link magnetic storage component.  This power
packet switching is the heart of our technology.  After the AC link is charged, it is disconnected from both input and output, providing isolation
without a transformer.

Figure 1:  Schematic of PPSA Process

 
Traditional inverter technology uses several magnetic components and capacitors that are heavy and expensive, have custom hardware

for fixed functions that are inflexible and costly, and have high electrical and thermal stresses that significantly increase failure rates and reduce
efficiency.  Our technology eliminates the majority of the passive components of traditional power converters, including transformers, inductors
and capacitors.  PPSA technology can provide isolated power conversion in a single device, which provides clear advantages over traditional
technologies .  Among them are:

· Weight: PPSA architecture reduces weight by eliminating passive components such as transformers, inductors and bulk
capacitors. Our 30kW PV inverter weighs 97 pounds.  By contrast, competing 30kW PV inverters with transformers weigh
approximately 1,200 pounds, and transformer-less inverters (which do not provide isolation) weigh around 170 pounds.
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Figure 2:  PPSA Weight Comparison

 

· Cost: Reduced weight results in lower manufacturing costs.  PPSA technology uses off-the-shelf components and standard
materials.  In addition, lighter weight components save end customers on transportation and installation costs.

· Safety: Since PPSA provides isolation, it allows the systems in which it is used to be grounded.  Non-grounded systems
require additional safeguards to pass U.S. safety regulations, which increase system cost and reduce efficiency.

 
· Inverter Efficiency: Efficiency is the measure of power out of the inverter as a percentage of the power into the

inverter.  Thus, high efficiency PV inverters use less power in the conversion process and supply more power for use.  In the California
Energy Commission (CEC) weighted efficiency test, our 30kW PV inverter efficiency is 96.5% as measured by Intertek, a leading
Nationally Recognized Testing Laboratory (NRTL).  This is one of the highest PV inverter efficiencies shown on the CEC website for
approved PV inverters with isolation.  In addition, our battery converter has achieved efficiencies of over 96%, which we believe is
superior to competing systems, particularly at a lower percentage of peak power capacity.
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Figure 3:  PPSA Efficiency Comparison
 

· Scalability/Flexibility: PPSA technology uses standardized hardware with application specific software, thus providing more
scalability that we believe will allow us, and our licensees, to rapidly develop products for new applications.   PPSA’s flexibility enables
uses from small commercial-scale at below 10kW to utility-scale at over 1MW.

 
· Reliability: The end result of our technology is a simplified product that eliminates several common failure modes.  Our

products use no electrolytic capacitors.  We believe that this design feature, together with our other design improvements, increases
overall reliability.

We are currently working on a next generation Bidirectional Insulated Gate Bipolar Transistor (BD-IGBT) with funds from a U.S.
Department of Energy’s $2.5 million ARPA-E grant.   We believe this funding is sufficient to demonstrate the capability of our bi-directional
power switch technology and build prototypes of our PPSA products with these switches.   If successful, we believe these new BD-IGBTs
will further improve our key technology metrics. We have leading research universities and commercial vendors working on this project under
our direction.
 
Rights of the United States
 
In conjunction with the ARPA-E grant we received from the Department of Energy, we granted to the United States a non-exclusive,
nontransferable, irrevocable, paid-up license to practice or have practiced for or on behalf of the United States inventions related to the BD-
IGBT and made within the scope of the grant. This license includes the right of the United States to sublicense these inventions to foreign
governments, their nationals and international organizations pursuant to the United Nations Framework Convention on Climate Change and
the Copenhagen Accord.  The United States also has the right to unilaterally amend the award to identify specific treaties or international
agreements entered into by the United States and to effectuate those licenses or other rights that are necessary for the United States to meet its
obligations to foreign governments, their nationals, and international organizations under treaties or international agreements.
 
Any products that embody or use inventions conceived under the award must be manufactured substantially in the United States, if for any use
or sale in the United States, unless we can show, to the satisfaction of the Department of Energy, that it is not commercially feasible to do so.
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        We also have certain disclosure and patent filing obligations under the grant.  If we fail to disclose to the Department of Energy an
invention made with grant funds that we disclose to patent counsel or for publication, or if we elect not to retain title to the invention, the
United States may request that title to the subject invention be transferred to it.  Aside from applying for patent protection in the United States,
we are also required to file patent applications on such inventions in additional countries or international patent offices.  If we do not file those
applications, we can be required to convey title to the United States.  If we were to convey title to the invention to the United States, we would
retain a non-exclusive royalty-free license throughout the world in the invention, unless we failed to disclose the invention to the United States
in accordance with the terms of the grant.  To the best of our knowledge, we have made the required disclosures and met the patent filing
obligations required to retain title to the BD-IGBT.
 
       We also granted “march-in-rights” to the United States in connection with the BD-IGBT inventions in which we choose not to
retain title, if those inventions are made under the ARPA-E grant. Pursuant to the march-in-rights, the United States has the right to require
us, any person to whom we have assigned our rights, or any exclusive licensee to grant a non-exclusive, partially exclusive, or exclusive
license in any field of use to a responsible applicant upon terms that are reasonable.  If the license is not granted as requested, the United
States has the right to grant the license if it determines that we have not achieved practical application of the invention in the field of use, the
action is necessary to alleviate health or safety needs, the action is necessary to meet requirements for public use specified by Federal
regulations and such requirements have not been satisfied, or the action is necessary because an agreement to manufacture the invention in
the United States has not been obtained or waived or because any such agreement has been breached.
 
Business Strategy

Our business strategy is to promote and expand the uses of our PPSA platform technology initially through product sales, followed by
licensing these product designs to OEMs and also through strategic development relationships to expand the range of markets serviced with our
technology.
 

Licensing Approach:  We are focused on licensing our proprietary power conversion PPSA technology to OEMs.  We will seek
license fees and royalties from OEMs based on the sales of their products integrating PPSA technology. We believe that OEMs could achieve
higher margins by providing PPSA-enabled products to system integrators. We are targeting leading OEMs in the PV inverter, distributed grid
energy storage converter, and electrified vehicle DC charging markets as potential commercial licensees of our PPSA technology.  We believe
strategic relationships with key OEM licensees would enable us to reap the benefits of our technology much faster than by manufacturing,
distributing or installing products ourselves.  We believe this business model will also allow us to concentrate our efforts and resources on
projects more in line with our expertise. As we develop new applications for our technology, we expect to target new strategic relationships in
different market sectors.
 

Products:  We believe that our products demonstrate the advantages of our technology for OEMs with whom we seek to form
strategic development relationships.  As noted above, we have completed development of our first two products, a 30kW photovoltaic inverter
(for the PV market) and a 30kW battery converter (for the distributed grid energy storage market).  At Intertek, these products have passed
UL1741, a rigorous set of performance and safety tests required for connection to the power grid in the U.S. and several other countries.
 

Our next planned product is a 30kW 3-port hybrid converter, intended for integrating PV, grid energy storage, and DC charging
systems.  We believe this product will improve energy and cost-efficiency over conventional solutions. After that, we intend to develop a 30kW
micro-grid converter that we expect will add new capabilities to support off grid and emergency back-up power applications.
 

We have budgeted $4.5 million from the proceeds of this offering for new product research and development.  The development of
the hybrid converter and micro-grid converter will be our largest new product development effort.   We estimate that each product may cost
$1.5 million to develop and commercialize.  We are pursuing incremental funding for this development through Department of Energy grants,
which we may or may not receive.  We received a Department of Energy Small Business Innovation Research (SBIR) Phase I grant in the
amount of $150,000, which we used for funding development of the new hardware design.  We successfully completed the work funded by
the grant in May 2013, when we delivered proof-of-concept prototype samples of the hybrid converter to NREL for evaluation.  We have also
applied for a $1,000,000 SBIR Phase II grant that, if awarded, would provide additional funding for the product development beginning in
December 2013. 
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The first step of the development process was to create a new 3-port hardware design to be used for both products.   This was
completed in May 2013; however, we expect to make some incremental hardware design improvements based on initial hardware testing.

 
For the hybrid converter, we will first develop enhanced embedded control software that will control multi-port power flow.  When

this is completed, we plan to sell sample products to early customers, and then make incremental hardware and software improvements based
on feedback from these early customers.  After these improvements are implemented, we expect to work with Intertek on industry certification,
including UL1741 compliance.
 

We expect that the micro-grid converter development process will be broadly similar to that of the hybrid converter.  We plan to
refine the embedded control software in order to enable the micro-grid converter to support off-grid operation or to be used as a battery backup
power system during grid faults.  We then plan to sell samples to early customers in order to gather feedback to further improve the
product.  Finally, the micro-grid converter will also require certification.
 

Figure 4:  Planned Product Pipeline
 

 
We are focusing our long-term development efforts on our next-generation BD-IGBT.  Uni-directional IGBTs are widely used in

power converters.  Conventional power converters and IGBT power switches conduct and block current in a single direction.  Currently, we
successfully use these standard uni-directional IGBTs in our PPSA systems.
 

Bi-directional power switches conduct and block current in both directions; if we are able to successfully design and build these, we
believe they would enhance several key metrics of the PPSA platform.  In addition, if we redesign our products to utilize these bi-directional
switches, we believe we will be able reduce the number of components in our system, which may further reduce material costs and improve
efficiency. We have budgeted $1.5 million from our new product research and development budget for this redesign effort.
 

Figure 5:  Potential Benefits of BD-IGBT Power Switch Components
 

*Expected date for BG-IGBT to be developed.
 
Our BD-IGBT development effort is being funded by the U.S. Department of Energy’s $2.5 million ARPA-E grant.  We believe the

Department of Energy grant will be sufficient to prove this technology’s capability and build a prototype PPSA product with these switches.
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We intend to pursue upgrades to the PPSA platform to continuously improve the value proposition of our technology.

Intellectual Property:  As a company primarily focused on licensing, we expect that our most valuable asset will be our intellectual
property. This includes U.S. and foreign patents, patent applications and know-how. We are pursuing an aggressive intellectual property
strategy.  Thus far we have identified more than 50 specific inventions we believe to be novel and patentable.

We have 19 issued U.S. patents and 41 additional pending U.S. patents and provisional patent applications. We have 12 pending
foreign patent applications which, barring unforeseen problems, are expected to provide patent protection in 45 additional countries including
the European Union, China, India, Korea, Malaysia, the Philippines, Singapore and Brazil.  We expect to file a significant number of additional
patent applications as our technology matures.   The issue date and expiration date of our patents is included in the table below:
 
Title  Number  Issued Expires
Universal Power Converter   7,599,196  6-Oct-09 6-Oct-2028
Universal Power Converter Methods   7,778,045  17-Aug-10 5-Jun-2029
Power Conversion with Added Pseudo-Phase   8,295,069  23-Oct-12 17-Aug-2030
Converter For Enhanced Efficiency Power Conversion   8,300,426  30-Oct-12 30-Mar-2028
Universal Power Converter with Bidirectional Switching Devices   8,345,452  1-Jan-13 6-Jun-2027
Power Transfer Devices, Methods, and Systems with Crowbar Switch Shunting
Energy-Transfer Reactance   8,391,033  5-Mar-13 29-Jun-2030
Buck-Boost Power Converter Circuits, Methods and Systems   8,395,910  12-Mar-13 6-Jun-2027
Universal Power Converter with Two Input Drive Operations During Each Half-
Cycle   8,400,800  19-Mar-13 6-Jun-2027
Power Conversion with Added Pseudo-Phase   8,406,025  26-Mar-13 17-Aug-2030
Power Transfer Devices, Methods, and Systems with Crowbar Switch Shunting
Energy-Transfer Reactance   8,432,711  30-Apr-13 29-Jun-2030
Power Transfer Devices, Methods, and Systems with Crowbar Switch Shunting
Energy-Transfer Reactance   8,441,819  14-May-13 29-Jun-2030
PV Array Systems, Methods, and Devices with Improved Diagnostics and
Monitoring   8,446,042  21-May-13 30-Nov-2031
PV Array Systems, Methods, and Devices with Improved Diagnostics and
Monitoring   8,446,043  21-May-13 30-Nov-2031
Power Transfer Devices, Methods, and Systems with Crowbar Switch Shunting
Energy-Transfer Reactance   8,446,705  21-May-13 29-Jun-2030
Power Transfer Devices, Methods, and Systems with Crowbar Switch Shunting
Energy-Transfer Reactance   8,451,637  28-May-13 29-Jun-2030
Photovoltaic Array Systems, Methods, and Devices with Bidirectional Converter   8,461,718  11-Jun-13 30-Nov-2031
Photovoltaic Array Systems, Methods, and Devices with Bidirectional Converter   8,471,408  25-Jun-13 30-Nov-2031
Power Conversion with Added Pseudo-Phase   8,514,601  20-Aug-13 17-Aug-2030
Power Conversion with Current Sensing Coupled through Saturating Element   8,531,858  10-Sep-13 30-Nov-2031
 

Our background research has not identified any public information, such as patents or published articles, relating to our technology that
would affect our freedom to operate.

We rely on a combination of patent filings, laws that protect intellectual property, confidentiality procedures, and contractual restrictions
with our employees and others, to establish and protect our intellectual property rights.  In addition, the software that is shipped with our products
is encrypted, which  makes it very difficult for potential patent infringers to reverse-engineer our products.
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Target Markets

We believe that our PPSA technology has the potential to transform large global markets that currently rely upon high-power electronic
power converters, including photovoltaic inverters, electrified vehicle charging infrastructure, grid-storage battery converters and micro-
grids.  Several of these are already multi-billion dollar global markets and others are projected to grow at more than one hundred percent annually
for the next several years.  We are carefully selecting which market segments to participate in based on time-to-market for our PPSA platform,
market size/growth rate, and the size of the customer benefit that we expect to deliver.  We are currently targeting the following three market
segments.

PV Inverter Market

The U.S. Energy Information Administration forecasts solar capacity to grow by more than 1000% from 2011 to 2040, representing
an increase in power production of 46GW.  Industry analysts estimated the global PV inverter market at approximately $7.1 billion in 2012
.  Analysts also forecast significant growth in the installed base of PV inverters, from 30GW in 2012 to over 58GW in 2017, representing a
CAGR of 13.8%.

The rapid growth in solar installations is due to a mix of declining system prices, subsidies and increasing environmental
initiatives.  Since 2008, module prices have fallen by 80%. Balance of system costs — which include PV inverters, installation cost, shipping
cost, regulatory costs, and cabling and wiring systems — are becoming more important as their proportional share of total overall cost has risen
over the years.

Our product for the PV market is a 30kW PV inverter.  We believe that it is the only technology capable of offering a transformer-less
inverter with isolation at reasonable economics.  We believe our PV inverter product validates our unique technology in one of its simplest
implementations.  We believe PPSA-based converters provide the following advantages:

·  Lighter weight and smaller size, reducing logistics and installation cost as well as footprint

·  Higher efficiencies, thereby increasing energy production
 

·  Flexibility of installation

·  Electrical isolation

Our current 30kW PV inverter with electrical isolation weighs 97 pounds compared to about 1,200 pounds for typical PV inverters
that provide comparable electrical isolation.  The product supports standard grounded PV arrays (with both unipolar and bipolar configurations)
without requiring an internal or external transformer.  Its small, lightweight design allows simple installation indoors or outdoors.  The PV
inverter completed industry certifications in May 2012 , and has industry standard features.   As of June 30, 2013, we have sold initial
production units to 13 different PV inverter installation companies with installations in Texas, California, Oregon and Colorado.
 
 
Figure 6:  Seven of our 30kW PV inverters in use at the University of Texas- Austin
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Distributed Grid Energy Storage Market

 
One key reason some customers have been slow to adopt renewable sources is that power is not necessarily produced when customers

need it.  PV only produces energy when the sun is shining, and wind turbines only when the wind is blowing.  Consequently, customers who
cannot use the power produced at those times may waste the excess power.  This hurts the value proposition of using renewables.

Some utility jurisdictions have a “net metering” policy, which allows customers to sell their excess electric power to the utility and then
purchase it back when needed at the same price.  In effect, the local utility and power grid act as a remote battery system for energy consumers in
these jurisdictions.  As the penetration of renewables increases, utilities will be under financial pressure to reduce or discontinue net metering
policies, as they receive no compensation for this service.   Thus, we believe that utilities will seek to reduce or discontinue net-metering policies,
and by doing so, create market demand for local energy storage systems.In the United States, a key driver for the use of energy storage is to
reduce utility demand charges.  Peak demand charges can account for a significant portion of the electricity bill for commercial and industrial
customers.  Therefore, it may be financially attractive for commercial buildings, for example, to reduce peak loads in order to limit peak demand
charges.

 
In the United States, avoiding peak demand charges can make installation of commercial energy storage systems financially attractive

with 2013 utility rate schedules.  In many cases the payback time for the end user can be quicker than with grid-connected residential or utility-
scale systems.  Therefore, there is great potential for suppliers to target combined commercial-scale PV and grid energy storage systems in the
U.S.

The Americas are predicted to remain the largest market for energy storage in grid-connected commercial PV systems over the next
five years, increasing from an estimated 1.4MW of PV systems with installed storage in 2012 to 900MW in 2017, a CAGR of 264%.

This is one of the high value, high growth markets that we are targeting with our PPSA products.  We have achieved early design wins
from leading customers with our 2-port battery converter.

Our product for this market is a 30kW battery converter.  It is suitable for several emerging grid energy storage applications including
commercial peak demand reduction, utility load shifting buffering high power electrified vehicle DC chargers and bidirectional DC chargers.
 

The battery converter for this usage completed industry certification in January 2013.  As of June 30, 2013, we have sold this product
to 6 different customers in California, Colorado, Washington, Wisconsin, Ohio, and Oregon.  We have made commercial sales to Sharp, Powin
Energy and others.  We have made Commercial Off The Shelf (COTS) government sales to the National Renewable Energy Laboratory and the
U.S. Navy.
 

We plan to migrate early customer designs from our 2-port battery converter to our 3-port hybrid converter when it becomes
available.  We believe this will allow a lower cost, more efficient integrated solution for supporting both commercial-scale grid energy storage
and PV inverter functions.  We plan to further develop a 3-port micro-grid converter that could use similar hardware to the hybrid converter but
may also provide new capabilities to provide emergency backup power or operate off-grid.  This will allow our customers to add emergency
backup power capabilities to these systems or operate them in remote off-grid installations.
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Figure 7:  Our 30kW battery converter used for containerized grid energy storage undergoing testing at the Bonneville Power Authority,
Washington

 

 
DC Charging Market

Alternatives to gas-powered cars have historically comprised a small portion of the overall automotive market.  We believe this is
changing rapidly.  Based on industry reports, consumers will soon have a greater selection of electrified vehicles including both plug-in hybrid
electric vehicles (PHEV) and fully electric vehicles (EV) from car manufacturers.

A major limitation of electrified vehicles is their limited driving range on batteries and the recharging time to extend this range.  EVs and
PHEVs have an on-board charger that converts the low voltage AC power in a home to the DC power needed for charging EV batteries.  The on-
board charger is typically small and light, to enable it to fit inside the car.  Because of these limitations, the charger takes about 8 hours for a full
charge (which provides a driving range of about 100 miles).

A DC charger or fast charger contains a high-powered charger located outside the car.  This off-board charger has the potential to fully
charge a car in about 30 minutes.  EV fast chargers are used to extend the driving range without the long charging time of low power on-board
chargers and can also improve charging efficiency. Navigant Research (2013) forecasts the shipments of DC chargers increasing from 9,000 in
2013 to 98,000 in 2020.
 

DC chargers can incur high demand charges, which translate into high operating costs for DC charging stations.  A typical 50kW DC
charger in Southern California can fully charge a Nissan Leaf for less than $4 per vehicle, but the utility peak demand charges on the
installation can be more than $1000/month.

 
We have a 30KW battery charger for this market that exhibits the characteristics of our PPSA technology. Our PPSA-enabled battery

charger is 95% efficient.  Competing chargers have approximately 90% efficiency, which means that they may waste twice as much energy as
our products do.  We believe our system is more efficient, since competing EV DC chargers may require an isolation transformer, while our
system provides the necessary isolation without a transformer.  This improved efficiency should result in lower electricity expense.

 
We believe that our hybrid converter product can be a disruptive technology.  We believe that it could have a major impact on the DC

charging market by integrating efficient buffer battery storage to reduce demand charges, and PV to allow efficient charging directly from
distributed resources.  We expect the efficiency, flexibility, and cost benefits of our technologies to contribute to the spread of DC charging
stations; as such, we are seeking to establish early leadership in the DC fast charging infrastructure market.
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NRG Energy, Inc. (NRG) is planning a $1.9 million Modular Micro-Grid DC Charging Technology Demonstration Program to

develop and demonstrate a new EV DC charging solution using our 30kW 2-port battery converter and 3-port hybrid converter.  After
successful technical and economic demonstration, NRG intends to deploy these solutions, including the hybrid converter, into its broad EV
charging station rollout.  NRG believes that our power converter systems will reduce installation and operational costs and create new value
streams for the commercial building owners hosting the EV charging infrastructure and grid operator.  The additional flexibility and
functionality of this platform can lower total lifetime cost of ownership of electrified vehicle DC charging infrastructure.
 

We are currently developing a 30kW 3-port hybrid converter, which is our product for this market.  We expect this to be our first
product to exploit the single-stage multi-port capabilities of our technology.  We are designing this product to include two DC ports and one AC
grid port that will combine the capabilities of our existing PV inverter and battery converter. We believe, if the product performs as planned, it
would perform at lower cost and higher efficiency than other hybrid converters. 

 
Figure 8:  Our 30kW battery converter used for bi-directional DC charging at the National Renewable Energy Laboratory, Colorado

 
Other Markets

As mentioned above, our technology may be applicable to a wide variety of power conversion needs.  This may include, among others,
the VFD motor drive market, uninterruptible power supply market, or the solid-state transformer market.  We will continue to evaluate new
markets to determine  their fit with the criteria we outlined above:  time-to-market for our PPSA platform, market size/growth rate, and the size of
the customer benefit that we expect to deliver.
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Early Development Relationships

PPSA has gained early validation from licensing and development arrangements with leading organizations in both the private and
public sectors.

Lockheed Martin Corporation : We received approximately $1.3 million in early revenues from LMC from a License Agreement and a
Subcontractor Development Agreement, both of which were entered into in December 2009.  We received approximately $1.1 million from a
subcontract project to develop hardware and provide technical support for LMC’s Hybrid Intelligent Power development contract from the U.S.
Army Communications-Electronics Research, Development and Engineering Center.  We completed this work in early 2012 and do not expect
additional revenues for subcontract development.

Pursuant to the License Agreement, LMC has the exclusive right to use our initial patents for government applications and the non-
exclusive right to use our initial patents for mobile applications.  Mobile applications are defined in the License Agreement as “products contained
in an air, ground, water or space vehicle or that are intended to be transported from time to time from one location to another.”  We retain the right
to sell COTS products to any customer, including the U.S. Department of Defense.

LMC is required to pay us a royalty of 3% on sales of any products that leverage our technology.  Additionally, LMC is required to pay
us minimum annual royalties in order to retain its exclusive rights for government applications. The minimum annual royalty for exclusive
government applications increases to $200,000 in 2014, and thereafter by an additional $100,000 each year, until it reaches $500,000 per
year.  LMC may choose not to pay the minimum annual royalty, in which case it would lose the exclusive rights to our technology for
government applications. We have earned $0.16 million in annual licensing revenues from LMC through June 2013.

Department of Energy: We have been awarded two significant grants from the U.S. Department of Energy.  We have received
approximately $1.5 million in revenue from these grants.  These grants provided funding for long-term research and next generation product
development. We expect to receive additional revenue from these grants until they are completed.  We plan to apply for additional government
grants in the future.
 

We received an award of $2.5 million from ARPA-E.  As of June 30, 2013 we recognized revenue of $1,344,000, leaving
$1,156,000 of the contact value remaining for the next year and a half.  We are using this award to develop and commercialize our BD-IGBT
technology.  While we currently successfully use commodity silicon IGBT and diode components in our products, we are developing BD-
IGBT components that we believe could significantly improve the efficiency, weight, and manufacturing costs of our products.   Leading
research universities and commercial vendors are working under our direction and are receiving the majority of the ARPA-E program
funding.  We believe this funding will be sufficient to develop and demonstrate the BD-IGBT power switch in a PPSA prototype system.
 

Our second Department of Energy award was a $150,000 Phase I SBIR grant.  We used this grant to develop early prototypes of a 3-
port hybrid converter.  We completed this project in May 2013.  We have applied for a $1 million Phase II grant to fund further development of
this concept.  If awarded, we expect to use this funding to help develop the hybrid converter and micro-grid converter capabilities including off-
grid and battery backup support.
 

National Renewable Energy Laboratory: On May 13, 2013 we announced a Cooperative Research and Development Agreement to
use our technology to develop and test next generation electric vehicle DC charging infrastructure solutions.  The goal of this effort is to create
standard reference designs using our patented technology in the 3-port hybrid converter that can readily be adopted by commercial and
municipal EV fleets, military installations, and public infrastructure.  These reference designs seek to improve the cost, efficiency and reliability
of power conversion between EVs, solar panels, storage batteries and electric grid, as well as provide grid energy storage and emergency
backup power capabilities.
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Competition

      We compete against well-established incumbent power conversion technologies.  We believe that, for the markets we have identified,
our technology provides significant competitive advantages, however, we do not currently have a significant competitive presence in our industry.

 
Transformer Based Technologies :   Transformer-based inverters are the conservative choice , as they have been in the market longer

than any other system.  They provide isolation, but are big and heavy.  There have been significant improvements in the efficiency of
transformer-based inverters over the years, but we believe further improvements are limited because of the transformer requirements.  The major
suppliers in this market include: SMA, Advanced Energy, and Schneider Electric.

Transformer-Less Technologies : Transformer-less inverters are the norm in the European market for photovoltaic applications; they
are lighter and more efficient than transformer based inverters.  They have been obtaining market share in the U.S. market because of these
characteristics. The drawback of transformer-less inverters is that they provide no electrical isolation. SMA, Power One (acquired by ABB),
REFUsol (acquired by Advanced Energy), Kaco, and Fronius compete in this market.

 
Inverter with High Frequency Transformers: Inverters with high frequency transformers provide isolation without the weight of a

transformer-based inverter.  However, high frequency (HF) inverters lose competiveness as they scale-up in power.  This is because in contrast
to traditional inverters, HF inverters do not become more efficient or less costly per amount of power they convert.  Power One and SMA are
the key suppliers in this market.

 
Micro Inverters: In a string of PV modules connected to a string inverter, if one of the modules is in the shade, that one low-

performing module constrains the output of the whole string. The problem is resolved by using micro inverters connected to each
module.  However, large arrays of microinverters are expensive to produce and install, which mainly relegates their use to the residential
market.  The leader in micro inverters is Enphase.

Research and Development Costs
 
        During the years ended December 31, 2012 and December 31, 2011, we incurred $1,127,192 and $914,851 in research and
development expense.  During the six months ended June 30, 2013 and June 30, 2012, we incurred $553,651 and $555,739 in research and
development expense.

Manufacturing

We currently use a subcontractor to assemble and test our product from our designs using commodity materials and components.

Employees
 

As of September 1 , 2013, we had 10 full-time employees, two full-time contract employees and two part-time contract
employees.  None of these employees are covered by a collective bargaining agreement, and we believe our relationship with our employees is
good.  We also employ consultants, including technical advisors, on an as-needed basis to supplement existing staff.  Consultants and technical
advisors provide us with expertise in mechanical engineering, electrical engineering, and other specialized areas of engineering and science.

Industry Certifications

Industry certifications are generally required for our products.  The main certification requirement is UL1741, which tests and
guarantees grid safety and product safety for distributed generation sources including PV inverters, battery converters, and bi-directional
electrified vehicle chargers.  A National Recognized Testing Laboratory (NRTL) must complete the certification before our customers may install
and use our products in the United States.
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We have worked with Intertek, a leading NRTL, for these certifications and have successfully completed testing and received

authorization to use their ETL mark on our 30kW PV inverter and 30kW battery converter.  While we have been able to rapidly and timely
complete these certifications, which we believe is indicative of our commitment to the development of our technology, we may not be as
successful in completing certification in a timely manner on future products, such as our 3-port hybrid converter, which could limit our ability to
bring such products to market.

Europe and Japan have different certification test procedures, but generally test for similar capabilities.  We do not have familiarity with
these other grid safety certifications; however, such certifications are likely to be required to sell our products in these regions.  Geographic
regions outside of North America, Europe and Japan generally do not have specific certification requirements, but may require one or more of the
other regional certifications before products are approved for sale.

Government Regulation
 

Government approval is not required for us to sell our products.  However government support for renewable energy, improved grid
efficiency, and EVs will impact growing markets that we service.  Utility regulations and support for these markets may also impact these end
markets.  Government and utility support for these markets is generally required near term for these markets to grow and changes in policy by
governments or utilities may limit the market opportunities for our products.
 
Properties
 
Our principal office is located at 5004 Bee Creek Road, Suite 600, Spicewood, Texas 78669.  We currently lease approximately 4,000 square feet
of office and laboratory space under a triple net lease that is due to expire in May 2014. The rent is approximately $3,200 per month.
 
Legal Proceedings
 

We are not a party to any pending legal proceedings.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

 
The following discussion and analysis of our financial condition and results of operations should be read in conjunction with the

section of this prospectus titled “Summary Selected Financial Information” and our financial statements and related notes appearing elsewhere
in this prospectus.  In addition to historical information, this discussion and analysis here and throughout this prospectus contains forward-
looking statements that involve risks, uncertainties and assumptions.  Our actual results may differ materially from those anticipated in these
forward-looking statements as a result of certain factors, including, but not limited, to those set forth under “Risk Factors” and elsewhere in
this prospectus.
 
OVERVIEW
 

We are located near Austin, Texas.  We were formed to develop and commercialize our Power Packet Switching Architecture (PPSA)
technology that improves the performance, size, weight and manufacturing cost of electronic power converters for several large vertical markets.

We were founded on May 17, 2007.  To date, our operations have been funded through the sale of our common stock and convertible
debt, through technology licensing revenue, and through U.S. Department of Energy grants.  Our total revenue generated from inception to date
as of June 30, 2013 is $3,421,097, with the majority of that revenue coming from events such as engineering fees and government grants.  We
have successfully applied these revenues to research and product development, reducing our capital requirements.  We will continue to pursue
research and development grants, where available, for the purpose of performing the necessary research and development of our products.  We
can make no assurances that additional grants will be available in the future.
 

We have completed development and industry certification of our first two products, a 30kW PV inverter and a 30kW battery
converter, both using the same Universal Power Converter hardware design with different embedded software.  We are currently developing
our third product, which is a 30kW 3-port hybrid converter.

These are products that we plan to use to promote long term licensing opportunities for the Company.  As a result, we believe the
revenue from our early product sales is not the most important metric of our growing success.  We believe the quality and the level of interest
from prospective strategic customers and potential licensees is the most important metric, although we cannot provide any assurance that such
prospective customers and potential licensees will materialize for us.

 
We are currently focused on three vertical markets – PV inverters, distributed grid energy storage, and electrified vehicle DC

charging.  The PV inverter market is the largest and most mature, but it is also in a hypercompetitive state with slow growth and an increasing
number of suppliers.  Our initial PV inverter product is highly innovative and was developed as the first implementation of PPSA in order to
validate our technology.  We continue to leverage the PV inverter market for valuable product refinement feedback, including feature and
performance requirements as well as improving the quality and robustness of our product designs.  We plan to integrate our proven PV inverter
functionality with grid energy storage and/or DC charging functionality to create high value hybrid and micro-grid systems.

The distributed grid energy storage market is a new evolving market.  We believe that this market will grow quickly, but is currently
limited by the lack of commercially available, certified solutions.  We believe our battery converter is highly competitive in this market.  We have
achieved several design wins with strategic customers that we believe can generate product sales and may be converted to licensing agreements
longer term.  Most of our initial battery converter sales have been to potential licensees as they evaluate our converters for possible integration
into their commercial grid energy storage market products.  We are currently negotiating a strategic supplier agreement with an industry leader in
this market, although we cannot provide any assurance that this potential agreement will be consummated.  We believe our ability to negotiate
attractive licensing terms would improve if high market demand is established for our products.

 
We believe the electrified vehicle DC charging market may be one of our fastest-growing market opportunities .  Our approach to this

market offers features to reduce installation costs, operational costs, and create new value-added capabilities.  Similar to the distributed grid
energy storage market, we are working with several strategic customers to achieve design wins and help them integrate our product into their
solutions.  Our initial focus is on the California DC charging market and we believe we can achieve design wins and ecosystem partners in this
space
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We also continue to develop next generation products, including our 3-port hybrid converter, micro-grid converter, and new power
switch components that we believe will further extend the differentiation and value of our products.  We estimate that the 3-port hybrid
converter and the micro-grid converter may each cost $1.5 million to develop and commercialize.  We developed a new 3-port hardware design
that will be used for both products, although we expect to make some incremental hardware design improvements based on initial hardware
testing.  Our next step will be to develop enhanced embedded control software for these products.  When that step is complete, we plan to sell
sample products to early customers, and then make incremental hardware and software improvements based on feedback from them.  After
these improvements are implemented, we expect to work with Intertek on industry certification, including UL1741 compliance.  As discussed
below, the development of new power switch components is being funded by the U.S. Department of Energy’s $2.5 million ARPA-E grant. 
We believe the Department of Energy grant will be sufficient to prove this technology’s capability and build a prototype PPSA product with
these switches.  After the bi-directional power switch technology is proven, we plan to redesign our growing number of products to use these
new components.  We have budgeted $1.5 million from our new product research and development budget for this redesign effort.

We have released and are selling our first two commercial products, which have generated limited revenue to date.   We expect these
products to generate additional revenues; however, in the near term, these revenues may not be adequate to cover the costs of our operations.

Our financial statements contemplate the continuation of our business as a going concern.  We are subject to the risks and uncertainties
associated with a new business, including lack of operating capital, lack of personnel and lack of demand for our products.  We have no
established source of capital, we have limited commercial product revenue and we have incurred significant debt and significant losses from
operations since inception.  These matters raise substantial doubt about our ability to continue as a going concern.
 
Plan of Operation

Our strategy is to continue to commercialize our technology though the development of a variety of products and licensing.  We have completed
development of our first two products, we are developing additional products and we will continue making improvements to all of our products
based on customer feedback from system installations.  Our goal is to have these products validate our technology and lay the foundation for
licensing our technology platform into applications across the global power converter marketplace.

We expect to use the net proceeds received from this offering to continue our new product research, continue our new product and
existing product development and the commercialization of our existing products, protect our intellectual property, purchase equipment and
software and for working capital and other general corporate purposes, such as exploring market opportunities.   The net proceeds from this
offering are anticipated to be approximately $10.5 million, which is expected to be sufficient to fund our activities for the two years following
the offering.  Our anticipated costs include employee salaries and benefits, compensation paid to consultants, capital costs for research and other
equipment, costs associated with development activities including travel and administration, legal expenses, sales and marketing costs, general
and administrative expenses, and other costs associated with an early stage, publicly-traded technology company.  We anticipate increasing the
number of employees by up to approximately 15-25 employees; however, this is highly dependent on the nature of our development
efforts.  We anticipate adding employees in the areas of research and development, sales and marketing, and general and administrative
functions required to support our efforts.  We expect to incur consulting expenses related to technology development and other efforts as well as
legal and related expenses to protect our intellectual property.  We expect capital expenditures to be approximately $1.0 million for purchase of
equipment and software during the two years following this offering, but these are highly dependent on the nature of the operations where co-
development activities are ongoing.  We also have issued $4 million in senior secured convertible promissory notes that must be paid on
November 21, 2013, $750,000 in senior secured convertible promissory notes that must be paid on July 29, 2014, and $1. 355 million in
convertible promissory notes that must be paid on December 31, 2013, if the notes are not converted to shares of our common stock prior to
their maturity dates.

 
The amounts that we actually spend for any specific purpose may vary significantly and will depend on a number of factors including,

but not limited to, the pace of progress of our commercialization and development efforts, actual needs with respect to product testing,
development and research, market conditions, and changes in or revisions to our marketing strategies.  In addition, we may use a portion of any
net proceeds to acquire complementary products, technologies or businesses; however, we do not have plans for any acquisitions at this
time.  We will have significant discretion in the use of any net proceeds.  Investors will be relying on the judgment of our management regarding
the application of the proceeds of any sale of our common stock.
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We received an award of $2.5 million from ARPA-E.  As of June 30, 2013, we recognized revenue of $1,344,000, leaving
$1,156,000 of the contract value remaining for the next year and a half.  This award is being used to develop and commercialize our BD-IGBT
power switch.  While we currently successfully use commodity silicon IGBT and diode components in our products, we are developing BD-
IGBT components that we believe could significantly improve the efficiency, weight, and manufacturing costs of our products.  Leading
research universities and commercial vendors are working under our direction and are receiving the majority of the ARPA-E program
funding.  We believe this funding will be sufficient to develop and demonstrate the BD-IGBT power switch in a PPSA prototype system.

Our second Department of Energy award was a $150,000 Phase I SBIR grant.  This grant has been used to develop early prototypes
of a 3-port hybrid converter.  We completed this project in May 2013.  We have applied for a $1 million Phase II grant to fund further
development of this concept.  If awarded, we hope to further develop the hybrid converter and micro-grid converter capabilities including off-
grid and battery backup support.
 

While we received approximately $1.1 million in early revenues from LMC for subcontract work to develop hardware and provide
technical support for LMC’s Hybrid Intelligent Power development contract from the U.S. Army Communications-Electronics Research,
Development and Engineering Center, we completed this work in early 2012 and do not expect additional revenues for subcontract
development.
 
CRITICAL ACCOUNTING POLICIES
 

The following discussion and analysis of financial condition and results of operations is based upon our financial statements, which
have been prepared in conformity with accounting principles generally accepted in the United States of America.  Certain accounting policies and
estimates are particularly important to the understanding of our financial position and results of operations and require the application of
significant judgment by our management or can be materially affected by changes from period to period in economic factors or conditions that are
outside of our control.  As a result, they are subject to an inherent degree of uncertainty.  In applying these policies, our management uses their
judgment to determine the appropriate assumptions to be used in the determination of certain estimates.  Those estimates are based on our
historical operations, our future business plans and projected financial results, the terms of existing contracts, our observance of trends in the
industry, information provided by our customers and information available from other outside sources, as appropriate.  Please see Note 2 to our
financial statements for a more complete description of our significant accounting policies.

Revenue Recognition.  Revenue from product sales is recognized when the risks of loss and title pass to the customer, as specified in (1)
the respective sales agreements and (2) other revenue recognition criteria as prescribed by Staff Accounting Bulletin (SAB) No. 101 (SAB 101),
“Revenue Recognition in Financial Statements”, as amended by SAB No. 104, “Revenue Recognition”.  We generally sell our products freight-
on-board shipping and recognize revenue when products are shipped.  Revenue from service contracts is recognized using the completed-
performance or proportional-performance method depending on the terms of the service agreement.  When there are acceptance provisions based
on customer-specified subjective criteria, the completed-performance method is used.  For contracts where the services performed in the last
series of acts is very significant, in relation to the entire contract, performance is not deemed to have occurred until the final act is
completed.  Once customer acceptance has been received, or the last significant act is performed, revenue is recognized.  We use the proportional-
performance method when a service contract specifies a number of acts to be performed and we have the ability to determine the pattern and value
in which service is provided to the customer.

 
The Company receives payments from government entities in the form of government grants.  Government grants are agreements that

generally provide the Company with cost reimbursement for certain type of research and development activities over a contractually defined
period.  Revenues from government grants are recognized in the period during which the related costs are incurred, provided that the conditions
under which the government grants were provided have been met.  Costs incurred related to the grants are recorded as cost of revenues.
 

Royalty income is recognized as earned based on the terms of the contractual agreements.

Research and Development.  The cost of research and development is expensed as incurred. 
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Patents.  The Company capitalizes legal costs and filing fees associated with obtaining patents on its new inventions. Once the
patents have been issued, the Company amortizes these costs over the shorter of the legal life of the patent (generally a maximum of 20
years) or its estimated economic life using the straight-line method.

 
Income Taxes. We account for income taxes using an asset and liability approach that allows for the recognition and measurement

of deferred tax assets based upon the likelihood of realization of tax benefits in future years.  Under the asset and liability approach, deferred
taxes are provided for the net tax effects of temporary differences between the carrying amounts of assets and liabilities for financial
reporting purposes and the amounts used for income tax purposes.  A valuation allowance is provided for deferred tax assets if it is more
likely than not these items will either expire before we are able to realize their benefits, or that future deductibility is uncertain.  Tax benefits
from an uncertain tax position are recognized only if it is more likely than not that the tax position will be sustained on examination by the
taxing authorities, based on the technical merits of the position.

 
Stock-Based Compensation.  The Company applies Financial Accounting Standards Board (FASB) Accounting Standards Codification

(ASC) 718, “Stock Compensation,” when recording stock based compensation. The fair value of each stock option award is estimated on the date
of grant using the commonly used Black-Scholes option valuation model. The assumptions used in the Black-Scholes model are as follows:

 
Risk-free interest rate - The risk free interest rate for periods within the contractual life of the option is based on the U.S. treasury yield in
effect at the time of grant
 
Expected lives - As permitted by SAB 107, due to the Company’s insufficient history of option activity, the management utilizes the
simplified approach to estimate the options expected term, which represents the period of time that options granted are expected to be
outstanding
 
Expected volatility – is determined based on management’s estimate or historical volatilities of comparable companies 
 
Expected dividend yield - is based on current yield at the grant date or the average dividend yield over the historical period.  The Company
has never declared or paid dividends and has no plans to do so in the foreseeable future
 
The Company accounts for stock issued to non-employees in accordance with the provisions of FASB ASC 505-50 “Equity Based
Payments to Non-Employees.” FASB ASC 505-50 states that equity instruments that are issued in exchange for the receipt of goods or
services should be measured at the fair value of the consideration received or the fair value of the equity instruments issued, whichever is
more reliably measurable. The measurement date occurs as of the earlier of (a) the date at which a performance commitment is reached or
(b) absent a performance commitment, the date at which the performance necessary to earn the equity instruments is complete (that is, the
vesting date).

 
The aggregate intrinsic value, the difference between the exercise value and the IPO price value, related to stock options was

approximately $383,000 as of June 30, 2013. There were no stock options issued during the twelve months prior to June 30, 2013.
 

Convertible Promissory Notes and Warrants.  The warrants and embedded conversion feature of convertible promissory notes are
classified as equity under FASB ASC Topic 815-40 “Derivatives and Hedging – Contracts in Entity’s Own Equity.” The Company allocates
the proceeds of the convertible promissory notes between convertible promissory notes and the financial instruments related to warrants
associated with convertible promissory notes based on their relative fair values at the commitment date.  The fair value of the financial
instruments related to warrants associated with convertible promissory notes is determined using the Black-Scholes option pricing model and
the respective allocated proceeds to the warrants is recorded in additional paid-in capital.  The Company utilized the Black-Scholes option
valuation model using the same valuation assumptions as described above for stock-based compensation. The embedded beneficial conversion
feature associated with convertible promissory notes is recognized and measured by allocating a portion of the proceeds equal to the intrinsic
value of that feature to additional paid-in capital in accordance with ASC Topic 470-20 “Debt – Debt with Conversion and Other Options”.  The
portion of debt discount resulting from the allocation of proceeds to the financial instruments related to warrants associated with convertible
promissory notes is being amortized over the life of the convertible promissory notes.  For the portion of debt discount resulting from the
allocation of proceeds to the beneficial conversion feature, it is amortized over the term of the notes from the respective dates of issuance.
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RESULTS OF OPERATIONS
 
Comparison of the six months ended June 30, 2013 to the six months ended June 30, 2012
 

Revenues.  Revenues for the six months ended June 30, 2013 of $1,030,419 were $783,306 or 317% higher than the $247,113 we
earned in revenues for the six months ended June 30, 2012.  The increase in revenue was due to a $676,986 increase in grant revenues and
$106,320 from an increase in the sale of products.  Total grant revenues for the six months ended June 30, 2013 of $796,449 were from the
ARPA-E grant and a Department of Energy SBIR grant. Revenues related to the ARPA-E project increased as the project was fully underway
for the six months ended June 30, 2013.  Revenues from royalties from Lockheed for both six month periods remained the same at $50,000.  In
the first six months of 2013, revenue from the sale of products and services was $183,973 which was from the sale of 4 battery units, 15
inverters and 6 combiners. In the six month period ended 2012, revenue from the sale of products and services was $77,650, of which $53,900
was for work performed for LMC and $23,750 was from the sale of products. The service revenue related to a subcontract to develop hardware
and provide technical support for the U.S. Army Communications-Electronics Research, Development and Engineering Center; we do not
expect additional revenues for subcontract development.
 
Cost of Revenues.  As a result of the increase in grant project costs and the cost of sales of our products, cost of revenues increased for the six
months ended June 30, 2013, to $1,000,074 from $178,230 for the six months ended June 30, 2012, an increase of $821,844 or approximately
461%.  The increase in cost of revenues was due to a $705,988 increase in grant costs, and $115,856 in cost of revenues for sale of product and
services.  The increase in grant costs came from our ARPA-E grant and SBIR grant.  The APRA-E grant requires that we contribute to cost
sharing.  We are not required to contribute cost sharing for the SBIR grant.  In the six month period ended 2012, the cost of revenues from the
sale of products and services was $67,277 of which $13,283 was for work performed for Lockheed and $53,994 was for the sale of
products.  In the first six months of 2013, cost of revenues from the sale of products and services was $183,133.
 

Gross profit.  Gross profit for the six months ended June 30, 2013 and 2012 was $30,345 and $68,883, respectively.  Gross profit for
the six months ended June 30, 2012 was higher than gross profit for the six months ended June 30, 2013 because of higher margins on contract
services for LMC and because net losses on the grants were $15,583 higher in the six months ended June 30, 2013.  In the six months ended
June 30, 2012, grant costs exceeded revenues by $4,909 while for the six months ended June 30, 2013 the costs exceeded revenues by
$20,492.
 

Operating Expenses.  Operating expenses consist of general and administrative activities, research and development, and sales and
marketing, which increased by $557,914 during the six months ended June 30, 2013, to $1,675,447 as compared to operating expenses of
$1,117,533 for the same period in 2012.  General and administrative costs increased by $521,864, research and development expense decreased
by $2,088 and sales and marketing costs increased by $38,138 for the comparable periods.  General and administrative costs were higher as
they included $87,000 in compensation for directors, $279,000 in higher payroll costs as we added staff, and $148,000 in professional fees for
legal and auditing.
 

Loss from Operations.  Due to the increase in our operating expenses, our loss from operations for the six months ended June 30,
2013 was $1,645,102 or 57% higher than the $1,048,650 loss from operations for the same period in 2012.
 

Interest Expense.  Interest expense increased from $162,336 for the six months ended June 30, 2012 to $2,166,859 for the same
period 2013, an increase of $2,004,523, of which $1,970,695 was due to an increase in amortization of debt discount.
 

Net Loss.  Primarily as a result of the increase in our operating expenses and interest expense, our net loss for the six months ended
June 30, 2013, was $3,811,961 as compared to a net loss of $1,210,986 for the same period in 2012, an increase of $2,600,975.
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Comparison of Years Ending December 31, 2012 and 2011

 
Revenues.  During 2012 and 2011, our revenues totaled $1,126,907 and $860,771, respectively, an increase of $266,136 or

approximately 31%.  Revenues from grants totaled $707,357 and $26,581 in 2012 and 2011, respectively.  Of the $707,357 of grant revenue
received in 2012, $693,938 was from the $2.5 million ARPA-E grant for research and development from the Department of Energy.  The
project and revenues started in February of 2012.  Revenues from royalty income totaled $100,000 and $20,000 in 2012 and 2011,
respectively, pursuant to the minimum licensing fees required by our licensing agreement with LMC.  Revenues from the sale of product and
services totaled $319,550 and $814,190 in 2012 and 2011 respectively.  The sale of product and services included contract revenues from
LMC of $53,900 and $649,440 in 2012 and 2011, respectively.  The contract revenue from LMC declined in 2012, since the project required
lower levels of our services. We had five contracts with LMC, pursuant to which we provided technical support and test products to its
staff.  We completed the last of the contracts in the first half of 2012; no additional contract work from LMC is anticipated.  Sales of converter
products totaled $265,650 for 25 units in 2012 and $164,750 for 14 units in 2011.
 

Cost of Revenues.  As a result of the increase in sales of our products, cost of revenues increased for the year ended December 31,
2012, to $957,641 from $757,393 for the year ended December 31, 2011, an increase of $200,248 or approximately 26%.  Gross margin
increased from 12% to 15% in 2012, largely due to an additional $80,000 in royalty income received in 2012.
 

Operating Expenses.  Operating expenses, consisting of general and administrative expenses, research and development, and sales and
marketing, increased by $1,591,513 during the year ended December 31, 2012, to $3,207,573 as compared to operating expenses of $1,616,060
for the year ended December 31, 2011.  The most significant increase was related to the increase in professional services, which totaled
$1,139,886 for the year ended December 31, 2012, as compared to $147,356 for the year ended December 31, 2011.  This increase resulted
primarily from the payment for business consulting and legal services. These services included consulting costs relating to intellectual property
management and protection as well as assistance with board development and other advisory services provided by MDB Capital Group, LLC
valued at $671,000.  The professional services also included $83,000 in intellectual property work done by our patent attorney and $78,000 in
consulting fees, including public relations.  Other costs included audit and accounting fees of $45,000 and more than $150,000 in legal
expenses related to the preparation of financing documents and the documentation of other corporate transactions.  Both research and
development and general and administrative expense also increased as a result of an increase in full time equivalent employees from 6.5 during
the year ended December 31, 2011, to 9 during the year ended December 31, 2012.  The general administration costs increased due to the
increase in personnel and also because of increases in the compensation paid to certain employees.  We also implemented a health care benefit
plan mid-year in 2011, so we had at least two times more in heath care expense in 2012 than we had in 2011.  If our operations grow as
expected, we anticipate that the number of our employees will continue to increase.
  

Loss from Operations.  Due to the increase in our operating expenses, our loss from operations increased during 2012 by $1,525,625
or approximately 100%, to $3,038,307 for the year ended December 31, 2012, as compared to $1,512,682 for the year ended December 31,
2011.

  
Interest Expense.  Interest expense increased from $238,257 in 2011 to $1,608,912 in 2012 due to an increase of $1,295,920 in

amortization of the debt discount.
 

Net Loss.  Primarily as a result of the increase in our operating expenses and interest expense, our net loss for the year ended
December 31, 2012, was $4,647,219 as compared to a net loss of $1,750,939 for the year ended December 31, 2011, an increase of
$2,896,280.

Liquidity and Capital Resources
 

Although our revenues have increased every year from the date of our inception, we do not generate enough revenue to sustain our
operations.  Our revenues are derived from sales of our products and from grants we have received for the development of our technology.  We
have funded our operations through the sale of our common stock, preferred stock (later converted to common) and debt securities.
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As of June 30, 2013, and December 31, 2012, we had cash and cash equivalents of $372,538 and $1,972,301, respectively.
 

Our net working capital decreased from a positive $528,603 as of December 31, 2012, to a working capital deficit of $3,248,536 as of
June 30, 2013, mainly due to the increase in our current portion of long term debt from $1,313,146 to $3,387,919 due to the cash expended for
operating activities. 
 

Operating activities in the six months ended June 30, 2013 resulted in cash outflows of $1,471,492, which were due primarily to the
net loss for the period of $3,811,961, offset by amortization of total debt discount in the amount of $2,074,772.
 

Investing activities during the six months ended June 30, 2013 and 2012 resulted in cash outflows of $128,271 and $62,467,
respectively, for development of patents and acquisition of fixed assets.
 

During the six months ended June 30, 2013, the note payable to the Texas Emerging Technology Fund increased by $40,000 on
account of interest payable.  In the six months ended June 30, 2012, we raised $697,150 in gross proceeds from the sale of convertible
promissory notes in the amount of $645,150 and $52,000 from the sale of stock and repaid a line of credit in the amount of $20,000.

During the year ended December 31, 2012, we raised $4 million in gross proceeds from the sale of our senior secured convertible
promissory notes, $695,000 in other convertible promissory notes, and $52,000 from the sale of stock.  We have no committed sources of
financing and, in the near term, we do not expect to earn enough revenues from the sale of our products to support our operations.  The report
from our independent registered public accounting firm states that there is a substantial doubt about the Company’s ability to continue as a going
concern.
   

At December 31, 2012 and 2011, we had $1,972,301 and $100,675 in cash and cash equivalents, respectively.   Our net working
capital increased $590,040 in 2012 from a negative $61,437 as of December 31, 2011, to a positive $528,603 in December 31, 2012, due to
debt financing.
 

Operating activities in 2012 resulted in cash outflows of $2,251,489, which were due primarily to the loss for the year of $4,647,219
offset by amortization of debt discount in the amount of $1,472,904 and the fair value of warrants issued for consulting services in the amount
of $670,947.
  

Investing activities during 2012 and 2011 resulted in cash outflows of $309,035 and $150,811, respectively, for the development of
patents and acquisition of fixed assets.
 

Financing activities during 2012 and 2011 generated $4,432,150 and $1,363,376, respectively, in net cash from the issuance of debt
and common stock.

 
Off-Balance Sheet Transactions
 

We do not have any off-balance sheet transactions.
 
Trends, Events and Uncertainties
 

Research and development of new technologies is, by its nature, unpredictable.  Although we will undertake development efforts with
commercially reasonable diligence, there can be no assurance that the net proceeds from this offering will be sufficient to enable us to develop our
technology to the extent needed to create future sales to sustain operations as contemplated herein.  If the net proceeds from this offering are
insufficient for this purpose, we will consider other options to continue our path to commercialization, including, but not limited to, additional
financing through follow-on stock offerings, debt financing, co-development agreements, curtailment of operations, suspension of operations,
sale or licensing of developed intellectual or other property, or other alternatives.
 

We cannot assure you that our technology will be adopted, that we will ever earn revenues sufficient to support our operations, or that
we will ever be profitable.  Furthermore, since we have no committed source of financing, we cannot assure you that we will be able to raise
money as and when we need it to continue our operations.  If we cannot raise funds as and when we need them, we may be required to severely
curtail, or even to cease, our operations.

Other than as discussed above and elsewhere in this prospectus, we are not aware of any trends, events or uncertainties that are likely to
have a material effect on our financial condition.
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DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE
 

The following table sets forth the names and ages of all of our directors and executive officers.  Our officers are appointed by, and
serve at the pleasure of, the board of directors.

 
Name  Age  Position

Paul Bundschuh  51  Chief Executive Officer and Chairman of the board of directors
William C. Alexander  57  Chief Technology Officer
Christopher P. Cobb  43  President, Chief Operating Officer and Director
Barry C. Loder, CPA  55  Chief Financial Officer
Charles De Tarr, CPA  56  Vice President, Finance and Secretary
Mark L. Baum  40  Director
Lon E. Bell, Ph.D.  72  Director
David B. Eisenhaure  67  Director
 

Biographical information with respect to our executive officers and directors is provided below.  There are no family relationships
between any of our executive officers or directors.

Paul Bundschuh, Chief Executive Officer and Chairman of the Board

Mr. Bundschuh joined Ideal Power in May 2009.  Since September 2012, he has been Chief Executive Officer and Chairman of our
board of directors.  In this role, he has guided our business strategy and overseen our fundraising and sales/marketing efforts.  From May 2009
through September 2012, Mr. Bundschuh was Vice President of Business Development, where he focused on financing activities, including
obtaining various grants and industry awards and securing customers.  Prior to joining our company, Mr. Bundschuh was a renewable energy
technology and marketing consultant from September 2008 through May 2009, during which time he consulted with various renewable energy
firms on their marketing and business development efforts.  From January 2008 through July 2008, Mr. Bundschuh was Vice President of
Marketing and Technology for Electromagnetic Power Solutions, an inverter company start-up leveraging IP licensed from Virginia Tech
University.  Mr. Bundschuh developed the business and marketing plans for the company and identified potential investors.  From October 2000
through March 2007, Mr. Bundschuh was Vice President of Sales and Marketing of the Semi & Licensing division of Waves Audio, where he
began a new division for audio IP licensing and custom semiconductor solutions to the consumer audio OEM market.  Prior to Waves Audio,
Mr. Bundschuh held various roles with Motorola Semiconductor and Advanced Micro Devices.  Mr. Bundschuh has a Master of Business
Administration from the University of Texas at Austin, a Masters of Engineering in Computer and Systems Engineering as well as a Bachelor of
Science in Electrical Engineering from Rensselaer Polytechnic Institute.  Mr. Bundschuh’s extensive knowledge of renewable energy technology
and his experience in marketing and business development, particularly for start-up companies, led us to believe that he should serve as a director.

Christopher Cobb – President, Chief Operating Officer and Director

Mr. Cobb joined Ideal Power in May 2012 as Chief Executive Officer and a director.  In this capacity, he focused on business strategy
and obtaining funding for our operations. In September 2012, Mr. Cobb transitioned to President and Chief Operating Officer, where he focuses
on our operations, strategy for development of our business and the implementation of that strategy.  From December 2011 through May 2012,
Mr. Cobb was an independent consultant to businesses of varying sizes, providing guidance on business strategy and organizational
development.  Mr. Cobb served as President, Director and Chief Financial Officer of HEIT, Inc. from September 2010 through November 2011,
where he focused on finance, mergers and acquisitions and the integration of HEIT with Simpler-Webb, Inc.  Mr. Cobb left HEIT after the firm
was sold to Computer Services Inc. (OTCQX: CSVI).  From February 2009 through September 2010, Mr. Cobb was CEO and Director of
Simpler-Webb Inc., and was responsible for overall company strategy and management.  He led the effort to merge with HEIT and subsequently
led the integration effort of those two firms.  Mr. Cobb was CFO and director of Simpler-Webb from April 2002 through February 2009. Prior
to April 2002, Mr. Cobb held various positions at United Airlines, McKinsey and Company and Andersen Consulting.  Mr. Cobb holds a
Master of Business Administration from the Kellogg Graduate School of Management and a Bachelor of Science in Mechanical Engineering
from the University of Texas at Austin.  Mr. Cobb’s experience as a consultant providing guidance on business strategy and organizational
development and as a member of the board of directors of Simpler-Webb led us to conclude that he should serve as a director.
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William C. Alexander, P.E. – Chief Technology Officer and Founder

Mr. Alexander founded Ideal Power in 2007 and joined us full time in January 2010 as the Chief Technology Officer.  Mr. Alexander
oversees the technology development of all of our products and inventions.  Mr. Alexander is also the lead engineer working with clients to
collaboratively develop solutions based on our technology.  Mr. Alexander was a director of Ideal Power from 2007 through 2012.  Prior to
joining the company, Mr. Alexander was a Principal Engineer II for BAE Systems in Austin, Texas from June 1999 through January 2010.  Mr.
Alexander was the lead engineer developing various weapons systems including LIDAR seekers for air-to-air and air-to-ground applications. 
Before BAE, Mr. Alexander held various technology and engineering roles with Symtx, Inc., Tracor Aerospace, Inc. and Croft and Company.  
Mr. Alexander has 27 patents granted with over 50 patents pending.  He has a Master of Science in Mechanical Engineering and a Bachelor of
Science in Mechanical Engineering from the University of Texas at Austin.

Barry C. Loder, CPA – Chief Financial Officer
 
Barry Loder was appointed as our Chief Financial Officer, on a part-time basis, in July 2013.  Mr. Loder will begin full-time duties with us
following the completion of this offering.  Until he joins Ideal Power Inc., Mr. Loder is, and has been since March 2012, the Executive Vice
President/Chief Operating and Financial Officer of Shield Air Solutions, Inc., a specialty manufacturer of industrial environmental control
systems located in Houston, Texas.  At Shield Air Solutions, Mr. Loder is responsible for all manufacturing, sales, marketing, operational,
procurement and financial matters for the company.  From April 2010 to March 2012, Mr. Loder was a principal at BCL Partners, a financial
consulting company, that assisted small and mid-size companies in the areas of corporate growth strategies, initial public offerings, financings
and merger and acquisition activities.  From October 2008 to April 2010, Mr. Loder was the Chief Executive Officer/Chief Financial Officer of
Cyberwize, Inc., a Florida based direct marketing company.  Mr. Loder was Chief Financial Officer and founder of Republic Waste Industries,
Inc. where he was responsible for all financial matters including merger and acquisition activities.  Mr. Loder has extensive experience in merger
and acquisition transactions, corporate financings and initial public offerings.  Mr. Loder is a certified public accountant in Texas.  Mr. Loder
received a Bachelor of Arts in Accounting/Finance from Walsh University and received a Master of Business Administration from Houston
Baptist University.

Charles De Tarr, CPA – Vice President, Finance and Secretary
 
Charles De Tarr joined Ideal Power Inc. in May 2008 as our part-time Chief Financial Officer and Secretary and began providing services on a
full-time basis in February 2013.  On July 10, 2013, Mr. De Tarr was appointed as Vice President, Finance.  Mr. De Tarr also served as a
director on our Board of Directors from May 2008 through November 2012.  Prior to joining the Company on a full-time basis, Mr. De Tarr was
Chief Financial Officer of Intevras Technologies, LLC from July 2009 through July 2010 when it was acquired by Layne Christensen
Company.  Mr. De Tarr continued as the Financial Manager for the Intevras Division in a part-time capacity from July 2010 through January
2013.  Before joining Intevras, Mr. De Tarr was the founder, owner and Chief Executive Officer of BNC Communications, LLC, a
telecommunications service provider, in Austin, Texas.  Mr. De Tarr managed that company’s operations from January 2004 through
2008.  Prior to BNC Communications, Mr. De Tarr held various management positions with a variety of firms, including C3 Communications,
Inc., DataPult, LP, Chubb Security Systems, Inc. and Supreme Cable Company, Inc.  Mr. De Tarr holds a Bachelor of Science in Business
Administration from Ithaca College, Ithaca, New York and a Master of Business Administration from the University of Texas at Austin.  In
addition, Mr. De Tarr holds both a CPA and CVA designation from the Texas State Board of Public Accountancy and the National Association
of Certified Valuation Analysis, respectively.
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Mark L. Baum, J.D., Director

Mark L. Baum joined our board of directors in November 2012.  Mr. Baum is also director, since December 2011, of Imprimis
Pharmaceuticals, Inc., a publicly traded company, where he also serves as Chief Executive Officer effective April 1, 2012.  Mr. Baum has served
as the principal of The Baum Law Firm, P.C. (now TBLF, LLC) since 1998, and has more than 15 years of experience in financing, operating
and advising small capitalization publicly traded enterprises, with a particular focus on restructured or reorganized businesses. As a manager of
capital, he has completed more than 125 rounds of financing for more than 40 publicly traded companies. As a securities attorney, Mr. Baum has
focused his practice on U.S. securities laws, reporting requirements and public company finance-related issues that affect small capitalization
public companies.  Mr. Baum has actively participated in numerous public company spin-offs, restructurings/recapitalizations, venture financings,
private-to-public mergers, asset acquisitions and divestitures.  In addition to his fund management and legal experience, Mr. Baum has
operational experience in the following industries: life science and diagnostics, closed door pharmacies, cleaner and renewable energy and retail
home furnishings. Mr. Baum has served on numerous boards of directors of publicly traded companies, including Chembio Diagnostic Systems,
Inc., Applied Natural Gas Fuels, Inc. (formerly AGAS), Shrink Nanotechnologies, Inc., You on Demand, Inc. and CoConnect, Inc., as well as
boards of advisors for domestic and international private and public companies. Mr. Baum founded and capitalized the Mark L. Baum
Scholarship, which has funded tuition grants to college students in Texas.  Mr. Baum is a published inventor and a licensed attorney in California
and Texas. Mr. Baum’s years of public company executive experience, including knowledge of securities laws, reporting requirements and public
company finance-related issues, led us to believe that he should serve as a director.
 
Lon E. Bell, Ph.D., Director
 
Dr. Bell joined our Board of Directors in November 2012.  He founded Amerigon Inc. (now Gentherm) in 1991. Dr. Bell has served many roles
in Amerigon, Inc., including Chief Technology Officer until December 2010, Director of Technology until 2000, Chairman and Chief Executive
Officer until 1999, and President until 1997. Dr. Bell served as the Chief Executive Officer and President of BSST LLC, a subsidiary of
Amerigon from September 2000 to December 2010.  He served as a Director of Amerigon from 1991 to 2012.  Previously, Dr. Bell co-founded
Technar Incorporated, which developed and manufactured automotive components, and served as Technar’s Chairman and President until selling
majority ownership to TRW Inc. in 1986.  Dr. Bell continued managing Technar, then known as TRW Technar, as its President until 1991.  He
co-founded Mahindra REVA Electric Vehicle Co Ltd. in 1994 and serves on its Board of Directors and Chairman of its Intellectual Property
Committee.  He currently serves on the Board of Directors of ClearSign Combustion Corporation. He is a member of advisory boards at
California Institute of Technology Mechanical Engineering Department since 2008, Michigan State University and University of Santa Barbra
Energy Frontiers Research Centers since 2010 and Alphabet Energy since 2011.  Dr. Bell is a leading expert in the design and mass production
of thermoelectric products.  He has authored more than 30 publications in the areas of thermodynamics of thermoelectric systems, automotive
crash sensors, and other electronic and electromechanical devices.  Five of his inventions have gone into mass production and dominated their
target markets.  Dr. Bell received a BSc. in Mathematics, an MSc. in Rocket Propulsion, and a Ph.D. in Mechanical Engineering from the
California Institute of Technology.  Dr. Bell’s demonstrated ability to commercialize inventions led us to conclude that he should serve as a
director.

David B. Eisenhaure, Director
 

Mr. Eisenhaure joined our board of directors in August 2013.  From February 1985 until May 2008, Mr. Eisenhaure served as the
President and Chief Executive Officer of SatCon Technology Corporation, a public corporation, which he founded.  He was also a director of
that company from February 1985 until his resignation in July 2009.  After his resignation as an executive officer from SatCon Technology
Corporation, Mr. Eisenhaure assisted that company with the transition to a new management team.  He retired from active employment in March
2009.  SatCon Technology Corporation develops products that contribute to the advancement of the utility, hybrid vehicle, ship building,
industrial automation, semiconductor processing, and defense markets.  The company is particularly well known for its work in advanced
electric drives; in the technology of inverters for smart grid and photovoltaic applications; and in the development of light-weight, high-power
electronics, which contributed to the development of practical hybrid and electric vehicles.  Mr. Eisenhaure brought the company public in 1992,
and subsequently oversaw the acquisition of eight private companies and one public company, reorganizing the company from a research and
development company into a diverse organization with four plants in the United States and Canada. Prior to founding SatCon Technology
Corporation, Mr. Eisenhaure was the Technical Director of the Energy Systems Division at Draper Laboratory, where the research of his group
included magnetic bearings, flywheels, energy storage, advanced solid state power converters, advanced
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motors and generators, and adaptive control systems for highly dynamic and otherwise unstable systems.  Prior to his employment with Draper
Laboratory, Mr. Eisenhaure worked at the Massachusetts Institute of Technology Instrumentation Laboratory, first as a graduate student
research assistant and then as a staff engineer, designing and developing electromagnetic and thermal control systems to support the national
space and defense programs.  From 1985 to 1997 he held the position of Lecturer in the Mechanical Engineering Department at the
Massachusetts Institute of Technology, where he collaborated with faculty and students on research, especially thesis-related research at both
the Master’s and Ph.D. levels.  He has been awarded over 20 patents from the U.S. Patent and Trademark Office covering inventions in
magnetic suspensions, motor drives and controls, flywheel systems, automotive components, energy storage, and solid state power
converters.  Mr. Eisenhaure holds a Bachelor of Science degree, a Master of Science degree, and an Engineer’s Degree in Mechanical
Engineering from the Massachusetts Institute of Technology.  Mr. Eisenhaure’s years of public company executive experience, his extensive
experience in the field of electrical technology, and his educational background led us to believe that he should serve as a director.
 
Director Independence
 

Our board of directors has determined that Mark S. Baum, Lon E. Bell, Ph.D. and David B. Eisenhaure are “independent directors” as
such term is defined by Nasdaq Marketplace Rule 5605(a)(2).  We have established an Audit Committee, a Compensation Committee and a
Nominating and Corporate Governance Committee.  Mr. Baum, Dr. Bell and Mr. Eisenhaure serve on all three committees.

 
Involvement in Certain Legal Proceedings
 
        To the best of our knowledge, none of our directors or executive officers has, during the past ten years, been involved in any legal
proceedings described in subparagraph (f) of Item 401 of Regulation S-K.
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EXECUTIVE COMPENSATION
 

The following summary compensation table covers all compensation awarded to, earned by or paid to our principal executive officer and
each of the other two highest paid executive officers, if any, whose total compensation exceeded $100,000 during the years ended December 31,
2012 and 2011.  These individuals are sometimes referred to in this prospectus as the “Named Executive Officers”.

 
Summary Compensation Table

Name and Principal 
 Salary Bonus

Stock Option All Other 
Total

Position Awards (1) Awards (2) Compensation
        
Paul Bundschuh 2012 $ 139,999 $ 0 $ 0 $ 0 $            0 $ 139,999
Chief Executive Officer 2011  103,924  0  35,000  0               0 $ 138,924
              
Christopher Cobb 2012 $ 13,462 $ 41,250 $ 48,993 $ 85,049 $             0 $ 188,754
President and Chief
Operating Officer (Former
Chief Executive Officer) 2011  0  0  0  0                     - $ 0
              
William Alexander 2012 $ 238,253 $ 0 $ 0 $ 0 $ 0 $ 238,253
Chief Technology Officer,
founder 2011  160,294   8,000  0  0  0  168,294
              
Charles De Tarr 2012 $  115,895 $ 35,000 $ 0 $ 0 $ 0 $ 150,895
Vice President, Finance,
and Secretary (Former
Chief Financial Officer) 2011  84,455  0  0  0  0  84,455

(1) The amounts included in this column are the aggregate grant date fair value of stock awards computed by us in accordance with Accounting
Standards Codification 718, Compensation-Stock Compensation, and includes amounts from stock awards granted in 2011 and 2012. For
information on the valuation assumptions used in calculating these dollar amounts, see Notes 1 and 7 to our audited financial statements included
elsewhere in this prospectus.
 
(2) This amount reflects the aggregate grant date fair value for this award and does not correspond to the actual value that may be recognized by
the individual upon option exercise. T he assumptions used to determine the grant date fair value of the stock option is included in Note 11 to our
audited financial statements included elsewhere in this prospectus.

Current and Future Compensation Practices
 

Currently, compensation for our employees consists of base salary, cash bonuses and awards of stock options or restricted stock
through the Ideal Power Converters, Inc. 2013 Equity Incentive Plan.  We believe that a combination of cash, options for the purchase of
common stock, or grants of restricted stock will allow us to attract and retain the services of individuals who will help us achieve our business
objectives, thereby increasing value for our stockholders.  We believe that share ownership by our employees is an effective method to deliver
superior stockholder returns by increasing the alignment between the interests of our employees and our stockholders.  No employee is required
to own common stock in our Company.

In setting the compensation for our officers, we look primarily at the person’s responsibilities, at the person’s experience and education
and at our ability to replace the individual.  We expect the base salaries of our executive officers to remain relatively constant unless the person’s
responsibilities are materially changed.  We also expect that we may pay bonuses in the future to reward exceptional performance or the
achievement by the Company or an individual of targets to be agreed upon.  During 2011 and 2012, because we had limited cash resources, we
periodically accrued salaries for our executive officers.  It is possible that we will again be unable to pay these salaries in a timely manner until we
begin to generate cash from sales of our products or we arrange additional financing in the form of equity sales or debt instruments. 
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Employment Agreements and Offer Letters
 
On May 7 and May 8, 2013, our executives, Paul Bundschuh, Christopher Cobb and William Alexander, entered into employment agreements
with us.  With the exception of the annual compensation and the length of the term of the employment agreements, the material terms of the
employment agreements are substantially the same.

The employment agreements entered into by Messrs. Bundschuh and Alexander have initial terms of two years, but will be renewed on
an annual basis following the expiration of the initial term, unless otherwise terminated.  Mr. Cobb’s employment agreement includes an initial
term of one year, and will be renewed for periods of six months following the expiration of the initial term, unless otherwise terminated.  Mr.
Bundschuh is compensated at an annual rate of $200,000, Mr. Cobb is compensated at an annual rate of $175,000 and Mr. Alexander is
compensated at an annual rate of $223,267.

Each executive will be entitled to receive a cost of living adjustment on January 1st of each year and will be entitled to participate in any
employee benefit plans we offer.  Each executive is entitled to four weeks of paid time off each year.  Following the initial public offering of our
common stock, each executive will become eligible for an annual bonus, in an amount to be determined by the Compensation Committee, based
upon standards and goals agreed to by the Compensation Committee and the executive, and each executive may receive awards of stock grants or
stock options at the discretion of the Compensation Committee.

Our board of directors may terminate the services of the executive for “cause,” as defined in the employment agreement or upon 30 days
written notice to the executive.  The employment agreements may also be terminated by the executive’s death or disability, by the election of the
executive or due to a change in control, as defined in the employment agreements.

If an executive is terminated as a result of death, disability or the executive’s election, he will receive his accrued but unpaid salary and
the value of unused paid time off through the effective date of his termination, his accrued but unpaid annual bonus, if any, and his business
expenses incurred prior to the effective date of his termination (the “Termination Payment”).  The executive will be entitled to continue to
participate in any employee benefit plan to the extent provided for in the plan or as may be required by law.  If we terminate the executive’s
employment other than for cause, the executive will receive the Termination Payment and severance consisting of the greater of (i) the salary that
would be due to the executive if his employment had not been terminated or (ii) six months annual salary.  The executive will also be entitled to
continue to participate in any employee benefit plan for a period of six months following the termination of his employment.  If an executive is
terminated as a result of a change in control, he will receive the Termination Payment and severance in an amount equal to the annual salary due to
the executive for the balance of the term.  In no event will this severance payment be less than the amount of the executive’s annual salary.

By letter dated June 20, 2013, we made an offer of employment to Barry Loder for the position of Chief Financial Officer.  Mr. Loder agreed to
initially provide services on a part-time basis until the offering closes, at which time he will become a full-time employee.  During his part-time
service, we agreed to pay Mr. Loder $200 per hour.  Upon his transition to a full time employee, we agreed to pay Mr. Loder an annual salary of
$175,000 through the consummation of this offering and an annual salary of $200,000 thereafter.  Mr. Loder will be entitled to participate in any
bonus plan that may be adopted by our board of directors and he may be entitled to receive grants of restricted stock, bonus stock or stock
options, as determined by our board of directors.  Upon becoming a full time employee, Mr. Loder will become eligible to participate in our
employee benefit plans.
 
Outstanding Equity Awards at December 31, 2012

 
 
The following table sets forth certain information concerning outstanding equity awards for our Named Executive Officers at

December 31, 2012. No options were exercised by our Named Executive Officers during the last two fiscal years.
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   OptionAwards      

 
 
Name  

Number of securities
underlying

unexercised options
(#) Exercisable   

Number of securities
underlying

unexercised options
(#)

Unexercisable   

 
 
 

Option exercise price
($)  

 
 
 

Option expiration
date

           
Paul Bundschuh   1,228   --  $ 0.8133 5/12/2022
Paul Bundschuh   1,281   --  $ 0.7953 8/25/2022
Paul Bundschuh   9,817   1,963  $ 2.9715 6/30/2020
Paul Bundschuh   5,890   --  $ 2.9715 9/30/2020
Paul Bundschuh   5,890   --  $ 2.9715 12/31/2022
              
Christopher Cobb   2,766   16,199  $ 6.3276 5/21/2020
              
Charles De Tarr   26,743   --  $ 0.4155 1/31/2022

Director Compensation
 

Members of our board of directors did not receive compensation for their service as directors for the year ended December 31,
2012.  On June 30, 2013, our board of directors approved compensation to be paid to the independent directors as follows: each of the
independent directors will receive each calendar year $50,000 in cash and $50,000 in value of shares of common stock.  The cash component of
the compensation will not be earned and begin to accrue until the registration statement, of which this prospectus is a part, is declared effective
by the Securities and Exchange Commission.  All directors are reimbursed ordinary and reasonable expenses incurred in exercising their
responsibilities.   At June 30, 2013, we reserved 25,170 shares of our common stock for the payment of compensation to our independent
directors.

 
Insider Participation in Executive Compensation Decisions

Until November 28, 2012, our directors were also executive officers.  These individuals included William Alexander, Christopher Cobb and Paul
Bundschuh.  Our board of directors currently consists of five members, two of whom are also executive officers.  The three remaining members
of our board are independent within the meaning of the rules of the Nasdaq Capital Market.  On January 22, 2013, our board of directors
established three committees, namely an Audit Committee, a Nomination and Governance Committee and a Compensation Committee.  Our
independent directors are the sole members of each of these committees.

DESCRIPTION OF CAPITAL STOCK
 

The following is a brief description of our capital stock. This summary does not purport to be complete in all respects. This description
is subject to and qualified entirely by the terms of our Certificate of Incorporation (the “Certificate of Incorporation”), and our bylaws, copies of
which have been filed with the SEC and are also available upon request from us.
 
Authorized Capitalization
 

We have 60,000,000 shares of capital stock authorized under our Certificate of Incorporation, consisting of 50,000,000 shares of
common stock and 10,000,000 shares of preferred stock, all with a par value of $0.001 per share. As of September 16, 2013 , we had
1,480,262 shares of common stock outstanding (not including an additional 25,170 shares of common stock reserved for issuance as
compensation through June 30, 2013, to our independent directors) and no shares of preferred stock outstanding.  Our authorized but unissued
shares of common stock and preferred stock are available for issuance without further action by our stockholders, unless such action is required
by applicable law or the rules of any stock exchange or automated quotation system on which our securities may be listed or traded.
 
Common Stock
 

 
Holders of our common stock are entitled to such dividends as may be declared by our board of directors out of funds legally available

for such purpose, subject to any preferential dividend rights of any then outstanding preferred stock. The shares of common stock are neither
redeemable nor convertible. Holders of common stock have no preemptive or subscription rights to purchase any of our securities.
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Each holder of our common stock is entitled to one vote for each such share outstanding in the holder’s name.  No holder of common
stock is entitled to cumulate votes in voting for directors.
 

In the event of our liquidation, dissolution or winding up, the holders of our common stock are entitled to receive pro rata our assets,
which are legally available for distribution, after payments of all debts and other liabilities and subject to the prior rights of any holders of
preferred stock then outstanding.  All of the outstanding shares of our common stock are fully paid and non-assessable.  The shares of common
stock offered by this prospectus will also be fully paid and non-assessable.
 

There is no public market for our common stock.  We have applied for listing of our common stock on the Nasdaq Capital Market, and
listing on this exchange is a condition to the consummation of this offering.
 
Preferred Stock
 

Our Certificate of Incorporation permits us to issue up to 10,000,000 shares of preferred stock in one or more series and with rights and
preferences that may be fixed or designated by our board of directors without any further action by our stockholders.  We currently have no
shares of preferred stock outstanding.
 

Subject to the limitations prescribed in our Certificate of Incorporation and under Delaware law, our Certificate of Incorporation
authorizes the board of directors, from time to time by resolution and without further stockholder action, to provide for the issuance of shares of
preferred stock, in one or more series, and to fix the designation, powers, preferences and other rights of the shares and to fix the qualifications,
limitations and restrictions thereof.  The issuance of preferred stock with certain voting, conversion and/or redemption rights could adversely
affect the rights of holders of our common stock, including with respect to voting, dividends and liquidation.  Preferred stock could also be
issued quickly with terms calculated to delay, defer or prevent a change in control of our Company or to make removal of management more
difficult.  Additionally, the issuance of preferred stock may decrease the market price of our common stock.

Stock Options and Warrants
 
As of June 30, 2013, we have reserved the following shares of common stock for issuance pursuant to stock option and warrant

agreements:
 

 ●
 
 
●

158,108 shares of our common stock are reserved for issuance under various outstanding option agreements, at a weighted average
exercise price of $2.71631 per share;
 
1,524,095  shares of our common stock, at a weighted average exercise price of $2.99 per share (assuming the sale of our common
stock in this offering at a price of $5.00 per share), are reserved for issuance under various outstanding warrant agreements; and

 ● 487,713 shares of our common stock have been reserved for the issuance of awards under our 2013 Equity Incentive Plan.

On July 19, 2013, the Compensation Committee approved the grant of stock option awards from our 2013 Equity Incentive Plan covering
352,270 shares of our common stock.  The exercise price will equal the price at which shares of common stock are sold in this offering.
 
Convertible Promissory Notes

We have defined “Convertible Notes” in this prospectus to mean, collectively, $750,000 in senior secured convertible promissory
notes that must be paid or converted into shares of our common stock on or before July 29, 2014, $4 million in senior secured convertible
promissory notes that must be paid or converted into shares of our common stock on or before November 21, 2013, and $1.355 million in
convertible promissory notes that must be paid or converted into shares of our common stock on or before December 31, 2013.  Based on
interest accrued as of June 30, 2013, the Convertible Notes mandatorily will convert into 1,688,771shares of our common stock upon
consummation of a public offering of our common stock yielding gross proceeds of at least $10 million.  Therefore, upon consummation of this
offering, the Convertible Notes will be converted into 1,688,771 shares of our common stock.  As the calculation for the number of shares
issued is based on principal and interest, interest earned between June 30, 2013 and the date of the IPO will convert into additional shares of our
common stock.
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Anti-Takeover Effects of Certain Provisions of Delaware Law and Our Charter Documents

The following is a summary of certain provisions of Delaware law, our Certificate of Incorporation and our bylaws. This summary
does not purport to be complete and is qualified in its entirety by reference to the corporate law of Delaware and our Certificate of Incorporation
and bylaws.

Effect of Delaware Anti-Takeover Statute.  We will be subject to Section 203 of the Delaware General Corporation Law, an anti-takeover
law.  In general, Section 203 prohibits a Delaware corporation from engaging in any business combination (as defined below) with any interested
stockholder (as defined below) for a period of three years following the date that the stockholder became an interested stockholder, unless:

· prior to that date, the board of directors of the corporation approved either the business combination or the transaction that resulted in
the stockholder becoming an interested stockholder;

· upon consummation of the transaction that resulted in the stockholder becoming an interested stockholder, the interested stockholder
owned at least 85% of the voting stock of the corporation outstanding at the time the transaction commenced, excluding for purposes
of determining the number of shares of voting stock outstanding (but not the voting stock owned by the interested stockholder) those
shares owned by persons who are directors and officers and by excluding employee stock plans in which employee participants do not
have the right to determine whether shares held subject to the plan will be tendered in a tender or exchange offer; or

· on or subsequent to that date, the business combination is approved by the board of directors of the corporation and authorized at an
annual or special meeting of stockholders, and not by written consent, by the affirmative vote of at least 66 2/3% of the outstanding
voting stock that is not owned by the interested stockholder.
 
Section 203 defines “business combination” to include the following:
 

· any merger or consolidation involving the corporation and the interested stockholder;

· any sale, transfer, pledge or other disposition of 10% or more of the assets of the corporation involving the interested stockholder;

· subject to certain exceptions, any transaction that results in the issuance or transfer by the corporation of any stock of the corporation to
the interested stockholder;

· subject to limited exceptions, any transaction involving the corporation that has the effect of increasing the proportionate share of the
stock of any class or series of the corporation beneficially owned by the interested stockholder; or

· the receipt by the interested stockholder of the benefit of any loans, advances, guarantees, pledges or other financial benefits provided
by or through the corporation.

 
In general, Section 203 defines an interested stockholder as any entity or person beneficially owning 15% or more of the outstanding

voting stock of the corporation, or who beneficially owns 15% or more of the outstanding voting stock of the corporation at anytime within a
three-year period immediately prior to the date of determining whether such person is an interested stockholder, and any entity or person affiliated
with or controlling or controlled by any of these entities or persons.

Our Charter Documents.  Our charter documents include provisions that may have the effect of discouraging, delaying or preventing a
change in control or an unsolicited acquisition proposal that a stockholder might consider favorable, including a proposal that might result in the
payment of a premium over the market price for the shares held by our stockholders.  Certain of these provisions are summarized in the following
paragraphs.
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Effects of authorized but unissued common stock and blank check preferred stock.  One of the effects of the existence of authorized but

unissued common stock and undesignated preferred stock may be to enable our board of directors to make more difficult or to discourage an
attempt to obtain control of our Company by means of a merger, tender offer, proxy contest or otherwise, and thereby to protect the continuity of
management.  If, in the due exercise of its fiduciary obligations, the board of directors were to determine that a takeover proposal was not in our
best interest, such shares could be issued by the board of directors without stockholder approval in one or more transactions that might prevent or
render more difficult or costly the completion of the takeover transaction by diluting the voting or other rights of the proposed acquirer or
insurgent stockholder group, by putting a substantial voting block in institutional or other hands that might undertake to support the position of
the incumbent board of directors, by effecting an acquisition that might complicate or preclude the takeover, or otherwise.
 

In addition, our Certificate of Incorporation grants our board of directors broad power to establish the rights and preferences of
authorized and unissued shares of preferred stock.  The issuance of shares of preferred stock could decrease the amount of earnings and assets
available for distribution to holders of shares of common stock.  The issuance also may adversely affect the rights and powers, including voting
rights, of those holders and may have the effect of delaying, deterring or preventing a change in control of our Company.
 

Cumulative Voting.  Our Certificate of Incorporation does not provide for cumulative voting in the election of directors, which would
allow holders of less than a majority of the stock to elect some directors.

No Stockholder Action by Written Consent.  Our Certificate of Incorporation expressly prohibits stockholders from acting by written
consent.  This means that stockholders may only act at annual or special meetings.
 

Vacancies.  Our Certificate of Incorporation provides that all vacancies may be filled by the affirmative vote of a majority of directors
then in office, even if less than a quorum.
 

Special Meeting of Stockholders.  A special meeting of stockholders may only be called by the Chairman of the board of directors, the
Chief Executive Officer, or the board of directors at any time and for any purpose or purposes as shall be stated in the notice of the meeting, and
shall be called by the Secretary upon the written request of the holders of record of at least 25% of the outstanding shares of common stock.  This
provision could prevent stockholders from calling a special meeting because, unless certain significant stockholders were to join with them, they
might not obtain the percentage necessary to request the meeting.  Therefore, stockholders holding less than 25% of the issued and outstanding
common stock, without the assistance of management, may be unable to propose a vote on any transaction that would delay, defer or prevent a
change of control, even if the transaction were in the best interests of our stockholders.

Requirements for Advance Notification of Stockholder Nominations and Proposals.  Our Certificate of Incorporation and bylaws have
advance notice procedures with respect to stockholder proposals and nominations of candidates for election as directors, other than nominations
made by or at the direction of our board of directors or a committee of our board.  The business to be conducted at a meeting will be limited to
business properly brought before the meeting, in accordance with our Certificate of Incorporation and bylaws.  Failure to follow the procedures
set forth in our Certificate of Incorporation and bylaws will result in the chairman of the meeting disregarding the nomination or declaring that the
proposed business will not be transacted.
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MARKET FOR OUR COMMON STOCK, DIVIDEND POLICY AND OTHER STOCKHOLDER MATTERS
 

There is no established public trading market for our common stock.  Of the 1,480,262 shares of our common stock outstanding as of
September 16 , 2013, approximately 509,094 shares are held by “non-affiliates” and, of that amount, 217,471 shares will be freely tradable
without restriction pursuant to Rule 144 once we have been subject to the reporting requirements of Section 13 or Section 15(d) of the
Securities Exchange Act of 1934 for a period of at least 90 days and assuming we comply with the remaining requirements of Rule 144.  We
also have outstanding options for the purchase of 158,108 shares of common stock, 352,270 shares of common stock reserved for option
grants that were approved by the Compensation Committee on July 19, 2013, warrants for the purchase of 1,524,095 shares of common stock
and convertible promissory notes with interest accrued through June 30, 2013 that would require us to issue an additional 1,688,711 shares of
common stock. We have also reserved a total of 25,170 shares of common stock that we intend to issue to our independent directors as part of
their compensation for services provided through June 30 2013.  In addition, upon the closing of this offering, we will issue to the underwriter
a warrant for the purchase of 250,000 shares of our common stock.  Any substantial sale of our common stock pursuant to Rule 144 or
pursuant to any resale prospectus (including sales by investors of securities acquired in connection with this offering) may have a material
adverse effect on the market price of our common stock.

We have never paid cash dividends on our securities and we do not anticipate paying any cash dividends on our shares of common
stock in the foreseeable future.  We intend to retain any future earnings for reinvestment in our business.  Any future determination to pay cash
dividends will be at the discretion of our board of directors, and will be dependent upon our financial condition, results of operations, capital
requirements and such other factors as our board of directors deems relevant.

We have applied for the listing of our common stock on the Nasdaq Capital Market but we cannot assure you that our application will
be approved. If our application is not approved, we may not complete the offering. 

 
As of September 16, 2013, we had 1,480,262 shares of common stock outstanding, held of record by 24 stockholders. 

 
SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

 
We have set forth in the following table certain information regarding our common stock beneficially owned by (i) each stockholder we

know to be the beneficial owner of 5% or more of our outstanding common stock, (ii) each of our directors and named executive officers, and
(iii) all executive officers and directors as a group.  Generally, a person is deemed to be a “beneficial owner” of a security if that person has or
shares the power to dispose or to direct the disposition of such security.  A person is also deemed to be a beneficial owner of any securities of
which the person has the right to acquire beneficial ownership within 60 days pursuant to options, warrants, conversion privileges or similar
rights.  Unless otherwise indicated, ownership information is as of September 16, 2013, and is based on 1,480,262 shares of common stock
outstanding on that date.  The percentage ownership after the offering is based on 5,694,143 shares of common stock outstanding.
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Names and Address of Beneficial Owner  
Number of Shares

Beneficially Owned   

% of Shares
Owned Prior

to the Offering   

% of Shares
Owned After the

Offering  
          
Directors and Officers:          
          
Paul Bundschuh, Chief Executive Officer and Director   75,703 (3)   5.0 %  1.3 %
Christopher Cobb, President, Chief Operating Officer and
Director   94,012 (4)   6.0 %  1.6 %
William C. Alexander, Chief Technology Officer   480,995    32.5 %  8.4 %
Charles De Tarr, Vice President, Finance and Secretary   210,135 (5)   13.4 %  3.6 %
Mark Baum, Director   81,423 (6)   5.4 %  1.7 %(7)
Lon E. Bell, Director   66,346 (8)   4.3 %  1.9 %(9)
             

All Directors and Officers as a Group   1,008,616    56.5 %  17.6 %
             
5% Owners             
             
Hamo Hacopian   262,495    17.7 %  4.6 %
Peter Appel   506,435 (10)   25.5 %  12.4 %(11)
MDB Capital Group, LLC   114,290 (12)   7.2 %  2.9 %(13)
Cindy Breed   131,247    8.9 %  2.3 %
David Breed   142,996 (14)   9.6 %  2.5 %
 
(1) The address of each officer and director is 5004 Bee Creek Rd., Suite 600, Spicewood, Texas 78669
 
(2) Beneficial ownership is determined in accordance with Rule 13d-3 under the Securities Exchange Act of 1934, as amended, and is

generally determined by voting powers and/or investment powers with respect to securities. Unless otherwise noted, the shares of
common stock listed above are owned as of July 20, 2013, and are owned of record by each individual named as beneficial owner
and such individual has sole voting and dispositive power with respect to the shares of common stock owned by each of them.  In
determining the number of shares that may be issued for the conversion of promissory notes, we have accrued interest through July
20, 2013.

(3) Includes 44,780 shares of common stock, warrants for the purchase of 2,054 shares of common stock, 26,071 shares subject to an
option to purchase common stock and, assuming a price of $5.00 per share in this offering, 2,799 shares of common stock that may
be issued upon the conversion of a promissory note in the principal amount of $13,000.

(4) Includes 14,094 shares of common stock, warrants for the purchase of 31,608 shares of common stock, 5,517 shares subject to an
option to purchase common stock exercisable within 60 days of July 20, 2013, and 42,794 shares of common stock that may be
issued upon the conversion of a promissory note in the principal amount of $200,000.

(5) Includes 118,406 shares of common stock, warrants for the purchase of 23,706 shares of common stock, 26,743 shares subject to an
option to purchase common stock exercisable within 60 days of July 20, 2013, and 41,280 shares of common stock that may be
issued upon the conversion of a promissory notes in the principal amount of $150,000 and $40,000.

(6) This amount includes 44,099 shares held in Mr. Baum’s name and 28,935 shares of common stock that may be acquired through the
conversion of a senior secured convertible promissory note in the principal amount of $100,000 held by Series E-1 of Larren Smitty,
LLC, of which Mr. Baum is the beneficial owner, and 8,390 shares of common stock which have been authorized but have not yet
been issued for services Mr. Baum has provided as a director.  Not included in this amount are 14,383 shares of common stock
issuable upon the exercise of warrants held by Series E-1 of Larren Smitty, LLC.
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(7) Mr. Baum’s percentage ownership following the offering is based on 95,807 shares of common stock, which includes 81,423 shares

from the conversion of senior secured convertible promissory notes issued to Series E-1 of Larren Smitty, LLC as well as 14,383
shares underlying warrants held by Series E-1 of Larren Smitty, LLC that will become exercisable upon the completion of this
offering.

  
(8) Lon E. Bell, Ph.D., a director, is a trustee of the Bell Family Trust that owns two senior secured convertible promissory notes, each

in the principal amount of $100,000 which may be converted into 57,956 shares of our common stock.  This amount also includes
8,390 shares of common stock which have been authorized but have not yet been issued for services Dr. Bell has provided as a
director.  Dr. Bell has sole voting and investment control with respect to the shares of common stock owned by the Bell Family
Trust.  Not included in this amount are warrants for the purchase of 43,150 shares of common stock that will not be exercisable until
this offering is complete.
 

(9) Dr. Bell’s percentage ownership following the offering is based on 109,496 shares of common stock, which includes 66,346 shares
from the conversion of senior secured convertible promissory notes and shares for services as well as 43,150 shares underlying the
warrants that will become exercisable upon the completion of this offering.

 
(10) This amount includes 506,435 shares of common stock that may be acquired through the conversion of senior secured convertible

promissory notes in the principal amounts of $100,000, $1,625,000 and $275,000.  Not included in this amount are warrants for
the purchase of 302,049 shares of common stock that will not be exercisable until this offering is completed.  Mr. Appel has sole
voting and dispositive power with respect to his shares of common stock. 
 

(11) Mr. Appel’s percentage ownership following the offering is based on 808,484 shares of common stock, which includes 506,435
shares from the conversion of senior secured convertible promissory notes as well as 302,049 shares underlying the warrants that
will become exercisable upon the completion of this offering.

  
(12) The address for MDB Capital Group, LLC is 401 Wilshire Boulevard, Suite 1020, Santa Monica, California 90401. This amount

includes 114,290 shares of common stock which may be acquired through the conversion of senior secured convertible
promissory notes in the principal amount of $195,000 and $200,000.   Not included in this amount are warrants for the purchase
of 350,698 shares of common stock that are not currently exercisable.  Warrants for the purchase of 56,814 shares of common
stock will be exercisable after this offering is completed and warrants for the purchase of 293,884 shares of common stock will be
exercisable 180 days following the completion of this offering.  Christopher A. Marlett has sole voting and dispositive power with
respect to these shares of common stock.

 
(13) The percentage ownership of MDB Capital Group, LLC following the offering is based on 171,104 shares of common stock,

which includes 114,290 shares from the conversion of senior secured convertible promissory notes as well as 56,814 shares
underlying warrants that will become exercisable upon the completion of this offering.

  
 (14) This amount includes 131,247 shares of common stock, 7,798 shares of common stock which may be acquired through the

conversion of a convertible promissory note in the principal amount of $25,000, and warrants for the purchase of 3,951 shares of
common stock exercisable within 60 days of July 20, 2013.

 
 

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

We have applied for the listing of our common stock on the Nasdaq Capital Market, therefore, our determination of the independence
of directors is made using the definition of “independent” contained in the listing standards of the Nasdaq Stock Market. On the basis of
information solicited from each director, the board has determined that each of Mr. Baum and Dr. Bell has no material relationship with the
Company and is independent within the meaning of such rules.

 
SEC regulations define the related person transactions that require disclosure to include any transaction, arrangement or relationship in

which the amount involved exceeds the lesser of $120,000 or one percent of the average of the Company’s total assets at year end for the last two
completed fiscal years in which we were or are to be a participant and in which a related person had or will have a direct or indirect material
interest. A related person is: (i) an executive officer, director or director nominee of the Company, (ii) a beneficial owner of more than 5% of our
common stock, (iii) an immediate family member of an executive officer, director or director nominee or beneficial owner of more than 5% of our
common stock, or (iv) any entity that is owned or controlled by any of the foregoing persons or in which any of the foregoing persons has a
substantial ownership interest or control.
 

For the period from January 1, 2011, through the date of this prospectus (the “Reporting Period”), described below are certain
transactions or series of transactions between us and certain related persons.
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On October 16, 2011, Paul Bundschuh, our Chief Executive Officer, purchased 4,109 shares of stock in exchange for $26,000.
 
On March 24, 2011, we issued a $10,000 promissory note to William Alexander, our Chief Technology Officer and a beneficial

owner of more than 5% of our common stock.  The note accrued simple interest at the rate of 6% per year and all principal and interest were
due and payable on the maturity date, December 31, 2011.  On September 5, 2011 we repaid the loan along with $271 in accrued interest.

On March 25, 2011, we issued a promissory note in the principal amount of $20,000 to Dr. David Breed.  At the time the loan was
made, Dr. Breed was a director and he is a beneficial owner of more than 5% of our common stock.  The note accrued simple interest at the rate
of 6% per year.  On September 30, 2011, we repaid $10,000 of the principal amount together with $310.68 in interest.  On October 15, 2011
we paid the remaining $10,000 of the principal amount together with $335 in interest.

Between March 17, 2011 and March 25, 2011, we received three loans from Charles De Tarr totaling $60,000, which was the highest
principal amount owed during the Reporting Period.  At the time the loans were made, Mr. De Tarr was a director and our Chief Financial
Officer and he is a beneficial owner of more than 5% of our common stock.  The loans accrued simple interest at the rate of 6% per year.  On
April 30, 2011, we repaid $20,000 of the principal amount.  On July 8, 2011, Mr. De Tarr advanced an additional $10,000 to us.  On October
9, 2011, we repaid $10,000 in principal amount in cash, paid interest in the amount of $1,623 and repaid the remaining $40,000 in principal
amount with the convertible promissory note described below.

On October 9, 2011, we issued a $40,000 convertible promissory note to Mr. De Tarr.  The convertible note accrues simple interest at
the rate of 6% per year and all principal and interest are due and payable on the earlier of (i) December 31, 2013, (ii) the closing of a firm
commitment underwritten initial public offering that raises at least $10 million (an IPO), (iii) the closing of a Qualified Financing, as defined in
the convertible promissory note, and (iv) an event of default.  The promissory note will automatically convert on an IPO at the price per share at
which the common stock is offered to the public.  At Mr. De Tarr’s option, the promissory note may also be converted (A) upon a Non-
Qualified Financing (as defined in the promissory note) at the lower of (i) the lowest per share or unit purchase price paid for Next Round
Securities (as defined in the promissory note) or (ii) $2.65754 or (B) at any time prior to a Non-Qualified Financing or Qualified Financing at
$6.3276.  During the Reporting Period, the highest principal amount owed pursuant to the promissory note was $40,000.  As of July 20, 2013,
interest in the amount of $4,277 had accrued.  To date, no payments have been made toward the principal amount or accrued interest.

 
On February 24, 2012, we issued a $25,000 convertible promissory note and a common stock purchase warrant to Dr. David

Breed.  The convertible note accrues simple interest at the rate of 6% per year and all principal and interest are due and payable on its maturity
date, December 31, 2013, unless earlier paid by the Company.  The promissory note may be converted at the lower of (i) the lowest per share
purchase price paid in cash for Next Financing Securities (as defined in the convertible note) or (ii) $6.3276.  The promissory note will
automatically convert upon an initial public offering of our common stock at the price per share at which the common stock is offered to the
public.  At Dr. Breed’s option, he may convert the promissory note at any time at the rate of $6.3276.  During the Reporting Period, the highest
principal amount owed pursuant to the promissory note was $25,000.  As of July 20, 2013, interest in the amount of $2,107 had accrued.  To
date, no payments have been made toward the principal amount or accrued interest.  In conjunction with this promissory note, we issued a
warrant to Dr. Breed.  The warrant has a term of seven years.  The number of shares subject to the warrant is determined by dividing the
principal amount of the promissory note by the exercise price.  The exercise price is determined as follows:  if the convertible promissory note is
converted in the Next Financing, the per share exercise price will be the price at which the note was converted, otherwise the per share exercise
price will be $6.3276.

On April 12, 2012, we issued a $13,000 convertible promissory note and a common stock purchase warrant to Paul Bundschuh, our
Chief Executive Officer.  The convertible note accrues simple interest at the rate of 6% per year and all principal and interest are due and payable
on its maturity date, December 31, 2013, unless earlier paid by the Company.  The promissory note will automatically convert upon an initial
public offering of our common stock at the price per share at which the common stock is offered to the public.  The promissory note may be
converted (A) at the lower of (i) the lowest per share purchase price paid in cash for Next Financing Securities (as defined in the convertible note)
or (ii) $6.3276 or (B) prior to the Next Qualified Financing (as defined in the convertible note) at $6.3276.  During the Reporting Period, the
highest principal amount owed pursuant to the promissory note was $13,000.  As of July 20, 2013, interest in the amount of $993 had
accrued.  To date, no payments have been made toward the principal amount or accrued interest.  In conjunction with this promissory note, we
issued a warrant to Mr. Bundschuh.  The warrant has a term of seven years.  The number of shares subject to the warrant is determined by
dividing the principal amount of the promissory note by the exercise price.  The exercise price is determined as follows:  if the convertible
promissory note is converted in the Next Financing, the per-share exercise price will be the price at which the note was converted, otherwise the
per share exercise price will be $6.3276.
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On May 22, 2012, we issued convertible promissory notes together with common stock purchase warrants to Charles De Tarr and

Christopher Cobb, respectively.  Mr. Cobb is our President and Chief Operating Officer, a member of our board of directors and a beneficial
owner of more than 5% of our common stock.  The note issued to Mr. De Tarr was in the principal amount of $150,000 and included a series
of advances made to us by Mr. De Tarr from February 28, 2012 through May 22, 2012.  The note issued to Mr. Cobb was in the principal
amount of $200,000.  The convertible notes accrue interest at the rate of 6% per year and all principal and interest are due and payable on the
maturity date, December 31, 2014, unless earlier paid by the Company.  The promissory notes will automatically convert upon an initial public
offering of our common stock at the price per share at which the common stock is offered to the public.  The promissory notes may be
converted (A) at the lower of (i) the lowest per share purchase price paid in cash for Next Financing Securities (as defined in the convertible
notes) or (ii) $6.3276 or (B) prior to the Next Qualified Financing (as defined in the convertible notes) at $6.3276.  As of July 20, 2013, interest
in the amount of $12,125 had accrued on the $150,000 note and interest in the amount of $13,969 had accrued on the $200,000 note.  To date,
no payments have been made toward the principal amount or accrued interest of either note, therefore, during the Reporting Period, the highest
principal amounts owed pursuant to the promissory notes were $150,000 and $200,000, respectively.  In conjunction with these promissory
notes, we issued a warrant to each of Mr. De Tarr and Mr. Cobb.  The warrants have terms of seven years.  The number of shares subject to
each warrant is determined by dividing the principal amount of the promissory note by the exercise price.  The exercise price is determined as
follows:  if the convertible promissory note is converted in the Next Financing, the per share exercise price will be the price at which the note
was converted, otherwise the per share exercise price will be $6.3276.

On August 31, 2012, we closed an offering of $750,000 in principal amount of senior secured convertible promissory notes (the
“August Notes”) together with warrants to purchase shares of our common stock.  On November 21, 2012, we closed an offering of $3.25
million in principal amount of senior secured convertible promissory notes (the “November Notes”) together with warrants to purchase shares of
our common stock.  On July 29, 2013, we closed an offering of $750,000 in aggregate principal amount of senior secured convertible
promissory notes (the “July Notes”) together with warrants for the purchase of our common stock.  The August Notes, the November Notes and
the July Notes are collectively referred to in this discussion as the “Notes.”  The Notes accrue interest at the higher of (i) 1% per annum or (ii) or
the lowest rate that may accrue without causing the imputation of interest under the Internal Revenue Code.  The principal amount of the August
Notes and the November Notes, together with accrued interest, are due and payable on the earlier to occur of (i) November 21, 2013, (ii) an Event
of Default (as defined in the Notes) or (iii) the closing of an IPO Financing (as defined in the Notes).  The principal amount of the July Notes,
together with accrued interest, are due and payable on the earlier to occur of (i) July 29, 2014, (ii) an Event of Default (as defined in the Notes) or
(iii) the closing of an IPO Financing (as defined in the Notes).  To date, we have made no payments toward the principal or accrued interest.  The
warrants issued in conjunction with the Notes have a term of seven years (provided that if we consummate an initial public offering of our
common stock after the fifth anniversary date of the issue date but prior to the expiration date, then the expiration date will be extended for an
additional five years following the initial public offering) and an exercise price that will be determined as follows: (i) in the event of an IPO that
occurs prior to the maturity dates of the Notes, the per-share exercise price will be equal to the lower of 0.70 times the IPO price or $3.47626; or
(ii) in the event of a Private Equity Financing (as defined in the warrant agreement) that occurs prior to the maturity date of the Notes, the per-
share exercise price will be equal to the lower of 0.70 times the Private Equity Financing Price or $3.47626; provided, however, that (A) if we
undertake first, a Private Equity Financing and secondly, an IPO prior to the maturity date of the Notes and (B) the Private Equity Financing price
is higher than the IPO price, then the per share exercise price will be adjusted to equal the number of shares of common stock and the exercise
price calculated in accordance with subsection (i) above; or (iii) if we do not undertake either a Private Equity Financing or an IPO prior to the
maturity date of the Notes, then the exercise price will be $3.47626 per share.  The number of shares of common stock that will be issued under
the terms of the warrants issued in conjunction with the August Notes will be determined as follows: (i) in the event of an IPO that occurs prior
to November 21, 2013, the principal amount of the August Note divided by the lower of 0.70 of the IPO Price or $3.47626 will determine the
number of shares of common stock covered by the warrant while the per-share exercise price will be equal to the lower of 0.70 times the IPO
Price or $3.47626; or (ii) in the event of a Private Equity Financing that occurs prior to November 21, 2013, the principal amount of
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the August Note divided by the lower of 0.70 of the Private Equity Financing Price or $3.47626 will determine the number of shares of common
stock covered by the warrant, with a per-share exercise price equal to the lower of 0.70 times the Private Equity Financing Price or $3.47626;
provided, however, that (A) if we undertake first, a Private Equity Financing and secondly, an IPO prior to November 21, 2013 and (B) the
Private Equity Financing Price is higher than the IPO Price, then the number of shares of common stock covered by the warrant and the per share
exercise price shall be adjusted to equal the number of shares of common stock and the exercise price calculated in accordance with subsection (i)
above; or (iii) if we do not undertake either a Private Equity Financing or an IPO prior to November 21, 2013, then the number of shares of
common stock covered by the warrant will equal the original principal amount of the August Note divided by $3.47626, and the exercise price
will be $3.47626 per share.  The number of shares of common stock that may be purchased pursuant to the terms of the warrants issued in
conjunction with the November Notes and the July Notes will be computed identically to the August Notes, except on one-half the principal
amount.  The following officers, directors and beneficial owners of 5% of our common stock invested in these offerings:

August 31, 2012    
    

Name and Title  Investment Amount  
    
Lon E. Bell, director (Investment made through the Bell Family Trust dated 2/2/95)  $ 100,000 
Peter Appel, beneficial owner of more than 5% of our common stock  $ 100,000 
    
November 21, 2012    
    
Lon E. Bell, director (Investment made through the Bell Family Trust dated 2/2/95)  $ 100,000 
Mark Baum, director (Investment made through Series E-1 of the Larren Smitty, LLC)  $ 100,000 
Peter Appel, beneficial owner of more than 5% of our common stock  $ 1,625,000 
MDB Capital Group, LLC, beneficial owner of more than 5% of our common stock  $ 395,000 
     
July 29, 2013     
     
Peter Appel, beneficial owner of more than 5% of our common stock  $ 275,000 

 
On July 24, 2012, we entered into engagement agreements with MDB Capital Group, LLC (“MDB”) (the “Engagement

Agreements”).  In exchange for services that were provided and pursuant to the terms of our Engagement Agreements, on November 21, 2012,
we issued to MDB a warrant to purchase 200,393 shares of common stock and a warrant to purchase 93,491 shares of common stock.  The
warrant to purchase 200,393 shares of common stock expires seven years from the date of issuance.  The warrant for the purchase of 93,491
shares of common stock expires seven years after the issue date, provided, however, if the Company closes an IPO after the fifth anniversary
date of the issue date but prior to the expiration date, then the expiration date will be extended for an additional five years following the close of
the IPO.  The exercise price of the warrant to purchase 200,393 shares of common stock will be determined as follows: (i) in the event of an IPO
that occurs prior to the November 21, 2013, the per-share exercise price will be equal to the lower of 0.70 times the IPO price or $3.47626; or (ii)
in the event of a Private Equity Financing (as defined in the warrant agreement) that occurs prior to November 21, 2013, the per-share exercise
price will be equal to the lower of 0.70 times the Private Equity Financing Price or $3.47626; provided, however, that (A) if we undertake first, a
Private Equity Financing and secondly, an IPO prior to November 21, 2013, and (B) the Private Equity Financing price is higher than the IPO
price, then the per share exercise price will be adjusted to equal the number of shares of common stock and the exercise price calculated in
accordance with subsection (i) above; or (iii) if we do not undertake either a Private Equity Financing or an IPO prior to November 21, 2013,
then the exercise price will be $3.47626 per share.  The exercise price of the warrant to purchase 93,491 shares of common stock will be
determined as follows:  (i) in the event of an IPO that occurs prior to November 21, 2013, the per-share exercise price will be equal to 125% of
the lower of 0.70 times the IPO price or $4.345325; or (ii) in the event of a Private Equity Financing (as defined in the warrant agreement) that
occurs prior to November 21, 2013, the per-share exercise price will be equal to 125% of the lower 0.70 times the Private Equity Financing Price
or $4.345325; provided, however, that (A) if we undertake first, a Private Equity Financing and secondly, an IPO prior to November 21, 2013,
and (B) the Private Equity Financing price is higher than the IPO price, then the per share exercise price will be adjusted to equal the number of
shares of common stock and the exercise price calculated in accordance with subsection (i) above; or (iii) if we do not undertake either a Private
Equity Financing or an IPO prior to November 21, 2013, then the exercise price will be $4.345325 per share.  The warrants will become
exercisable, in whole or in part, 180 days after the completion of this offering. On July 10, 2013 we executed addenda to these warrant
agreements to clarify certain ambiguities contained in the warrants relating to time period that MDB Capital Group, LLC may exercise its right to
purchase the shares of the common stock underlying the warrants.  Pursuant to the addenda, the warrants will become exercisable on the earlier
of the Calendar Due Date, as defined in the warrants, or 180 days following an IPO.
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During the years ended December 31, 2012 and 2011 and the six months ended June 30, 2013, we incurred $50,069, $75,823 and
$36,800,  respectively, for IT services and equipment provided by DataCorp, a company that is owned by Hamo Hacopian, a former director.
 
Set forth in the table below is information relating to stock option grants made to our named executive officers.  The awards were granted on
July 19, 2013 from the Ideal Power Converters, Inc. 2013 Equity Incentive Plan.  The term of each grant is 10 years.  The right to purchase
one-third of the shares of common stock will vest on each of December 31, 2013, December 31, 2014 and December 31, 2015.  The per share
exercise price will be the price at which our common stock is sold in this offering.  The stock option grant approved for Barry Loder is subject
to the completion of this offering, at which time he will become a full-time employee.
 
Name of Officer Number of Option Shares
  
Paul Bundschuh 104,998
Christopher Cobb 62,999
William C. Alexander 41,999
Barry Loder 41,999
Charles De Tarr 21,000

Certain of our current officers have executed employment agreements with us or have received shares of common stock or options to
purchase common stock as compensation.  Our independent directors also receive compensation for their services to us.  See the section of this
prospectus titled “Executive Compensation” for a discussion of these transactions.
 

CHANGES IN ACCOUNTANTS

In January 2013, we dismissed Maxwell, Locke & Ritter (MLR) as our independent public accounting firm, because MLR is not
registered with the Public Company Accounting Oversight Board.  On January 26, 2013, we engaged Gumbiner Savett Inc. (“Gumbiner”) as our
new independent registered public accounting firm.  The decision to dismiss MLR and to retain Gumbiner was approved by our board of
directors.

For the fiscal years ended December 31, 2010 and December 31, 2011, MLR’s reports on our financial statements did not contain an
adverse opinion or a disclaimer of opinion, and were not qualified or modified as to uncertainty, audit scope, or accounting principles.  During the
fiscal years ended December 31, 2010 and December 31, 2011 and through the date of MLR’s dismissal, there were no disagreements with MLR
on any matter of accounting principles or practices, financial statement disclosure, or auditing scope or procedure that would have caused MLR to
make reference to the subject matter of the disagreement in its reports.  During the fiscal years ended December 31, 2010 and December 31, 2011
and through the date of MLR’s dismissal, we did not experience any of the events set forth in paragraphs (A) through (D) of Item 304(a)(1)(v)
of Regulation S-K.

During the fiscal years ended December 31, 2010 and December 31, 2011 and through the date that we retained Gumbiner, we did not
consult Gumbiner regarding any of the matters set forth in paragraphs (i) and (ii) of Item 304(a)(2) of Regulation S-K.
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UNDERWRITING
 

We are offering the shares of common stock described in this prospectus through the underwriter, MDB Capital Group, LLC, which is
acting as lead managing underwriter of the offering.  MDB Capital Group, LLC has rendered advisory services to us in the past and has acted
as our placement agent in connection with the placement of our senior secured convertible promissory notes in November 2012 and again in
July 2013.

 
We have agreed to enter into an underwriting agreement with the underwriter prior to the closing of this offering. Subject to the terms

and conditions of the underwriting agreement, we will agree to sell to the underwriter, and the underwriter will agree to purchase, at the public
offering price less the underwriting discounts and commissions set forth on the cover page of this prospectus, as it may be supplemented, shares
of common stock.
 

The underwriter is committed to purchase all of the common shares offered by us, other than those covered by the option to purchase
additional shares described below, if they purchase any shares.  The underwriting agreement provides that the underwriter’s obligations to
purchase shares of our common stock are subject to conditions contained in the underwriting agreement.  A copy of the underwriting agreement
has been filed as an exhibit to the registration statement of which this prospectus forms a part.
 

We have been advised by the underwriter that the underwriter proposes to offer shares of our common stock directly to the public at the
public offering price set forth on the cover page of this prospectus and to certain dealers that are members of the Financial Industry Regulatory
Authority (FINRA). Any securities sold by the underwriter to such securities dealers will be sold at the public offering price less a selling
concession not in excess of $[___] per share. After the public offering of the shares, the offering price and other selling terms may be changed by
the underwriter.
 

None of our securities included in this offering may be offered or sold, directly or indirectly, nor may this prospectus and any other
offering material or advertisements in connection with the offer and sales of any of our common stock, be distributed or published in any
jurisdiction, except under circumstances that will result in compliance with the applicable rules and regulations of that jurisdiction. Persons who
receive this prospectus are advised to inform themselves about and to observe any restrictions relating to this offering of our common stock and
the distribution of this prospectus. This prospectus is neither an offer to sell nor a solicitation of any offer to buy any of our common stock
included in this offering in any jurisdiction where that would not be permitted or legal.
 

The underwriter has advised us that it does not intend to confirm sales to any accounts over which they exercise discretionary authority.
 

Underwriting Discount and Expenses
 

The following table summarizes the underwriting discount and commission to be paid to the underwriter by us.
 

  

Without
Over-

Allotment   

With
Over-

Allotment  
Public offering price  $ 12,500,000  $ 14,375,000 
Underwriting discount to be paid to the underwriter   1,250,000   1,437,500 
Non-accountable expense allowance   187,500   187,500 
Net proceeds, before other expenses  $ 11,062,500  $ 12,750,000 
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We estimate the total expenses payable by us for this offering to be approximately $2.03 million, which amount includes (i) the
underwriting discount of $1,250,000 ($1,437,500 if the underwriter’s over-allotment option is exercised in full), (ii) reimbursement of the non-
accountable expenses of the underwriter equal to $187,500 (none of which has been paid in advance), including the legal fees of the underwriter
being paid by us, and (iii) other estimated expenses of approximately $595,500, which includes legal, accounting, printing costs and various fees
associated with the registration and listing of our shares.  In no event will the aggregated expenses reimbursed to MDB Capital Group, LLC
exceed $187,500.

 
Over-allotment Option
 

We have granted to the underwriter an option, exercisable not later than 45 days after the date of this prospectus, to purchase up to an
additional 375,000 shares of our common stock (up to 15% of the shares firmly committed in this offering) at the public offering price, less the
underwriting discount, set forth on the cover page of this prospectus. The underwriter may exercise the option solely to cover over-allotments, if
any, made in connection with this offering. If any additional shares of our common stock are purchased pursuant to the over-allotment option, the
underwriter will offer these additional shares of our common stock on the same terms as those on which the other shares of common stock are
being offered hereby.
 
Determination of Offering Price
 

There is no current market for our common stock. Our underwriter, MDB Capital Group, LLC, is not obligated to make a market in our
securities, and even if it chooses to make a market, can discontinue at any time without notice. Neither we nor the underwriter can provide any
assurance that an active and liquid trading market in our securities will develop or, if developed, that the market will continue.
 

The public offering price of the shares offered by this prospectus has been determined by negotiation between us and the underwriter.
Among the factors considered in determining the public offering price of the shares were:

· our history and our prospects;

· the industry in which we operate;

· our past and present operating results;

· the previous experience of our executive officers; and

· the general condition of the securities markets at the time of this offering.
 

The offering price stated on the cover page of this prospectus should not be considered an indication of the actual value of the shares.
That price is subject to change as a result of market conditions and other factors, and we cannot assure you that the shares can be resold at or
above the public offering price.
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Underwriter Warrant
 

We have agreed to issue to MDB Capital Group, LLC and its designees a warrant to purchase shares of our common stock (up to 10%
of the shares of common stock sold in this offering). This warrant is exercisable at $6.25 per share (125% of the price of the common stock
sold in this offering), commencing on the effective date of this offering and expiring five years from the effective date of this offering. The
warrant and the shares of common stock underlying the warrant have been deemed compensation by FINRA and are therefore subject to a 180
days  lock up pursuant to Rule 5110(g)(1) of FINRA. MDB Capital Group, LLC (or permitted assignees under the Rule) will not sell, transfer,
assign, pledge, or hypothecate this warrant or the securities underlying this warrant, nor will it engage in any hedging, short sale, derivative, put,
or call transaction that would result in the effective economic disposition of this warrant or the underlying securities for a period of 180 days
from the effective date of the offering.

 
Pursuant to engagement agreements entered into on July 24,2012, with MDB Capital Group, LLC, we issued warrants to purchase an aggregate
of 293,884 shares of our common stock on November 21, 2012.  The term for these warrants is 7 years and the warrants do not become
exercisable until 180 days after the completion of this offering.  Upon the completion of this offering with aggregate gross proceeds in excess of
$10 million, the exercise price for 200,393 shares of our common stock covered by these warrants will be the lower of 0.70 times the IPO price
set forth on the cover page of this Prospectus or $3.47626, and the exercise price of the remaining warrant to purchase 93,491 shares of our
common stock will be 125% of the lower of 0.70 times the IPO price set forth on the cover page of this Prospectus or $4.345325.  We issued
these warrants to MDB Capital Group, LLC for advisory services and private placement agency services rendered on November 21, 2012.
 
In the private placement of our senior secured convertible promissory notes in November of 2012, MDB Capital Group purchased an aggregate
of $395,000 in principal amount of our notes and received warrants to purchase shares of our common stock.  The term of this warrant is 7
years.  The calculation of the number of shares of our common stock covered by this warrant and the exercise price is determined by a
formula.  The number of shares of our common stock covered by the warrant is determined by dividing 50% of the principal amount of the
senior secured convertible notes purchased by the lower of 0.70 times the IPO price set forth on the cover page of this Prospectus or $3.47626
with an exercise price of the lower of 0.70 times the IPO price set forth on the cover page of this Prospectus or $3.47626.  Assuming that the
offering covered by this prospectus closes with the IPO price set forth on the cover page of this prospectus and that we receive aggregate gross
proceeds in excess of $10 million, the warrant would cover 56,814 shares of our common stock.  These warrants are not currently exercisable
and will not become exercisable unless and until this offering closes or certain future events occur.  If this offering does not close or is
abandoned, then this warrant will cover 56,814 shares of our common stock at an exercise price of $3.37626 per share and become exercisable
on November 21, 2013, unless a private equity financing occurs prior to that date in which case the number of shares covered by this warrant
and the exercise price will be determined by the price our shares are sold in the private equity financing.   In July 2013, MDB Capital Group,
LLC acted as our exclusive placement agent for the private placement of our senior secured convertible promissory notes but did not purchase
any additional notes.
 
Lock-Up Agreements
 

Excluding holders of our senior secured convertible promissory notes , all of our officers, directors, employees, and stockholders
beneficially owning 5% or more of our common stock have agreed that, until the later of the one year anniversary of the date of the
Underwriting Agreement we will enter into in conjunction with this offering, they will not sell, contract to sell, grant any option for the sale or
otherwise dispose of any of our equity securities, or any securities convertible into or exercisable or exchangeable for our equity securities,
without the consent of MDB Capital Group, LLC, except for exercise or conversion of currently outstanding warrants, options and convertible
debentures, as applicable; and exercise of options under an acceptable stock incentive plan.  This lock-up covers a total of 2 ,003,817 shares of
common stock which includes 1,256,492 shares of our currently outstanding common stock and 747,325 shares of common stock underlying
stock options, warrants and convertible promissory notes, including 293,884 shares of common stock underlying warrants issued to MDB
Capital Group, LLC . The underwriter may consent to an early release from the lock-up period if, in its opinion, the market for the common
stock would not be adversely impacted by sales and in cases of a financial emergency of an officer, director or other stockholder. We are
unaware of any officer, director or stockholder who intends to ask for consent to dispose of any of our equity securities during the relevant
lock-up periods.

 
 

-63-



 

Holders of our senior secured convertible promissory notes, including MDB Capital Group, LLC, have agreed that, until 180 days
following the date of this prospectus, they will not sell, contract to sell, grant any option for the sale or otherwise dispose of any of our equity
securities, or any securities convertible into or exercisable or exchangeable for our equity securities, without the consent of MDB Capital
Group, LLC.  This lock-up covers a total of 2,164,223 shares of our common stock which includes 1,373,143 shares of common stock that
will be issued upon the conversion of our senior secured convertible promissory notes and  791,080 shares of common stock underlying the
warrants issued therewith.

 
Indemnification

 
We will agree to indemnify the underwriter against certain liabilities, including certain liabilities arising under the Securities Act, and to

contribute to payments that the underwriter may be required to make for these liabilities.
 
Short Positions and Penalty Bids
 

The underwriter may engage in over-allotment, syndicate covering transactions, and penalty bids or purchases for the purpose of
pegging, fixing or maintaining the price of the common stock, in accordance with Regulation M under the Exchange Act.
 
 ● Over-allotment involves sales by the underwriter of shares in excess of the number of shares the underwriter is obligated to purchase,

which creates a syndicate short position. The short position may be either a covered short position or a naked short position. In a
covered short position, the number of shares over-allotted by an underwriter is not greater than the number of shares that it may
purchase in the over-allotment option. In a naked short position, the number of shares involved is greater than the number of shares
in the over-allotment option. The underwriter may close out any short position by either exercising its over-allotment option and/or
purchasing shares in the open market.

 
 ● Syndicate covering transactions involve purchases of the common stock in the open market after the distribution has been completed

in order to cover syndicate short positions. In determining the source of shares to close out the short position, the underwriter will
consider, among other things, the price of shares available for purchase in the open market as compared to the price at which it may
purchase shares through the over-allotment option. If an underwriter sells more shares than could be covered by the over-allotment
option, a naked short position, the position can only be closed out by buying shares in the open market. A naked short position is
more likely to be created if an underwriter is concerned that there could be downward pressure on the price of the shares in the open
market after pricing that could adversely affect investors who purchase in the offering.

 
 ● Penalty bids permit an underwriter to reclaim a selling concession from a syndicate member when the shares originally sold by the

syndicate member are purchased in a stabilizing or syndicate covering transaction to cover syndicate short positions.
 

These syndicate covering transactions and penalty bids may have the effect of raising or maintaining the market price of our common
stock or preventing or retarding a decline in the market price of the common stock. As a result, the price of the common stock may be higher than
the price that might otherwise exist in the open market. These transactions may be effected on the NASDAQ Capital Market, and if commenced,
they may be discontinued at any time.
 

Neither we nor the underwriter make any representation or prediction as to the direction or magnitude of any effect that the transactions
described above may have on the price of the common stock. In addition, neither we nor the underwriter make any representation that the
underwriter will engage in these transactions or that any transaction, once commenced, will not be discontinued without notice.
 
Electronic Distribution
 

A prospectus in electronic format may be made available on the Internet sites or through other online services maintained by the
underwriter, or by its affiliates. In those cases, prospective investors may view offering terms online and, depending upon the underwriter,
prospective investors may be allowed to place orders online. The underwriter may agree with us to allocate a specific number of shares for sale to
online brokerage account holders. Any such allocation for online distributions will be made by the underwriter on the same basis as other
allocations.
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Other than the prospectus in electronic format, the information on the underwriter’s website and any information contained in any other

website maintained by the underwriter is not part of the prospectus or the registration statement of which this prospectus forms a part, has not
been approved and/or endorsed by us or the underwriter in its capacity as underwriter and should not be relied upon by investors.

The underwriter’s compensation in connection with this offering is limited to the fees and expenses described above under
“Underwriting Discount and Expenses.”
 

USE OF PROCEEDS
 

Based on an assumed offering price of $5.00 per share, we estimate the gross proceeds from the sale of 2,500,000 shares of common
stock, prior to deducting underwriting discounts and commissions and the estimated offering expenses payable by us, will be approximately
$12.5 million (approximately $14.375 million if the over-allotment option granted to the underwriter is exercised in full).
 

We estimate that we will receive net proceeds of approximately $10.5 million, after deducting underwriting discounts and commissions
and our underwriter’s expense allowance, and other estimated expenses of approximately $2.03 million, which includes legal, accounting,
printing costs and various fees associated with the registration and listing of our shares.  If the underwriter exercises its right to purchase an
additional 375,000 shares of common stock to cover over-allotments, we will receive an additional approximately $1,687,500, after deducting
approximately $187,500 for underwriting discounts and commissions.

 
We intend to use the net proceeds from our sale of common stock in this offering as follows: approximately $4.5 million will be used

for new product research and development, including our 3-port products including the hybrid and micro-grid converters, approximately $2
million will be used for existing product development and commercialization, approximately $1 million will be used for the protection of our
intellectual property, approximately $1 million will be used for the purchase of equipment and software, and the balance of the funds will be
used for general corporate purposes.

 
The amounts and timing of our actual expenditures will depend on numerous factors, including market conditions, results from our

research and development efforts, business developments and opportunities and related rate of growth, sales and marketing activities and
competition. Accordingly, our management will have broad discretion in the application of the net proceeds, and investors will be relying on the
judgment of our management regarding the application of the proceeds from this offering. We may find it necessary or advisable to use portions
of the proceeds from this offering for other purposes. Circumstances that may give rise to a change in the use of proceeds and the alternate
purposes for which the proceeds may be used include: 

 
● the existence of unforeseen or other opportunities or the need to take advantage of changes in timing of our existing activities; 

 
● the need or desire on our part to accelerate, increase, reduce or eliminate one or more existing initiatives due to, among other things,

changing market conditions and competitive developments or interim results of research and development efforts; 
 

● results from our business development and marketing efforts, including co-development and pilot site installation opportunities that
may materialize; 

 
● the effect of federal, state, and local regulation of potential customers in our identified industries; 

 
● our ability to attract development funding or to license or sell our technology to industry sponsors or other interested organizations;

and/or 
 

● the presentation of strategic opportunities of which we are not currently aware (including acquisitions, joint ventures, licensing and
other similar transactions). 

 
From time to time, we evaluate these and other factors and we anticipate continuing to make such evaluations to determine if the existing

allocation of resources, including the proceeds of this offering, is being optimized. 

CAPITALIZATION
 

The following table sets forth our actual cash and cash equivalents and capitalization, each as of June 30, 2013 :
 

● on an actual basis; and
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● on a pro forma as adjusted basis to give effect to the reverse stock split, conversion of the convertible debt into common stock and

issuance of the common stock offered hereby and the use of proceeds, as described in the section entitled “Use of Proceeds.”
 
You should consider this table in conjunction with our financial statements and the notes to those financial statements included in this

prospectus. 

 As of June 30, 2013  

 Actual  

Actual with
effect of reverse

split  

As adjusted for
the effect of the

reverse split, debt
conversion and

issuance of shares
to directors   

As adjusted
for this

offering (1)  
          
Total debt at face value, net of debt discount          
Convertible debt less debt discount (2) $ 3,387,919  $ 3,387,919  $ -   $ -  
Texas Emerging Technology Fund  1,172,690   1,172,690   1,172,690    1,172,690  
Total Debt $ 4,560,609  $ 4,560,609  $ 1,172,690   $ 1,172,690  
Stockholders’ equity              
Common stock, par value $0.001 per share – 50,000,000 shares of
common stock authorized; 1,753,939 shares issued and
outstanding as of June 30 giving effect to the reverse split;
5,693,603 shares issued and outstanding as adjusted (3) $        3,525  $        1,480  $        3,194   $        5,694  
Additional paid-in-capital  7,121,227   7,123,272   10,637,281    21,099,281  
Additional paid-in-capital; stock to be issued to directors and for
legal services (4)  87,497   87,497   --    --  
Treasury stock  (2,657 )  (2,657 )  (2,657 )   (2,657 )
Accumulated deficit  (11,012,475 )  (11,012,475 )  (11,149,713 )   (11,149,713 )
Total stockholders’ equity (deficit)  (3,802,883 )  (3,802,883 )  (511,895)    9,952,605  
              
Total capitalization  757,726   757,726   660,795    9,952,605  
              
Stockholders’ equity (deficit) per share  (1.08 )  (2.57 )  (0.16)    1.75  
 
(1) Assumes that approximately $12.5 million of our common stock is sold in this offering at an offering price of $5.00 per share and that

the net proceeds thereof are approximately $10.5 million after deducting underwriting discounts and commissions and our estimated
expenses. If the underwriter’s over-allotment option is exercised in full, net proceeds will increase to approximately $12.2 million.

 
(2) Accrued interest on convertible notes as of June 30, 2013 is approximately $114,400, which is also converted into shares.
 
(3) Convertible notes of $6,105,585 that, with interest, total $6,219,551 and include loans made after June 30, 2013 in the amount of

$750,000 and $213,293, will convert into 1,688,711 shares upon completion of this offering. Of the $6,219,551 in debt $1,753,939
is already accounted for in paid-in-capital as debt discount. Shares include the 23,973 shares to be issued to the directors for
compensation as of June 30, 2013. Of the $213,293 in legal fees added in the form of notes, $120,219 in expense had been accrued
in the second quarter so only $93,074 is charged to accumulated deficit in the as adjusted columns.

 
(4) Management anticipates issuing 25,170 shares of common stock to our independent directors as compensation to June 30, 2013

with compensation expense and paid-in-capital of $87,497 recorded in the second quarter of 2013. The shares are reflected in the
last two columns. The convertible promissory note to Richardson & Patel LLP for $213,294 that will be converted into 61,357
unregistered shares of common stock at $3.47626 per share are also reflected in the last two columns.
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DILUTION
 

Our net tangible book value as of June 30, 2013, was $(3,802,883), or $(2.57) per share of our common stock after taking into
account the reverse stock split. Our net tangible book value per share represents our total tangible assets less total liabilities divided by the
number of shares of our common stock outstanding on June 30, 2013. If we had converted all the convertible debt as of June 30, 2013, our net
tangible assets would have been $(511,895) or $(0.16) per share.  Assuming that we issue all of the shares of our common stock offered by us
at the public offering price of $5.00 per share, after deducting the commissions and estimated offering expenses payable by us and converting
the convertible debt net of debt discount already on the books, our net tangible book value as of June 30, 2013, would have been approximately
$9,952,606, or $1.75 per share of our common stock. This amount represents an immediate increase in net tangible book value of $1.91 per
share to our existing stockholders and an immediate dilution in net tangible book value of $3.25 per share to new investors purchasing shares of
our common stock in this offering.

 
We determine dilution by subtracting the adjusted net tangible book value per share after this offering from the public offering price per

share of our common stock. The following table illustrates the dilution in net tangible book value per share to new investors: 
  
Public offering price per share     $ 5.00  
Net tangible book value per share as of June 30, 2013 with conversion of debt  $ (1.01)     
Increase per share attributable to new investors  $ 1.91     
Adjusted net tangible book value per share after this offering      $ 1.75 
Dilution in net tangible book value per share to new investors      $ 3.25 
  

The following shares were not included in the above calculation:   

●
 
 

158,108 shares of our common stock reserved for issuance under stock option agreements at a weighted average exercise price of
$2.7163 per share and 352,270 shares of our common stock reserved for issuance under option agreements at an exercise price of $5.00
per share;
 

● 1,524,095 shares of common stock reserved for issuance under various outstanding warrant agreements at a weighted average exercise
price of $2.99 per share;

 
● 487,713 shares of our common stock reserved for future issuance under our 2013 Equity Incentive Plan; and
 
● up to 250,000 shares of our common stock issuable upon exercise of the warrant issued to MDB Capital Group, LLC.

 
Unless otherwise specifically stated, information throughout this prospectus assumes that none of our outstanding warrants to

purchase shares of our common stock are exercised.   To the extent that the above issued options and warrants were exercised, the pro forma net
tangible book value per share of our common stock after giving effect to this offering would be $0.74 per share, and the dilution in net tangible
book value per share to investors in this offering would be $4.26 per share .
 

LEGAL MATTERS
 

Richardson & Patel LLP, with an office at 405 Lexington Avenue, 49th Floor, New York, New York 10174, will pass upon the
validity of the shares of common stock offered by this prospectus. Richardson & Patel LLP has agreed to accept $300,000 in aggregate
principal amount of convertible promissory notes as partial payment for legal services in connection with the initial public offering of our
common stock, the registration statement of which this prospectus is a part, and the listing of our common stock on the Nasdaq Capital Market,
which convertible debt will convert into an aggregate of 82,192 shares of common stock upon completion of this offering.  The promissory
notes will convert to common stock upon the consummation of this offering at the rate of $3.47626 per share.  Although Richardson & Patel
LLP is not under any obligation to accept additional securities in payment for services, it may do so in the future.  Robert Groover, Esq., an
attorney with Glast, Phillips & Murray, P.C., holds a warrant for the purchase of 6,300 shares of our common stock.  Glast, Phillips & Murray,
P.C., with an office at 14801 Quorum Drive, Suite 500, Dallas, Texas 75254, has provided a legal opinion to the underwriter relating to the
discussion included in this prospectus of our patents and patent applications.  Locke Lord LLP, with an office at 500 Capitol Mall, Suite 1800,
Sacramento, California 95814, is legal counsel to MDB Capital Group, LLC.
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EXPERTS
 

The financial statements of Ideal Power Inc. as of December 31, 2012 and 2011, and for the years ended December 31, 2012 and 2011,
included in this prospectus and elsewhere in the registration statement have been audited by Gumbiner Savett Inc., independent registered public
accounting firm (which contain an explanatory paragraph related to our ability to continue as a going concern as described in Note 2 to our
financial statements) as set forth in their report. We have included these financial statements in the prospectus and elsewhere in the registration
statement in reliance upon the report of Gumbiner Savett Inc., given on their authority as experts in accounting and auditing.

WHERE YOU CAN FIND MORE INFORMATION
 

We have filed with the SEC a registration statement on Form S-1 under the Securities Act that registers the shares of our common stock
to be sold in this offering. Our SEC filings are and will become available to the public over the Internet at the SEC’s website at www.sec.gov. 
You may also read and copy any document we file with the SEC at its public reference facilities at 100 F Street N.E., Washington, D.C. 20549.
You can also obtain copies of the documents upon the payment of a duplicating fee to the SEC. Please call the SEC at 1-800-SEC-0330 for
further information on the operation of the public reference facilities.
 

This prospectus does not contain all of the information set forth in the registration statement and the exhibits and schedules thereto.
Some items are omitted in accordance with the rules and regulations of the SEC. You should review the information and exhibits included in the
registration statement for further information about us and the securities we are offering. Statements in this prospectus concerning any document
we filed as an exhibit to the registration statement or that we otherwise filed with the SEC are not intended to be comprehensive and are qualified
by reference to these filings. You should review the complete document to evaluate these statements.
 

DISCLOSURE OF COMMISSION POSITION ON INDEMNIFICATION
FOR SECURITIES ACT LIABILITIES

 
Insofar as indemnification for liabilities arising under the Securities Act may be permitted to directors, officers or persons controlling the

Company, we have been informed that in the opinion of the Securities and Exchange Commission, such indemnification is against public policy
as expressed in the Securities Act and is therefore unenforceable.
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2,500,000 Shares of Common Stock
 

 
Ideal Power Inc.

 
PROSPECTUS

 

 
MDB Capital Group, LLC

Until            , 2013, all dealers that effect transactions in these securities, whether or not participating in this offering, may be required to deliver a
prospectus.  This is in addition to the dealers’ obligation to deliver a prospectus when acting as underwriters and with respect to their unsold
allotments or subscriptions.
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PART II
INFORMATION NOT REQUIRED IN PROSPECTUS

 
ITEM 13.  OTHER EXPENSES OF ISSUANCE AND DISTRIBUTION
 

The following table sets forth the various expenses to be incurred in connection with the sale and distribution of our common stock
being registered hereby, all of which will be borne by us (except any underwriting discounts and commissions and expenses incurred for
brokerage, accounting, tax or legal services or any other expenses incurred in disposing of the shares). All amounts shown are estimates except
the SEC registration fee.
 
SEC Filing Fee  $ 2,001.38 
FINRA Fee*  $ 1,967.29 
Underwriter’s Legal Fees and Expenses.  $ 187,500.00 
Nasdaq Fee*  $ 50,000.00 
Printing Expenses*  $ 35,000.00 
Accounting Fees and Expenses*  $ 40,000.00 
Legal Fees and Expenses*  $ 450,000.00 
Transfer Agent and Registrar Expenses*  $ 15,000.00 
Miscellaneous*  $ 1,500.00 
     
Total  $ 782,968.67 
  
* Estimated.
 
ITEM 14.  INDEMNIFICATION OF DIRECTORS AND OFFICERS
 

The following summary is qualified in its entirety by reference to the complete text of any statutes referred to below and the certificate of
incorporation of Ideal Power Inc., a Delaware corporation.
 

Section 145 of the General Corporation Law of the State of Delaware (the “DGCL”) permits a Delaware corporation to indemnify any
person who was or is a party or is threatened to be made a party to any threatened, pending or completed action, suit or proceeding, whether civil,
criminal, administrative or investigative (other than an action by or in the right of the corporation) by reason of the fact that the person is or was a
director, officer, employee or agent of the corporation, or is or was serving at the request of the corporation as a director, officer, employee or
agent of another corporation, partnership, joint venture, trust or other enterprise, against expenses (including attorneys’ fees), judgments, fines
and amounts paid in settlement actually and reasonably incurred by the person in connection with such action, suit or proceeding if the person
acted in good faith and in a manner the person reasonably believed to be in or not opposed to the best interests of the corporation, and, with
respect to any criminal action or proceeding, had no reasonable cause to believe the person’s conduct was unlawful.

 
In the case of an action by or in the right of the corporation, Section 145 of the DGCL permits a Delaware corporation to indemnify any

person who was or is a party or is threatened to be made a party to any threatened, pending or completed action or suit by reason of the fact that
the person is or was a director, officer, employee or agent of the corporation, or is or was serving at the request of the corporation as a director,
officer, employee or agent of another corporation, partnership, joint venture, trust or other enterprise, against expenses (including attorneys’ fees)
actually and reasonably incurred by the person in connection with such action, suit or proceeding if the person acted in good faith and in a manner
the person reasonably believed to be in or not opposed to the best interests of the corporation and except that no indemnification shall be made in
respect of any claim, issue or matter as to which such person shall have been adjudged to be liable to the corporation unless and only to the extent
that the Court of Chancery or the court in which such action or suit was brought shall determine upon application that, despite the adjudication of
liability but in view of all the circumstances of the case, such person is fairly and reasonably entitled to indemnity for such expenses that the
Court of Chancery or such other court shall deem proper.
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Section 145 of the DGCL also permits a Delaware corporation to purchase and maintain insurance on behalf of any person who is or
was a director, officer, employee or agent of the corporation, or is or was serving at the request of the corporation as a director, officer, employee
or agent of another corporation, partnership, joint venture, trust or other enterprise against any liability asserted against such person and incurred
by such person in any such capacity, or arising out of such person’s status as such, whether or not the corporation would have the power to
indemnify such person against such liability under Section 145 of the DGCL.

 
Article 13 of our Certificate of Incorporation states that our directors shall not be personally liable to us or to our stockholders for

monetary damages for breach of fiduciary duty as a director, except for liability (i) for any breach of the director’s duty of loyalty to us or to our
stockholders, (ii) for acts or omissions not in good faith or which involve intentional misconduct or a knowing violation of law, (iii) under
Section 174 of the Delaware General Corporation Law, or (iv) for any transaction from which the director derived an improper personal
benefit.  If the Delaware General Corporation Law is amended after the date hereof to authorize corporate action further eliminating or limiting
the personal liability of directors, then the liability of our directors shall be eliminated or limited to the fullest extent permitted by the Delaware
General Corporation Law, as so amended.

Article 14 of our Certificate of Incorporation states that each person who was or is made a party or is threatened to be made a party to or is
involved in any action, suit or proceeding, whether civil, criminal, administrative or investigative (hereinafter a “proceeding”), by reason of the
fact that he or she, or a person of whom he or she is the legal representative, is or was a director or officer of the Company or is or was serving
at the request of the Company as a director, officer, employee or agent of another corporation or of a partnership, joint venture, trust or other
enterprise, including service with respect to employee benefit plans (hereinafter an “indemnitee”) shall be indemnified and held harmless by us
to the fullest extent permitted by the Delaware General Corporation Law against all expense, liability and loss (including attorneys’ fees,
judgments, fines, ERISA excise taxes or penalties and amounts paid or to be paid in settlement) reasonably incurred or suffered by such
indemnitee in connection therewith.  Such indemnification shall continue as to an indemnitee who has ceased to be a director, officer, employee
or agent, except as provided in subparagraph (b) hereof, we shall indemnify any such indemnitee seeking indemnification in connection with a
proceeding (or part thereof) initiated by such indemnitee only if such proceeding (or part thereof) was authorized by our board of directors.  The
right to indemnification conferred by Article 14 is a contract right and includes the right to be paid by us the expenses incurred in defending any
such proceeding in advance of its final disposition (an “expense advancement”); provided, however, that, if the Delaware General Corporation
Law so requires, the payment of such expenses incurred by an indemnitee in advance of the final disposition of a proceeding, shall be made
upon delivery to us of an undertaking, by or on behalf of such indemnitee, to repay all amounts so advanced if it shall ultimately be determined
by final judicial decision from which there is no further right to appeal that such indemnitee is not entitled to be indemnified.  We may, by action
of our Board of Directors, provide indemnification to our employees and agents with the same scope and effect as the foregoing indemnification
of directors and officers.  The right to indemnification and the payment of expenses incurred in defending a proceeding in advance of its final
disposition conferred in Article 14 is not exclusive of any other right that any person may have or hereafter acquire under any statute, provision
of our Certificate of Incorporation, bylaw, agreement, vote of stockholders or disinterested directors or otherwise.  We may maintain insurance,
at our expense, to protect the Company and any of our directors, officers, employees or agents against any such expense, liability or loss,
whether or not we have the power to indemnify such person.

ITEM 15.  RECENT SALES OF UNREGISTERED SECURITIES
 

During the past three years, we issued the following securities without registration under the Securities Act of 1933, as amended (the
“Securities Act”).

On January 15, 2010, we entered into a Services Agreement with Dynamic Manufacturing Solutions LLC (“DMS”).  Pursuant to the
Services Agreement, we agreed to pay $120,000 in invoices issued by DMS to us for manufacturing services with shares of our common
stock.  DMS currently owns 40,382 shares of our common stock.  We relied on the exemption provided by Section 4(a)(2) of the Securities Act
of 1933 to make the offering inasmuch as the investor was accredited and there was no form of general solicitation or general advertising relating
to the offer.
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In September and October 2010, we sold a total of 27,299 shares of our common stock to two investors for proceeds of $81,120.  We
relied on the exemption provided by Section 4(a)(2) of the Securities Act of 1933 to make the offering inasmuch as the investors were accredited
and there was no form of general solicitation or general advertising relating to the offer.

On October 1, 2010, in conjunction with an award from the State of Texas Office of the Governor, Economic Development and
Tourism (“OOGEDT”), we granted to the OOGEDT a right to purchase shares of our capital stock.  The purchase price per share is $0.002381
per share.  The number of shares that may be purchased shall be equal to the quotient obtained by dividing the total amount of the award together
with accrued interest at the rate of 8% per annum disbursed to the date of exercise by either (i) the purchase price in the First Qualifying
Financing Transaction (as defined in the award agreement) if such financing is closed before December 30, 2010; (ii) eight-tenths of the purchase
price in the First Qualifying Financing Transaction if such financing is closed after December 30, 2010; or (iii) if no First Qualifying Transaction
is closed 42 months after October 1, 2010 or the OOGEDT exercises the right to purchase before any such financing transaction, then
$0.295072.  We expect that the OOGEDT to exercise this option to purchase our common stock.  As of June 30, 2013, the number of shares of
common stock the OOGEDT has the right to purchase is 293,173.  We relied on the exemption provided by Section 4(a)(2) of the Securities Act
of 1933 to make the offering inasmuch as the investor was a government entity and there was no form of general solicitation or general
advertising relating to the offer.

On December 10, 2010, we completed an offering of 122,175 shares of our Series Seed Convertible Preferred Stock to Battery
Ventures VIII, L.P. (“Battery”) for a price of $240,000.57.  We relied on the exemption provided by Rule 506 of Regulation D of the Securities
Act of 1933 to make the offering inasmuch as the investor was accredited and there was no form of general solicitation or general advertising
relating to the offer.  As a result of our achieving certain milestones, on or about August 4, 2011 the Series Seed Convertible Preferred Stock was
converted into 51,312 shares of our common stock.  We relied on Section 3(a)(9) of the Securities Act of 1933 to issue the common stock.

Between April 26, 2011 and October 9, 2011, we undertook an offering of $360,000 in principal amount of convertible promissory
notes to five investors.  The convertible notes have an annual interest rate of 6% and all principal and interest are due and payable on its maturity
date, December 31, 2013, unless earlier paid by the Company.  The notes may be converted into shares of common stock at the lower of (i) the
lowest per share purchase price paid in cash for Qualified Financing Securities (as defined in the convertible notes) or (ii) $6.3276.  In an
amendment to the promissory notes, the holders agreed to a mandatory conversion in the event of an initial public offering at the per share price
of the securities sold in the offering.  We relied on the exemption provided by Rule 506 of Regulation D of the Securities Act of 1933 to make the
offering inasmuch as all of the investors were accredited and there was no form of general solicitation or general advertising relating to the offer.

Between October 12, 2011 and May 4, 2012, we sold a total of 42,670 shares of our common stock to a total of five accredited
investors and one of our executive officers for proceeds totaling approximately $270,000.  We relied on the exemption provided by Section
4(a)(2) of the Securities Act of 1933 to make the offering inasmuch as the investors were accredited and there was no form of general solicitation
or general advertising relating to the offer.

On November 5, 2011, our Board of Directors adopted the Ideal Power Converters, Inc. 2011 Stock Option/Stock Issuance Plan (the
“2011 Plan”).  Pursuant to the 2011 Plan, we are able to issue awards of stock options and common stock to employees, directors and
consultants and independent advisors who render services to us.  We reserved 371,000 shares of our common stock for issuance under the
Plan.  We relied on Rule 701 promulgated under the Securities Act of 1933, as amended, to issue awards from the Plan.  On November 5, 2012,
the awards we made from the Plan terminated.
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Between February 24, 2012 and July 17, 2012, we undertook an offering of $695,150.80 in principal amount of convertible promissory
notes together with warrants.  The convertible notes have an annual interest rate of 6% and all principal and interest are due and payable on the
maturity date, December 31, 2013, unless earlier paid by the Company.  The notes may be converted into shares of common stock at the lower of
(i) the lowest per share purchase price paid in cash for Qualified Financing Securities (as defined in the convertible notes) or $6. 3276.  If the
note is converted into shares issued in a Next Financing (as defined in the note), the exercise price of the warrant is equal to the lower of (i) the
per share purchase price paid in the Next Financing or (ii) $6. 3276.  If the note is converted into shares of common stock or reaches its maturity
date, then then exercise price of the warrant is equal to $6. 3276.  In an amendment to the promissory notes, the holders agreed to a mandatory
conversion in the event of an initial public offering at the per share price of the securities sold in the offering.  The warrants have a term of seven
years.  The number of shares subject to each warrant is determined by dividing the principal amount of the promissory note by the exercise
price.  The exercise price is determined as follows:  if the convertible promissory note is converted in the Next Financing, the per share exercise
price will be the price at which the note was converted, otherwise the per share exercise price will be $6. 3276.  We relied on the exemption
provided by Rule 506 of Regulation D of the Securities Act of 1933 to make the offering inasmuch as all of the investors were accredited and
there was no form of general solicitation or general advertising relating to the offer.

 
On August 31, 2012, we completed an offering of $750,000 in principal amount of our senior secured convertible promissory notes

together with warrants.  If we proceed with an initial public offering of our securities, as defined in the Securities Purchase Agreement, then there
will be a mandatory conversion of the notes at a 30% discount to the per share initial public offering price.  If we do not proceed with an initial
public offering of our securities, the notes shall be paid in full on the maturity date.  If the notes are voluntarily converted into shares of common
stock, including in connection with a Private Equity Financing or in the event of a Change of Control (as defined in the notes), each note shall be
converted into that number of shares of common stock equal to the principal amount and accrued interest of the investor’s note divided by the
lower of (i) 0.70 times the Private Equity Financing Price or share consideration paid in the event of a Change of Control or (ii) $7.643.  If we
proceed with an initial public offering of our securities or a Private Equity Financing, the number of shares of common stock covered by the
warrant shall be equal to the principal amount of the investor’s note divided by 0.70 times the initial public offering price or Private Equity
Financing Price, as applicable, and the per share exercise price of the warrants will equal 0.70 times the initial public offering price or Private
Equity Financing Price, as applicable.  If we do not undertake either an initial public offering or a Private Equity Financing, then the number of
shares of common stock covered by the warrant shall be equal to the original principal amount of the investor’s note divided by $7.643 and the
exercise price shall be $7.643 per share.  We relied on the exemption provided by Rule 506 of Regulation D of the Securities Act of 1933 to
make the offering inasmuch as all of the investors were accredited and there was no form of general solicitation or general advertising relating to
the offer.  In April 2013, we exchanged the outstanding senior secured convertible promissory notes and warrants with senior secured
convertible promissory notes and warrants that mirrored the terms of the senior secured convertible promissory notes and warrants issued on
November 21, 2012, as described below, except the calculation of the number of shares of common stock covered by these warrants is based on
the full principal amount of the investor’s note.  We relied on the exemption provided by Section 4(a)(2) of the Securities Act of 1933 to make the
offering inasmuch as all of the investors were accredited and there was no form of general solicitation or general advertising relating to the offer.

On November 21, 2012, we completed an offering of $3.25 million in principal amount of our senior secured convertible promissory
notes together with warrants.  If we proceed with an initial public offering of our securities, as defined in the Securities Purchase Agreement, then
there will be a mandatory conversion of the notes at a conversion price equal to the lower of a 30% discount to the per share initial public offering
price or $3.47626.  In the event of a conversion for any reason other than the closing of an initial public offering of our securities or a Change of
Control, as defined in the notes, each note shall be converted into a number of shares of common stock equal to the principal amount and accrued
interest of the investor’s note divided by the lower of (i) $3.47626 or (ii) 0.70 of the per share consideration paid in the most recent Private
Equity Financing.  If the notes are converted into shares of common stock in connection with an initial public offering of our securities or a
Private Equity Financing, the number of shares covered by each warrant will be equal to one-half the principal amount of the investor’s note
divided by the lower of (i) 0.70 times the initial public offering price or the Private Equity Financing Price, as applicable, or (ii) $3.47626, while
the per-share exercise price will be equal to the lower of (i) 0.70 times the initial public offering price or the Private Equity Financing Price, as
applicable, or (ii) $3.47626.  If the notes are not converted into shares of common stock in connection with an initial public offering of our
securities or a Private Equity Financing, the number of shares covered by each warrant will be equal to one-half of the original principal amount
of the investor’s note divided by $3.47626, and the per share exercise price of the warrants will equal $3.47626.  We relied on the exemption
provided by Rule 506 of Regulation D of the Securities Act of 1933 to make the offerings inasmuch as all of the investors were accredited and
there was no form of general solicitation or general advertising relating to the offers.
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In March 2013, we issued an unsecured convertible promissory note in the principal amount of $86,707 to Richardson & Patel LLP, our
legal counsel, as payment for services rendered through December 31, 2012.  Interest accrues from the date of the note at the higher of: (i) the rate
of 1% per annum, simple interest; or (ii) at the lowest rate that may accrue without causing the imputation of interest under the Internal Revenue
Code.  Principal and interest is payable on the earlier to occur of (i) December 31, 2013 (the “Calendar Due Date”), (ii) the occurrence of an
Event of Default (as defined in the promissory note) or (iii) the closing of an IPO Financing (as defined in the promissory note).  If, prior to the
Calendar Due Date, we complete a firm commitment underwritten initial public offering of our common stock that raises at least $10 million (the
“IPO Financing”), the promissory note must be repaid with shares of our common stock.  The conversion price will be equal to the lower of 0.70
times the IPO price or $3.47626.  We relied on the exemption provided by Section 4(a)(2) of the Securities Act of 1933 to make the offering
inasmuch as the investor was an accredited investor and there was no form of general solicitation or general advertising relating to the offer.

On May 17, 2013, our Board of Directors adopted the Ideal Power Converters, Inc. 2013 Equity Incentive Plan (the “2013
Plan”).  Pursuant to the 2013 Plan, we are able to issue awards of stock options and common stock to employees, directors and consultants and
independent advisors who render services to us.  We reserved 839,983 shares of our common stock for issuance under the Plan.  The
Compensation Committee of our Board of Directors has approved the issuance of stock option grants covering a total of 352,270  shares of
common stock .

On July 29, 2013, we completed an offering of $750,000 in principal amount of our senior secured convertible promissory notes
together with warrants.  If we proceed with an initial public offering of our securities, as defined in the Securities Purchase Agreement, then there
will be a mandatory conversion of the notes at a conversion price equal to the lower of a 30% discount to the per share initial public offering price
or $3.47626.  In the event of a conversion for any reason other than the closing of an initial public offering of our securities or a Change of
Control, as defined in the notes, each note shall be converted into a number of shares of common stock equal to the principal amount and accrued
interest of the investor’s note divided by the lower of (i) $3.47626 or (ii) 0.70 of the per share consideration paid in the most recent Private
Equity Financing.  If the notes are converted into shares of common stock in connection with an initial public offering of our securities or a
Private Equity Financing, the number of shares covered by each warrant will be equal to one-half the principal amount of the investor’s note
divided by the lower of (i) 0.70 times the initial public offering price or the Private Equity Financing Price, as applicable, or (ii) $3.47626, while
the per-share exercise price will be equal to the lower of (i) 0.70 times the initial public offering price or the Private Equity Financing Price, as
applicable, or (ii) $3.47626.  If the notes are not converted into shares of common stock in connection with an initial public offering of our
securities or a Private Equity Financing, the number of shares covered by each warrant will be equal to one-half of the original principal amount
of the investor’s note divided by $3.47626, and the per share exercise price of the warrants will equal $3.47626.  We relied on the exemption
provided by Rule 506 of Regulation D of the Securities Act of 1933 to make the offerings inasmuch as all of the investors were accredited and
there was no form of general solicitation or general advertising relating to the offers.
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ITEM 16.                      EXHIBITS
 
Exhibit No.  Description of Document

1.1  Form of Underwriting Agreement*
3.1  Delaware Certificate of Conversion including Certificate of Incorporation(1)
3.2  Bylaws of Ideal Power Inc.(1)
4.1  Underwriter’s Warrant*
5.1  Opinion of Richardson & Patel LLP regarding the validity of the common stock being registered*

10.1  Consulting Agreement dated July 24, 2012 between the registrant and MDB Capital Group, LLC(1)
10.2  Consulting Agreement dated August 8, 2012 between the registrant and MDB Capital Group, LLC(1)
10.3  Form of Lock-Up Agreement(1)
10.4  Form of Subscription and Stock Purchase Agreement by and between the registrant and investors for an offering

completed in October 2010*
10.5  Form of Subscription Agreement and Stock Purchase Agreement by and between the registrant and investors for an

offering completed on May 4, 2012*
10.6  Form of Convertible Promissory Note issued by the registrant to investors in the offering completed on October 9,

2011*
10.7  Form of Convertible Promissory Note issued by the registrant to investors in the offering completed on July 17, 2012*
10.8  Form of Amendment to Convertible Promissory Notes issued on July 17, 2012*
10.9  Form of Warrant issued by the registrant to investors in the offering completed on July 17, 2012*

10.10  Form of Securities Purchase Agreement between the registrant and investors for an offering completed on August 31,
2012(1)

10.11  Form of Registration Rights Agreement between the registrant and investors for an offering completed on August 31,
2012(1)

10.12  Form of Senior Secured Convertible Promissory Note issued by the registrant to investors in the offering completed on
August 31, 2012(1)

10.13  Form of Security Agreement between the registrant and investors for an offering completed on August 31, 2012(1)
10.14  Form of Warrant issued by the registrant to investors in the offering completed on August 31, 2012(1)
10.15  Form of Replacement Senior Secured Convertible Promissory Note issued by the registrant to investors in the offering

completed on August 31, 2012(1)
10.16  Form of Replacement Warrant issued by the registrant to investors in the offering completed on August 31, 2012(1)
10.17  Form of Securities Purchase Agreement between the registrant and investors for an offering completed on November 21,

2012(1)
10.18  Form of Registration Rights Agreement between the registrant and investors for an offering completed on November 21,

2012(1)
10.19  Form of Senior Secured Convertible Promissory Note issued by the registrant to investors in the offering completed on

November 21, 2012(1)
10.20  Form of Security Agreement between the registrant and investors for the offering completed on November 21, 2012(1)
10.21  Form of Warrant issued by the registrant to investors in the offering completed on November 21, 2012(1)
10.22  Texas Emerging Technology Fund Award and Security Agreement dated October 1, 2010*
10.23  Investment Unit issued on October 1, 2010 by the registrant to Office of the Governor Economic Development and

Tourism of the State of Texas*
10.24  Subordination Agreement dated August 30, 2012 between the registrant and Office of the Governor Economic

Development and Tourism of the State of Texas(1)
10.25  Lease Agreement between the Company and Texas Public Employees Association dated May 7, 2013*
10.26  Employment Agreement between the Company and William Alexander dated May 7, 2013(1)
10.27  Employment Agreement between the Company and Paul Bundschuh dated May 7, 2013(1)
10.28  Employment Agreement between the Company and Christopher Cobb dated May 8, 2013(1)
10.29  Form of Indemnification Agreement entered into in December 2010 between the Company and William Alexander,

Charles De Tarr, David Breed and Hamo Hacopian*
10.30  Form of Securities Purchase Agreement between the registrant and investors for an offering completed on July 29,

2013(1)
10.31  Form of Registration Rights Agreement between the registrant and investors for an offering completed on July 29,

2013(1)
10.32  Form of Senior Secured Convertible Promissory Note issued by the registrant to investors in the offering completed on

July 29, 2013(1)
10.33  Form of Security Agreement between the registrant and investors for the offering completed on July 29, 2013(1)
10.34  Form of Warrant issued by the registrant to investors in the offering completed on July 29, 2013(1)
10.35  Ideal Power Converters, Inc. 2013 Equity Incentive Plan(1)
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10.36  Warrant issued to MDB Capital Group, LLC (MDB-1) dated November 21, 2012(1)
10.37  Addendum to Warrant issued to MDB Capital Group, LLC (MDB-1) dated July 10, 2013(1)
10.38  Warrant issued to MDB Capital Group, LLC (MDB-2) dated November 21, 2012(1)
10.39  Addendum to Warrant issued to MDB Capital Group, LLC (MDB-2) dated July 10, 2013(1)
10.40  Amendment No. 1 dated May 20, 2011 to the Investment Unit issued on October 1, 2010 by the registrant to Office of

the Governor Economic Development and Tourism of the State of Texas*
10.41  Amendment No. 2 dated April 16, 2013 to the Investment Unit issued on October 1, 2010 by the registrant to Office of

the Governor Economic Development and Tourism of the State of Texas*
14.1  Code of Business Conduct and Ethics(1)
23.1  Consent of Gumbiner Savett Inc., Independent Registered Public Accounting Firm*
23.2  Consent of Richardson & Patel LLP (included in Exhibit 5.1)*
24.1  Power of Attorney (1)

   
*Filed herewith.
**To be filed by amendment.
(1) Previously filed.
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ITEM 17.  UNDERTAKINGS
 

The undersigned registrant hereby undertakes:
 

(1)           To file, during any period in which offers or sales are being made, a post-effective amendment to this registration statement:
 

(i)           To include any prospectus required by section 10(a)(3) of the Securities Act of 1933;
 
(ii)           To reflect in the prospectus any facts or events arising after the effective date of the registration statement (or the most

recent post-effective amendment thereof) which, individually or in the aggregate, represent a fundamental change in the information set forth in
the registration statement. Notwithstanding the foregoing, any increase or decrease in volume of securities offered (if the total dollar value of
securities offered would not exceed that which was registered) and any deviation from the low or high end of the estimated maximum offering
range may be reflected in the form of prospectus filed with the Commission pursuant to Rule 424(b) if, in the aggregate, the changes in volume
and price represent no more than a 20% change in the maximum aggregate offering price set forth in the “Calculation of Registration Fee” table in
the effective registration statement;

 
(iii)           To include any material information with respect to the plan of distribution not previously disclosed in the

registration statement or any material change to such information in the registration statement.
 

(2)           That, for the purpose of determining any liability under the Securities Act of 1933, each such post-effective amendment shall
be deemed to be a new registration statement relating to the securities offered therein, and the offering of such securities at that time shall be
deemed to be the initial bona fide offering thereof.

 
(3)           To remove from registration by means of a post-effective amendment any of the securities being registered that remain unsold

at the termination of the offering.
 
(4)           That, for the purpose of determining liability of the registrant under the Securities Act to any purchaser in the initial

distribution of the securities: The undersigned registrant undertakes that in a primary offering of securities of the undersigned registrant pursuant
to this registration statement, regardless of the underwriting method used to sell the securities to the purchaser, if the securities are offered or sold
to such purchaser by means of any of the following communications, the undersigned registrant will be a seller to the purchaser and will be
considered to offer or sell such securities to such purchaser: (i) any preliminary prospectus or prospectus of the undersigned registrant relating to
the offering required to be filed pursuant to Rule 424; (ii) any free writing prospectus relating to the offering prepared by or on behalf of the
undersigned registrant or used or referred to by the undersigned registrant; (iii) the portion of any other free writing prospectus relating to the
offering containing material information about the undersigned registrant or its securities provided by or on behalf of the undersigned registrant;
and (iv) any other communication that is an offer in the offering made by the undersigned registrant to the purchaser.

 
(5)           To provide to the underwriter at the closing specified in the underwriting agreements, certificates in such denominations and

registered in such names as required by the underwriters to permit prompt delivery to each purchaser.
 
(6)           For purposes of determining any liability under the Securities Act, the information omitted from the form of prospectus as

filed as part of this registration statement in reliance upon Rule 430A and contained in a form of prospectus filed by the registrant pursuant to
Rule 424(b)(1) or (4) or 497(h) under the Securities Act shall be deemed to be part of this registration statement as of the time it was declared
effective.

 
(7)           For the purpose of determining any liability under the Securities Act, each post-effective amendment that contains a form of

prospectus shall be deemed to be a new registration statement relating to the securities offered therein, and the offering of such securities at that
time shall be deemed to be the initial bona fide offering thereof.
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(8)           Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be permitted to directors, officers and

controlling persons of the registrant pursuant to the foregoing provisions, or otherwise, the registrant has been advised that in the opinion of the
Securities and Exchange Commission such indemnification is against public policy as expressed in the Securities Act and is, therefore,
unenforceable. In the event that a claim for indemnification against such liabilities (other than the payment by the registrant of expenses incurred
or paid by a director, officer or controlling person of the registrant in the successful defense of any action, suit or proceeding) is asserted by such
director, officer or controlling person in connection with the securities being registered, the registrant will, unless in the opinion of its counsel the
matter has been settled by controlling precedent, submit to a court of appropriate jurisdiction the question whether such indemnification by it is
against public policy as expressed in the Securities Act and will be governed by the final adjudication of such issue.
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SIGNATURES
 

Pursuant to the requirements of the Securities Act of 1933, the registrant has duly caused this registration statement to be signed on its
behalf by the undersigned, thereunto duly authorized, in the City of Spicewood, State of Texas, on this 17th day of September, 2013.  

  
 IDEAL POWER INC.
   
 By:   /s/ Paul A. Bundschuh
  Paul A. Bundschuh
  Chief Executive Officer
 

Pursuant to the requirements of the Securities Act of 1933, this registration statement has been signed by the following persons in the
capacities and on the dates indicated.

 
Dated: September 17, 2013  /s/ Paul A. Bundschuh
  Paul A. Bundschuh
  Chief Executive Officer and Director
  (Principal Executive Officer)
   
Dated: September 17, 2013  /s/ Christopher P. Cobb*
  Christopher P. Cobb
  President, Chief Operating Officer and Director
   
Dated: September 17, 2013  /s/ Barry Loder*
  Barry Loder
  Chief Financial Officer
  (Principal Financial and Accounting Officer)
   
Dated: September 17, 2013  /s/Charles De Tarr
  Charles De Tarr
  Vice President, Finance and Secretary
   
Dated: September 17, 2013  /s/ Lon E. Bell*
  Lon E. Bell, Ph.D., Director
   
Dated: September 17, 2013  /s/ Mark S. Baum*
  Mark S. Baum, Director
   
Dated: September 17, 2013  /s/ David B. Eisenhaure
  David B. Eisenhaure, Director
   
* /s/ Paul A. Bundschuh   
Paul A. Bundschuh, Attorney-in-Fact   
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IDEAL POWER INC.
Condensed Balance Sheets

 

  June 30,   
December

31,   

Pro Forma
Stockholders'
Deficit as of

June 30,  
  2013   2012   2013  
  (unaudited)      (unaudited)  
        (note 15)  
ASSETS          
Current assets:          

Cash and cash equivalents  $ 372,538  $ 1,972,301  $   
Accounts receivable, net   633,836   485,674     
Inventories, net   233,087   217,867     
Prepayments and other current assets   22,771   28,468     
Prepaid offering costs   120,219   -     

Total current assets   1,382,451   2,704,310     
Property and equipment, net   29,779   27,903     
Patents, net   588,564   474,790     
             

Total Assets  $ 2,000,794  $ 3,207,003  $   
             
LIABILITIES AND STOCKHOLDERS’ DEFICIT             
Current liabilities:             

Convertible debt, net of debt discount of $1,753,939 at June 30, 2013 and $3,828,711 at
December 31, 2012.  $ 3,387,919  $ 1,313,146  $   
Accounts payable   936,005   684,558     
Accrued expenses   257,063   178,003     
Deferred revenue   50,000   -     

Total current liabilities   4,630,987   2,175,707     
Long-term debt   1,172,690   1,132,690     
Commitments             
Stockholders’ deficit:             

Common stock, $0.001 par value; 50,000,000 shares authorized; 3,524,505 issued and
outstanding at June 30, 2013 and December 31, 2012.   3,525   3,525   1,480 
Common stock to be issued   87,497   -   87,497 
Additional paid-in capital   7,121,227   7,098,252   7,123,272 
Treasury stock   (2,657)   (2,657)   (2,657)
Accumulated deficit   (11,012,475)   (7,200,514)   (11,012,475)

Total stockholders’ deficit   (3,802,883)   (101,394)   (3,802,883)
Total Liabilities and Stockholders’ Deficit  $ 2,000,794  $ 3,207,003  $   

             
The accompanying notes are an integral part of these condensed financial statements      
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IDEAL POWER INC.
Condensed Statements of Operations

(Unaudited)

  Six Months Ended  
  June 30,   June 30,  
  2013   2012  
Revenues:       

Products and services  $ 183,970  $ 77,650 
Royalties   50,000   50,000 
Grants   796,449   119,463 

Total revenue   1,030,419   247,113 
         
Cost of revenues   1,000,074   178,230 

Gross profit   30,345   68,883 
         
Operating expenses:         

General and administrative   1,008,692   486,828 
Research and development   553,651   555,739 
Sales and marketing   113,104   74,966 

Total operating expenses   1,675,447   1,117,533 
         
Loss from operations   (1,645,102)   (1,048,650)
         
Interest expense, net (including amortization of debt discount of $2,074,772 and $104,077 for the six
months ended June 30, 2013 and 2012, respectively).   2,166,859   162,336 
         
Net loss  $ (3,811,961)  $ (1,210,986)
         
Net loss per share – basic and fully diluted  $ (1.08)  $ (0.35)
         
Weighted average number of shares outstanding – basic and fully diluted   3,524,505   3,478,362 
         
Pro Forma net loss per share – basic and fully diluted - (note 15)  $ (2.58)  $ (0.83)
         
Pro Forma weighted average number of shares outstanding – (note 15)   1,480,262   1,460,883 
         
The accompanying notes are an integral part of these condensed financial statements.
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IDEAL POWER INC.
Condensed Statement of Stockholders’ Deficit

For the six months ended June 30, 2013
(Unaudited)

 

  Common Stock   
Common Stock

Issuable   
Additional

Paid-In   Treasury   Accumulated  
Total

Stockholders’ 
  Shares   Amount   Shares   Amount   Capital   Stock   Deficit   Deficit  
                                 
Balances at January 1,
2013   3,524,505  $ 3,525   -  $ -  $7,098,252  $ (2,657)  $ (7,200,514)  $ (101,394)
                                 
Common stock issuable
for services   -   -   59,930   87,497   -   -   -   87,497 
                                 
Stock-based
compensation   -   -   -   -   22,975   -   -   22,975 
Net loss for the six
months ended June 30,
2013   -   -   -   -   -   -   (3,811,961)   (3,811,961)
Balances at June 30,
2013   3,524,505  $ 3,525   59,930  $ 87,497  $7,121,227  $ (2,657)  $ (11,012,475)  $ (3,802,883)
                                 
The accompanying notes are an integral part of these condensed financial statements.   
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IDEAL POWER INC.
Condensed Statements of Cash Flows

(Unaudited)

  Six Months Ended June 30,  
  2013   2012  
Cash flows from operating activities:       

Net loss  $ (3,811,961)  $ (1,210,986)
Adjustments to reconcile net loss to net cash used in operating activities:         

Depreciation and amortization   12,621   27,349 
Common stock issued and to be issued for services   87,497   40,537 
Stock-based compensation   22,975   27,840 
Amortization of debt discount   2,074,772   104,077 
Accrued interest - promissory note   40,000   40,000 
Decrease (increase) in operating assets:         

Accounts receivable   (148,162)   17,813 
Inventories   (15,220)   14,747 
Prepaid expenses and offering costs   (114,522)   - 

Increase (decrease) in operating liabilities:         
Accounts payable   251,447   209,305 
Accrued expenses   79,061   10,375 
Deferred Revenue   50,000   36,581 

Net cash used in operating activities   (1,471,492)   (682,362)
         
Cash flows from investing activities:         

Purchase of property and equipment and patents   (128,271)   (82,467)
Certificate of Deposit       20,000 

Net cash used in investing activities   (128,271)   (62,467)
         
Cash flows from financing activities:         

Borrowings on notes payable   -   645,150 
Proceeds from issuance of common stock   -   52,000 
Repayment of line of credit   -   (20,000)

Net cash provided by financing activities   -   677,150 
         

Net decrease in cash and cash equivalents   (1,599,763)   (67,679)
Cash and cash equivalents at beginning of period   1,972,301   100,675 
Cash and cash equivalents at end of the period  $ 372,538  $ 32,996 
         
Supplemental disclosure of cash flow information:         

Cash paid during the six months:         
Interest  $ 0  $ 212 

         
Non cash activities for the six months ended June 30, 2012:         
The company issued 242,766 warrants valued at $389,673 in connection with notes payable      
         
The accompanying notes are an integral part of these condensed financial statements.  
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Ideal Power Inc.
Notes to Condensed Financial Statements

 
Note 1 – Organization and Description of Business
 
Ideal Power Inc. (the “Company”) was incorporated in Texas on May 17, 2007 under the name Ideal Power Converters, Inc.  The Company
changed its name to Ideal Power Inc. on July 8, 2013 and re-incorporated in Delaware on July 15, 2013.  With headquarters in Austin, Texas,
it develops power converter solutions for photovoltaic generation, grid-storage and electrified vehicle charging. The principal products of the
Company are photovoltaic inverters and battery converters.  The Company is developing technology to build electric vehicle chargers, wind
converters and variable frequency drives. The Company also renders services to customers for developing and licensing technological
platforms similar to the product the Company supplies.
 
Note 2 – Summary of Significant Accounting Policies
 
Basis of Presentation and Going Concern
 
The accompanying unaudited interim condensed financial statements and information have been prepared in accordance with the rules and
regulations of the Securities and Exchange Commission. Accordingly, certain information and footnote disclosures normally included in
financial statements prepared in accordance with generally accepted accounting principles have been condensed or omitted pursuant to such
rules and regulations. The condensed balance sheet at December 31, 2012 has been derived from the Company’s audited financial statements.
 
In the opinion of management, these condensed financial statements reflect all normal recurring and other adjustments necessary for a fair
presentation.  These financials statements should be read in conjunction with the audited financial statements for the year ended December 31,
2012 included elsewhere in this document.  Operating results for interim periods are not necessarily indicative of operating results for an entire
fiscal year or any other future periods.
 
The accompanying unaudited interim condensed financial statements have been prepared in conformity with accounting principles generally
accepted in the United States of America (US GAAP) which contemplate continuation of the Company as a going concern. However, the
Company is subject to the risks and uncertainties associated with a new business and has incurred significant losses from operations since
inception. The Company’s operations are dependent upon it raising additional funds through a private offering of its stock or debt
financing. The Company is obligated to pay or convert $5,142,000 in promissory notes due in 2013. The Company has no committed sources
of capital and is not certain whether additional financing will be available when needed on terms that are acceptable, if at all. These matters
raise substantial doubt about the Company’s ability to continue as a going concern. The financial statements do not include any adjustments
relating to the recoverability and classification of recorded asset amounts or the amounts and classification of liabilities that could result from
the outcome of this uncertainty. The report from the Company’s independent registered public accounting firm relating to the year ended
December 31, 2012 states that there is substantial doubt about the Company’s ability to continue as a going concern.
 
Use of Estimates
 
The preparation of financial statements in conformity with US GAAP requires management to make certain estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.  
 
Cash and Cash Equivalents
 
The Company considers all highly liquid investments purchased with an original maturity of three months or less to be cash equivalents.
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Accounts Receivable
 
Trade accounts receivable are stated net of an allowance for doubtful accounts.  The Company performs ongoing credit evaluations of its
customers’ financial condition and generally requires no collateral from its customers or interest on past due amounts.  Management estimates
the allowance for doubtful accounts based on review and analysis of specific customer balances that may not be collectible and how recently
payments have been received. Accounts are considered for write-off when they become past due and when it is determined that the probability
of collection is remote. There was no allowance for doubtful accounts at June 30, 2013 and December 31, 2012.
 
Inventories
 
Inventories are stated at the lower of cost (first in, first out method) or market value. Inventory quantities on hand are reviewed regularly and a
write-down for excess and obsolete inventory is recorded based primarily on an estimated forecast of product demand, market conditions and
anticipated production requirements in the near future. There was no reserve for excess and obsolete inventory at June 30, 2013 and December
31, 2012.
 
Property and Equipment
 
Property and equipment are stated at historical cost less accumulated depreciation and amortization. Major additions and improvements are
capitalized while maintenance and repairs that do not improve or extend the useful life of the respective asset are expensed. Depreciation and
amortization of property and equipment is computed using the straight-line method over the estimated useful lives. Leasehold improvements
are amortized over the shorter of the life of the asset or the related leases. Estimated useful lives of the principal classes of assets are as
follows:
 
Leasehold improvements 2 years
Machinery and equipment 5 years
Furniture, fixtures and computers 3-5 years
 
Patents
 
Patents are recorded at cost. The Company capitalizes third party legal costs and filing fees associated with obtaining patents on its new
discoveries. Once the patents have been issued, the Company amortizes these costs over the shorter of the legal life of the patent or its
estimated economic life, generally 20 years, using the straight-line method.
 
Impairment of Long-Lived Assets
 
The long-lived assets held and used by the Company are reviewed for impairment no less frequently than annually or whenever events or
changes in circumstances indicate that the carrying amount of an asset may not be recoverable. In the event that facts and circumstances
indicate that the cost of any long-lived assets may be impaired, an evaluation of recoverability is performed. Management has determined that
there was no impairment in the value of long-lived assets during the six months ended June 30, 2013.
 
Fair Value of Financial Instruments
 
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants
at the measurement date. Assets and liabilities measured at fair value are categorized based on whether or not the inputs are observable in the
market and the degree that the inputs are observable. The categorization of financial assets and liabilities within the valuation hierarchy is based
upon the lowest level of input that is significant to the fair value measurement.
 
The Company’s financial instruments primarily consist of cash and cash equivalents, accounts receivable, notes payable, and accounts payable.
As of the balance sheet dates, the estimated fair values of the financial instruments were not materially different from their carrying values as
presented on the balance sheets. This is primarily attributed to the short maturities of these instruments. The Company did not identify any
other non-recurring assets and liabilities that are required to be presented in the balance sheets at fair value.
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Convertible Promissory Notes and Warrants
 
The warrants and embedded conversion feature of convertible promissory notes are classified as equity under Financial Accounting Standards
Board (“FASB”) Accounting Standards Codification (“ASC”) Topic 815-40 “Derivatives and Hedging – Contracts in Entity’s Own Equity”.
The Company allocates the proceeds of the convertible promissory notes between convertible promissory notes and the financial instruments
related to warrants associated with convertible promissory notes based on their relative fair values at the commitment date. The fair value of the
financial instruments related to warrants associated with convertible promissory notes is determined utilizing the Black-Scholes option pricing
model and the respective allocated proceeds to the warrants is recorded in additional paid-in capital. The embedded beneficial conversion
feature associated with convertible promissory notes is recognized and measured by allocating a portion of the proceeds equal to the intrinsic
value of that feature to additional paid-in capital in accordance with ASC Topic 470-20 “Debt – Debt with Conversion and Other Options”.
 
The portion of debt discount resulting from the allocation of proceeds to the financial instruments related to warrants associated with
convertible promissory notes is being amortized over the life of the convertible promissory notes. For the portion of debt discount resulting
from the allocation of proceeds to the beneficial conversion feature, it is amortized over the term of the notes from the respective dates of
issuance.
 
Revenue Recognition
 
Revenue from product sales is recognized when the risks of loss and title pass to the customer, as specified in (1) the respective sales
agreements and (2) other revenue recognition criteria as prescribed by Staff Accounting Bulletin (“SAB”) No. 101 (SAB 101), “Revenue
Recognition in Financial Statements,” as amended by SAB No. 104, “Revenue Recognition”. The Company generally sells its products FOB
shipping and recognizes revenue when products are shipped.  Revenue from service contracts is recognized using the completed-performance
or proportional-performance method depending on the terms of the service agreement. When there are acceptance provisions based on
customer-specified subjective criteria, the completed-performance method is used. For contracts where the services performed in the last series
of acts is very significant, in relation to the entire contract, performance is not deemed to have occurred until the final act is completed. Once
customer acceptance has been received, or the last significant act is performed, revenue is recognized.  The Company uses the proportional-
performance method when a service contract specifies a number of acts to be performed and the Company has the ability to determine the
pattern and related value in which service is provided to the customer.
 
The Company receives payments from government entities in the form of government grants.  Government grants are agreements that
generally provide the Company with cost reimbursement for certain type of research and development activities over a contractually defined
period.  Revenues from government grants are recognized in the period during which the related costs are incurred, provided that the
conditions under which the government grants were provided have been met.  Costs incurred related to the grants are recorded as cost of
revenues.  Government grants amounted to $796,449 and $119,463 for the six months ended June 30, 2013 and 2012, respectively.  At June
30, 2013 and December 31, 2012, grants receivable amounted to $582,009 and $348,647, respectively, and were included in account
receivable.
 
Royalty income is recognized as earned based on the terms of the contractual agreements.
 
Product Warranties
 
The Company provides a ten year manufacturer’s warranty covering product defects. Accruals for product warranties are estimated based
upon historical warranty experience and are recorded in cost of sales at the time revenue is recognized in order to match revenues with related
expenses. The Company assesses the adequacy of its warranty liability quarterly and adjusts the reserve, included in accrued expenses, as
necessary.
 
Research and Development
 
Research and development costs are expensed as incurred.  Research and development costs incurred during the six months ended June 30,
2013 and 2012 amounted to $553,651 and $555,739, respectively.
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Income Taxes
 
The Company accounts for income taxes using an asset and liability approach which allows for the recognition and measurement of deferred
tax assets based upon the likelihood of realization of tax benefits in future years. Under the asset and liability approach, deferred taxes are
provided for the net tax effects of temporary differences between the carrying amounts of assets and liabilities for financial reporting purposes
and the amounts used for income tax purposes. A valuation allowance is provided for deferred tax assets if it is more likely than not these
items will either expire before the Company is able to realize their benefits, or that future deductibility is uncertain. At June 30, 2013 and
December 31, 2012 the Company has established a full reserve against all deferred tax assets.
 
Tax benefits from an uncertain tax position are recognized only if it is more likely than not that the tax position will be sustained on
examination by the taxing authorities based on the technical merits of the position. The tax benefits recognized in the financial statements from
such a position are measured based on the largest benefit that has a greater than 50 percent likelihood of being realized upon ultimate
resolution.
 
Net Loss Per Share
 
The Company applies FASB ASC 260, “Earnings per Share.” Basic earnings (loss) per share is computed by dividing earnings (loss)
available to common stockholders by the weighted-average number of common shares outstanding. Diluted earnings (loss) per share is
computed similar to basic earnings (loss) per share except that the denominator is increased to include additional common shares available
upon exercise of stock options and warrants using the treasury stock method, except for periods for which no common share equivalents are
included because their effect would be anti-dilutive.
 
Stock Based Compensation  
 
The Company applies FASB ASC 718, “Stock Compensation,” when recording stock based compensation. The fair value of each stock
option award is estimated on the date of grant using the commonly used Black-Scholes option valuation model. The assumptions used in the
Black-Scholes model are as follows:
 
Risk-free interest rate - The risk free interest rate for periods within the contractual life of the option is based on the U.S. treasury yield in
effect at the time of grant
 
Expected lives - As permitted by SAB 107, due to the Company’s insufficient history of option activity, the management utilizes the simplified
approach to estimate the options expected term, which represents the period of time that options granted are expected to be outstanding
 
Expected volatility – is determined based on management’s estimate or historical volatilities of comparable companies 
 
Expected dividend yield - is based on current yield at the grant date or the average dividend yield over the historical period.  The Company has
never declared or paid dividends and has no plans to do so in the foreseeable future
 
The Company accounts for stock issued to non-employees in accordance with the provisions of FASB ASC 505-50 “Equity Based Payments
to Non-Employees.” FASB ASC 505-50 states that equity instruments that are issued in exchange for the receipt of goods or services should
be measured at the fair value of the consideration received or the fair value of the equity instruments issued, whichever is more reliably
measurable. The measurement date occurs as of the earlier of (a) the date at which a performance commitment is reached or (b) absent a
performance commitment, the date at which the performance necessary to earn the equity instruments is complete (that is, the vesting date).
 
Presentation of Sales Taxes
 
Certain states impose a sales tax on the Company’s sales to nonexempt customers.  The Company collects that sales tax from customers and
remits the entire amount to the states.  The Company’s accounting policy is to exclude the tax collected and remitted to the states from revenues
and cost of revenues.
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Concentration of Credit Risk
 
Financial instruments that potentially subject the Company to concentrations of credit risk consist primarily of cash, accounts receivable,
accounts payable and short term debt. The Company maintains its cash with a major financial institution located in the United States of
America. Balances are insured by the Federal Deposit Insurance Corporation up to $250,000. Periodically throughout the year, the Company
maintains balances in excess of federally insured limits. The Company encounters risk as a result of a concentration of revenue from a few
significant customers. Credit is extended to customers based on an evaluation of their financial condition. The Company does not require
collateral or other security to support accounts receivable. The Company performs ongoing credit evaluations of its customers and records an
allowance for potential bad debts based on available information. The Company had three and two customers, including government entities,
that accounted for 86% and 85% of net revenue for the six months ended June 30, 2013 and 2012, respectively.  The loss of one of these
customers could cause an adverse effect on the Company’s operations. The Company had an accounts receivable balance from two
government entities and one government entity that accounted for 92% and 72% of total accounts receivable at June 30, 2013 and December
31, 2012, respectively.
 
Recent Accounting Pronouncements
 
Management does not believe that any recently issued, but not yet effective, accounting standards, if adopted, will have a material effect on the
financial statements.
 
Note 3 - Inventories
 
Inventories consisted of the following:

  June 30.   
December

31,  
  2013   2012  
  (unaudited)     
       
Raw Materials  $ 150,221   $ 144,842  
Finished goods   82,866    73,025  
  $ 233,087   $ 217,867  
 
Note 4 – Prepayment and Other Current Assets
 
Prepayments and other current assets consisted of the following:
  June 30,   December 31, 
  2013   2012  
  (unaudited)     
       
Prepaid insurance  $ 15,168   $ 22,186  
Prepaid subscription   2,337    4,282  
Others   5,266    2,000  
  $ 22,771   $ 28,468  
 Note 5 – Property and Equipment
 
Property and equipment consisted of the following:

  June 30,   
December

31,  
  2013   2012  
  (unaudited)     
Machinery and Equipment  $ 19,670   $ 19,670  
Building leasehold improvements   46,850    46,850  
Furniture, fixtures and computers   69,929    58,379  
   136,449    124,899  
Accumulated depreciation and amortization   (106,670 )   (96,996 )
  $ 29,779   $ 27,903  
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Note 6 – Patents
 
Patents consisted of the following:
 

  June 30,   
December

31,  
  2013   2012  
  (unaudited)     
Patents  $ 595,977   $ 479,256  
Accumulated amortization   (7,413 )   (4,466 )
  $ 588,564   $ 474,790  
 
Amortization expense related to patents amounted to $2,947 and $808 for the six months  ended June 30, 2013 and 2012,
respectively.   Estimated amortization expense for the succeeding five years and thereafter is $10,300 (2014); $10,300 (2015); $10,300 (2016);
$10,300 (2017); $10,300 (2018); and $147,000 (thereafter).
 
At June 30, 2013 and December 31, 2012, the Company had capitalized approximately $390,000 and $426,000, respectively, for costs related
to patents that have not been awarded.
 
Note 7 – Long-term Debt

  

June 30,
2013

(unaudited)   

December
31,

2012  
1)    The Company entered into the Texas Emerging Technology Fund (the “ETF”) Award and Security

Agreement (the “Agreement”) with the State of Texas (the “State”) on October 1, 2010 subsequently
amended on May 20, 2011 and April 16, 2013. Under the Agreement, the Company received an
initial award totaling $250,000 during the year ended December 31, 2010 and received an additional
award totaling $750,000 during the year ended December 31, 2011 (collectively, the “Promissory
Note”). The proceeds from the award must be used to expedite commercialization intended to increase
high-quality jobs in Texas through expenditures on working capital or development or acquisition of
capital assets used to produce income and in meeting the Company’s goal of introducing a 30KW
solar inverter to the market. The Company is also required to meet certain milestones by specific
dates, use Texas-based suppliers and establish a substantial percentage of its commercialization and
manufacturing activities in Texas. The awards are collateralized by all owned or acquired assets of the
Company.  The ETF in a subordination agreement dated August 30, 2012, agreed to subordinate the
Promissory Note to secured convertible promissory notes to be issued by the Company of up to
$5,000,000.  At June 2013, and December 31, 2012, the Company had secured convertible
promissory notes aggregating $4,000,000.  See 4) and 5) below.  See Note 17.

 
The Promissory Note accrues interest at an annual rate of 8% and could be repaid at the option of the
Company after April 1, 2012. The Promissory Note will be cancelled and the debt, including accrued
interest, will be forgiven upon the earlier of: 1) October 1, 2020 or 2) the date the ETF receives a
return of cash or public securities equal to the proceeds from the Promissory Note plus accrued
interest in connection with a qualifying liquidation event, as defined in the agreement. Upon note
repayment or forgiveness, the agreement will terminate and the Company will be released from all
obligations under the Agreement.
 
In connection with the Promissory Note, in October 2010 and July 2011, the Company issued
warrants to purchase 33,875 and 101,626 shares of the Company’s common stock, respectively.  The
fair value of the warrants was determined to be $66,372 and $199,104, respectively, and was
recorded as debt discount. During the six months ended June 30, 2013 and 2012 the Company
incurred interest expense amounting to $0 and $77,430 related to the accretion of the debt
discount.  Interest on the Promissory Note, including accretion of debt discount, amounted to $40,000
and $117,430 for the six months ended June 30, 2013 and 2012, respectively. Effective interest rate
on this Promissory Note was 8% and 16% per annum for the six months ended June 30, 2013 and
2012, respectively.  Accrued interest amounted to $172,690 and $132,690 at June 30, 2013 and
December 31, 2012, respectively, and is included in the outstanding amount of the Promissory Note.  

 
 
$

 
1,172,690   

 
$

 
1,132,690  
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2)    Unsecured convertible promissory notes with principal and interest due at maturity at 6% per annum,

maturing on the earlier of: 1) December 31, 2013, or 2) closing of initial public offering of the
Company’s common stock in which the Company raises at least $10 million, at which time the notes
will mandatorily be converted into shares of the Company’s common stock, or 3) closing of qualified
financing, as defined in the promissory notes, or 4) occurrence of event of default, as defined in the
promissory notes. The promissory notes are convertible into 172,249 shares of the Company’s
common stock at the option of the note holder upon occurrence of certain events, as defined in the
promissory notes. The embedded beneficial conversion feature associated with these convertible
promissory notes had no intrinsic value. Of the total amount outstanding, $40,000 was due to an
officer of the Company at June 30, 2013 and December 31, 2012, respectively.  Interest expense on
these notes amounted to $10,800 for each of the six months ended June 30, 2013 and 2012,
respectively.   360,000    360,000  

 
3)    Unsecured convertible promissory notes aggregating $695,150 with principal and interest due at

maturity at 6% per annum and maturing  on the earlier of : 1) December 31, 2013 , or 2) closing of
initial public offering of the Company’s common stock in which the Company raises at least $10
million, at which time the notes will mandatorily be converted into shares of the Company’s common
stock, or 3) closing of qualified financing, as defined in the promissory notes, or 4) occurrence of
event of default, as defined in the promissory notes .Of the total amount outstanding, $389,575 was
due to an officer, employee, and director of the Company. The promissory notes are convertible into
332,608 shares of the Company’s common stock at the option of the note holder upon occurrence of
certain events, as defined in the promissory notes. The embedded beneficial conversion feature
associated with these convertible promissory notes had no intrinsic value.

 
In connection with these promissory notes, the Company issued warrants to purchase 261,581 shares
of the Company’s common stock.  The fair value of the warrants was determined to be $419,840 and
was recorded as debt discount. During the six months ending June 30, 2013 and 2012 the Company
incurred interest expense amounting to $131,064 and $26,647, respectively, related to the accretion of
the debt discount.  Interest on these promissory notes, including accretion of debt discount, amounted
to $151,919 and $33,952 for the six months ended June 30, 2013 and 2012,
respectively.  Unamortized debt discount amounted to $131,064 at June 30, 2013 and $262,129 at
December 31, 2012.  Effective interest rate on these notes was 44% and 11% per annum for the six
months ended June 30, 2013 and 2012, respectively.   

                   
                   

             
564,087    

                   
                   

             
433,021  

 
4)    Convertible promissory notes aggregating $750,000 secured by substantially all assets of the

Company with principal and interest due at maturity at the higher of: a) 1% per annum or b) at the
lowest rate that may accrue without causing the imputation of interest under the Internal Revenue
Code,  and maturing on the earlier of : 1) November 21, 2013,  2) event of default, as defined in the
agreement, or 3) the closing of an initial public offering of the Company’s common stock, at which
time the notes will mandatorily convert into shares of the Company’s common stock. Of the total
amount outstanding, $100,000 was due to one of the directors of the Company. The promissory notes
are convertible into 512,645 shares of the Company’s common stock at the option of the note holder
upon occurrence of certain events, as defined in the promissory notes. The intrinsic value of the
embedded beneficial conversion feature associated with these convertible promissory notes was
determined to be $321,429 and was recorded as debt discount.

 
In connection with these promissory notes, the Company issued warrants to purchase 513,699 shares
of the Company’s common stock.  The fair value of the warrants was determined to be $749,846 and
was recorded as debt discount.

 
During the six months ended June 30, 2013 and 2012, the Company incurred interest expense
amounting to $300,000 and $0, respectively, related to the accretion of debt discount.   Interest
expense including accretion of debt discount, amounted to $303,750 and $0 for the six months ended
June 30, 2013 and 2012, respectively.   Unamortized debt discount amounted to $250,000 as of June
30, 2013 and $550,000 at December 31, 2012. Effective interest rate on these notes was 81% per
annum for the six months ended June 30, 2013.   500,000    200,000  
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5)    Convertible promissory notes aggregating $3,250,000 secured by substantially all assets of the

Company with principal and interest due at maturity at the higher of: a) 1% per annum or b) at the
lowest rate that may accrue without causing the imputation of interest under the Internal Revenue
Code, and maturing on the earlier of : 1) November 21, 2013,  2) event of default, as defined in the
agreement, or 3) the closing of an initial public offering of the Company’s common stock, at which
time the notes will mandatorily convert into shares of the Company’s common stock.  Of the total
amount outstanding, $200,000 was due to two directors of the Company. The promissory notes are
convertible into 2,226,027 shares of the Company’s common stock at the option of the note holder
upon occurrence of certain events, as defined in the promissory notes. The intrinsic value of the
embedded beneficial conversion feature associated with these convertible promissory notes was
determined to be $1,402,397 and was recorded as debt discount.

 
       In connection with these promissory notes, the Company issued warrants to purchase 1,113,014

shares of the Company’s common stock.  The fair value of the warrants was determined to be
$1,625,890 and was recorded as debt discount.

 
       In connection with these promissory notes the Company issued underwriter warrants to purchase

222,603 shares of the Company’s common stock.  The fair value of the warrants was determined to
be $292,368 and was recorded as debt discount. The Company also incurred debt raising cost of
$375,000 in connection with these promissory notes which has been recorded as debt discount.

 
       During the six months ended June 30, 2013 and 2012, the Company incurred interest expense

amounting to $1,625,000 and $0, respectively, related to the accretion of the debt discount.  Interest
expense, including accretion of debt discount, amounted to $1,641,250 and $0 for the six months
ended June 30, 2013 and 2012 respectively.  Unamortized debt discount amounted to $1,354,167 at
June 30, 2013 and $2,979,167 at December 31, 2012. The effective interest rate on these notes was
101% per annum for the six months ended June 30, 2013.   

                   
                   
     
1,895,833    

                   
                   
   
   270,833  

 
6)    Unsecured convertible promissory note amounting to $86,707 with principal and interest due at

maturity at the higher of: a) 1% per annum or b) at the lowest rate that may accrue without causing the
imputation of interest under the Internal Revenue Code, and maturing on the earlier of: 1) December
31, 2013, 2) event of default, as defined in the agreement, or 3) the closing of an initial public offering
of the Company’s common stock, at which time the note will mandatorily convert into shares of the
Company’s common stock.   The promissory note is convertible into 59,388 shares of the Company’s
common stock at the option of the note holder upon occurrence of certain events, as defined in the
promissory note. The intrinsic value of embedded beneficial conversion feature associated with these
convertible promissory notes was determined to be $37,415 and was recorded as debt
discount.  During the six months ended June 30, 2013 and 2012, the Company incurred interest
expense amounting to $18,708 and $0, respectively, related to the accretion of the debt
discount.   Interest expense, including accretion of debt discount, amounted to $19,142 and $0 for the
six months ended June 30, 2013 and 2012, respectively. Unamortized debt discount amounted to
$18,708 and $37,415 at June 30, 2013 and December 31, 2012, respectively.  Effective interest rate
was 44% per annum for the six months ended June 30, 2013.   

                   
67,999   49,292 

   4,560,609   2,445,836 
Less convertible debt, net of debt discount of $1,753,939 at June 30, 2013 and $3,828,711 at December
31, 2012   3,387,919    1,313,146  
 
Long term debt(1)  $ 1,172,690   $ 1,132,690  
 
(1) All of the notes except the Texas Emerging Technology Fund note are convertible into shares of the Company’s common stock.
 
The unamortized debt discount of $1,753,939 at June 30, 2013 will be amortized during the year ending December 31, 2013.  Maturities of the
long-term debt over the succeeding year and thereafter is approximately $5,142,000 (2013) and $1,173,000 (thereafter).
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Note 8 – Warranty Reserve
 
The changes in warranty reserve, included in accrued expenses, were as follows:
 
  June 30,  

  
2013

(unaudited)  
Balance, January 1, 2013  $ 103,129  
Provisions for warranty and beta replacements   17,325  
Warranty payments or beta replacements   (16,136)  
Balance, end of the period  $ 104,318  
 
Note 9 – Common and Preferred Stock
 
All shares of common and preferred stock have a par value of $0.001. Each holder of common stock is entitled to one vote per share
outstanding.  Each holder of preferred stock is entitled to the number of votes equal to the number of shares of common stock into which the
shares of preferred stock could be converted on the record date.  As of June 30, 2013 and December 31, 2012, there were no outstanding
shares of preferred stock.
 
Common Stock
 
During the six months ended June 30, 2013, the Company recognized an award of 59,930 shares of its common stock for services performed
by directors and recorded $87,497 in expense for compensation for the shares to be issued.  The shares have not been issued and are excluded
from the weighted average total shares outstanding but are included in the capitalization table. The fair value of common stock to be issued in
connection with services rendered was determined to be $87,497, based upon the evaluation of fair value made by the Board of Directors,
which considered the values associated with securities offerings during the periods.
 
Note 10 – Stock Option Plan
 
On May 17, 2013, the Company adopted the 2013 Equity Incentive Plan (the “Plan”) and reserved 1,161,767 shares of common stock for
issuance under the Plan, including stock options, stock award and stock bonus.  The maximum number of shares that may be granted under
the Plan will be increased effective the first day of each of the Company’s fiscal quarters provided that the number of shares that may be
granted under the Plan do not exceed 2,000,000 shares. The Plan is administered by the Company’s board of directors. The persons eligible to
participate in the Plan are employees, non-employee members of the board of directors, consultants and other independent advisors who
provide services to the Company.  Options issued under the Plan may have a term of up to ten years and may have variable vesting.
 
During the six months ended June 30, 2013, the Company did not grant any stock options. The following presents a summary of activity
under the Company’s stock option plan for the six months ended June 30, 2013 (unaudited):
 

  
Stock

Options   

Weighted
Average

Exercise Price  

Weighted
Average

Remaining
Life (in years) 

Outstanding at January 1, 2013   376,455   $ 1.141    7.8  
Granted   -    -    -  
Exercised   -    -    -  
Forfeited/Expired/Exchanged   -    -    -  
Outstanding at June 30, 2013   376,455   $ 1.141    7.3  
Exercisable at June 30, 2013   343,529   $ 0.995    7.4  
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 The following table sets forth additional information about stock options outstanding at June 30, 2013 (unaudited):
 

Range of Exercise
Prices   Options Outstanding   

Weighted Average
Remaining Life

(in years)   
Weighted Average

Exercise Price   Options Exercisable  
$ 0.04 - $0.99    94,650    8.2   $ 0.1493    94,650  
$ 1.00 - $1.99    236,650    7.1    1.2480    236,650  
$ 2.00- $2.66    45,155    6.9   $ 2.6575    12,229  
     376,455            343,529  
 
The estimated aggregate pretax intrinsic value (the difference between the Company’s estimated stock price on the last day of the six months
ended June 30, 2013 and the exercises price, multiplied by the number of in-the-money options) is approximately $383,000. This amount
changes based on the fair value of the Company’s stock.  
 
As of June 30, 2013, there was approximately $61,999 of unrecognized compensation cost related to non-vested share-based compensation
arrangements granted under the Plan. That cost is expected to be recognized over a weighted average period of 2.9 years.
 
Note 11 – Warrants
 
During the six months ended June 30, 2013 the Company did not issue any warrants.  A summary of the Company’s warrant activity and
related information for the six months ended June 30, 2013 is as follows (unaudited):
 

  Warrants   

Weighted
Average

Exercise Price  
Outstanding at January 1, 2013   2,809,483   $ 1.52  
Granted   -    -  
Exercised   -    -  
Forfeited/Expired   -    -  
Outstanding at June 30, 2013   2,809,483   $ 1.52  
 
Note 12 – Commitments
 
Lease
 
The Company leases its facility in Spicewood, Texas under a non-cancelable operating lease expiring on May 31, 2014. Rent expense incurred
for the six months ended June 30, 2013 and 2012 amounted to $18,172 and $17,178, respectively.
 
Future estimated lease payments are approximately $20,000 (2013) and $16,000 (2014).
 
Employment Agreement
 
The Company has entered into employment agreements with executive management personnel that provides for severance payments upon
termination without cause. Consequently, if the Company had released executive management personnel without cause or due to a change in
control, as defined in the employment agreement, the severance expense due would be a minimum six month salary of approximately
$300,000, or the amount of compensation for the remaining term of their employment contract, whichever is higher, plus any pro-rated
bonuses and vacation days earned. 
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The following table summarizes the Company’s minimum obligation in the event of no early termination under the employment agreements:
 
Year  Amount  
    
2013  $ 300,000 
2014  $ 486,000 
2015  $ 150,000 
  $ 936,000 
 
Note 13 – Consulting Services
 
During the six months ended June 30, 2013 and 2012, the Company incurred $36,800 and $14,184, respectively, on consulting services
rendered by and fixed asset purchases from a company which is owned by one of the major shareholders of the Company, who from May
2007 to November 2012 was also a director of the Company.
 
Note 14 – Retirement Plan
 
The Company has adopted a defined contribution plan covering all of its employees.  Under the plan, the Company contributions are
discretionary.  The Company did not make any discretionary contributions during the six months ended June 30, 2013 and 2012.
 
Note 15 - Unaudited Pro Forma Stockholders' Deficit
 
The Company has filed a registration statement on Form S-1 with the U.S. Securities and Exchange Commission in connection with a
proposed offering of its securities.  If the offering contemplated by the registration statement is consummated and the Company raises
sufficient equity to meet the listing requirements of the NASDAQ Capital Market, the board of directors has been authorized by the
Company's stockholders to effect a reverse stock split of its common stock after the effectiveness of the registration statement and prior to the
closing of the offering.  The unaudited proforma stockholders' deficit as of June 30, 2013 gives effect to the assumed 1-for-2.381 reverse
stock split (see Note 16).
 
Since the 1-for-2.381 reverse stock split is to be effected after the effectiveness of the registration statement, the historical share information
included in the accompanying interim condensed financial statements and notes hereto does not assume the 1-for-2.381 reverse stock split, and
accordingly has not been adjusted.
 
Note 16 – Reverse Stock Split
 
On June 13, 2013, the Company’s Board of Directors, and on July 5, 2013, stockholders holding a majority of the Company’s outstanding
voting power, approved resolutions authorizing the Board of Directors to effect a reverse split of the Company’s common stock at an
exchange ratio of between one-for-two and one-for-ten, with the Board of Directors retaining the discretion as to whether to implement the
reverse split and which exchange ratio to implement.  The reverse stock split is intended to allow the Company to meet the minimum share
price requirement of The Nasdaq Capital Market.  During August 2013, the Board of Directors determined that, following the effectiveness of
the registration statement and prior to the closing of the offering, the Board of Directors will effect the reverse stock split at a ratio of one share
for each 2.381 shares.
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Note 17 – Subsequent Events
 
Convertible Promissory Notes
 
On July 29, 2013 the Company borrowed additional funds through convertible promissory notes aggregating $750,000 secured by
substantially all assets of the Company with principal and interest due at maturity at the higher of: a) 1% per annum or b) at the lowest rate that
may accrue without causing the imputation of interest under the Internal Revenue Code,  and maturing on the earlier of : 1) July 29, 2014, 2)
event of default, as defined in the agreement, or 3) the closing of an initial public offering of the Company’s common stock, at which time the
notes will mandatorily convert into shares of the Company’s common stock. The promissory notes are convertible into 513,699 shares of the
Company’s common stock at the option of the note holder upon occurrence of certain events, as defined in the promissory notes. The intrinsic
value of embedded beneficial conversion feature associated with these convertible promissory notes was determined to be $328,767 and will
be recorded as debt discount.
 
In connection with these promissory notes, the Company issued warrants to purchase 256,849 shares of the Company’s common stock.  The
fair value of the warrants was determined to be approximately $379,000 and will be recorded as debt discount.
 
Stock Options
 
On July 19, 2013, the Company granted 838,756 stock options to various employees to purchase shares of common stock at an exercise price
that will equal the price to the public in the Company’s initial public offering.  (See “Registration Statement” below.)  The options vest over a
period of 2.5 years commencing from the date of grant.  The options were valued at $1,275,000 using the Black-Scholes option pricing model.
 
Advisory and Placement Agent Warrants
 
On July 10, 2013, the Company and the Company’s Placement Agent executed an Addendum to a common stock warrant covering 477,135
shares of common stock issued on November 21, 2012, for strategic advisory services rendered by the Placement Agent and another
Addendum to a common stock warrant covering 222,603 shares of common stock issued on November 21, 2012, in connection with a private
placement of the Company’s senior secured convertible promissory notes.  The purpose of each Addendum was to clarify certain ambiguities
relating to the time that each common stock warrant becomes exercisable.  The number of shares covered by the warrant, the exercise price and
the term of the common stock warrants were not amended.
 
Registration Statement
 
On August 6, 2013, the Company filed a registration statement with the Securities and Exchange Commission (the “SEC”) providing for the
registration of 2,500,000 shares of the Company’s common stock to be offered to the public for up to $12,500,000 in gross proceeds (net
$11,062,500 after expenses).  The proceeds from the offering are expected to be used for new and existing product research and development;
protection of intellectual property; the purchase of equipment and software; and general and administrative expenses.  The registration
statement is subject to review by the SEC before it is declared effective.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

 
To the Board of Directors and Stockholders
of Ideal Power Inc.
 
We have audited the accompanying balance sheets of Ideal Power Inc. (the “Company”) as of December 31, 2012 and 2011, and the related
statements of operations, stockholders’ deficit, and cash flows for each of the years in the two-year period ended December 31, 2012. The
Company’s management is responsible for these financial statements. Our responsibility is to express an opinion on these financial statements
based on our audits.
 
We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.
The Company is not required to have, nor were we engaged to perform, an audit of its internal control over financial reporting. Our audits
included consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements, assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of the Company as of
December 31, 2012 and 2011, and the results of its operations and its cash flows for each of the years in the two-year period ended December
31, 2012, in conformity with accounting principles generally accepted in the United States of America.
  
The accompanying financial statements have been prepared assuming that the Company will continue as a going concern. As more fully
discussed in Note 2 to the financial statements, the Company is subject to the risks and uncertainties associated with a new business and has
incurred significant losses from operations since inception.  The Company’s operations are dependent upon it raising additional funds through an
equity offering or debt financing.  The Company is also obligated to pay or convert $5,142,000 in promissory notes due in November and
December 2013.  The Company has no committed sources of capital and is not certain whether additional financing will be available when needed
on terms that are acceptable, if at all. These conditions raise substantial doubt about the Company’s ability to continue as a going concern.
Management’s plans regarding these matters are described in Note 2. The financial statements do not include any adjustments that might result
from the outcome of this uncertainty.

/s/ Gumbiner Savett Inc.
  
July 16, 2013, except for Notes 17 and 18 as to which the date is August 2, 2013
Santa Monica, California
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IDEAL POWER INC.      
Balance Sheets      

  December 31,   

Pro Forma
Stockholders'

Deficit
as of

December 31,
2012

(unaudited)   
  2012   2011    (Note 17)   

ASSETS           
Current assets:           
Cash and cash equivalents  $ 1,972,301  $ 100,675 $    
Certificate of deposit   -   20,000     
Accounts receivable, net   485,674   103,360     
Inventories, net   217,867   130,018     
Prepayments and other current assets   28,468   -     
Total current assets   2,704,310   354,053     
             
Property and equipment, net   27,903   72,425     
             
Patents, net   474,790   153,375     
             
Total Assets  $ 3,207,003  $ 579,853  $   
             
LIABILITIES AND STOCKHOLDERS’ DEFICIT             
Current liabilities:             
Revolving line of credit  $ -  $ 20,000  $   
Current portion of long-term debt, net of debt discount of $3,828,711 at December 31,
2012   1,313,146   -     
Accounts payable   684,558   248,666     
Accrued expenses   178,003   146,824     
Total current liabilities   2,175,707   415,490     
             
Long-term debt, net of debt discount of $0 and $77,430 at December 31, 2012 and 2011,
respectively   1,132,690   1,335,260     
             
Commitments             
             
Stockholders’ deficit:             
Common stock, $0.001 par value; 50,000,000 shares authorized; 3,524,505 and 3,460,091
shares issued and outstanding at December 31, 2012 and 2011, respectively   3,525   3,460  1,480  
Additional paid-in capital   7,098,252   1,381,595  7,100,297  
Treasury stock   (2,657)   (2,657)  (2,657)  
Accumulated deficit   (7,200,514)   (2,553,295)  (7,200,514)  
Total stockholders’ deficit   (101,394)   (1,170,897)  (101,394)  
Total Liabilities and Stockholders’ Deficit  $ 3,207,003  $ 579,853  $   
      

The accompanying notes are an integral part of these financial statements.
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IDEAL POWER INC.  
Statements of Operations  

    
  For the Year Ended December 31,  
  2012   2011  
Revenues:       
Products and services  $ 319,550  $ 814,190 
Royalties   100,000   20,000 
Grants   707,357   26,581 
Total revenue   1,126,907   860,771 
         
Cost of revenues   957,641   757,393 
Gross profit   169,266   103,378 
         
Operating expenses:         
General and administrative   1,916,911   633,348 
Research and development   1,127,192   914,851 
Sales and marketing   163,470   67,861 
Total operating expenses   3,207,573   1,616,060 
         
Loss from operations   (3,038,307)   (1,512,682)
         
Interest expense, net (including amortization of debt discount of   $1,472,904 and $176,984 for the
years ended December 31, 2012 and 2011, respectively)   1,608,912   238,257 
         
Net loss  $ (4,647,219)  $ (1,750,939)
         
Net loss per share – basic and fully diluted  $ (1.33)  $ (0.53)
         
Weighted average number of shares outstanding – basic and fully diluted   3,489,963   3,282,520 
 

The accompanying notes are an integral part of these financial statements.
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IDEAL POWER INC.  
Statement of Stockholders’ Deficit  

For the Years Ended December 31, 2012 and 2011  
                         
                       Total  
  Common Stock   Preferred Stock   Additional        Stockholders’ 

  Shares   Amount   Shares   Amount   
Paid-In
Capital   

Treasury
Stock   

Accumulated
Deficit   

Equity
(Deficit)  

Balances at
December 31, 2010   3,223,457  $ 3,223   122,175  $ 122  $ 821,126  $ -  $ (802,356)  $ 22,115 
Issuance of common
stock   70,741   71   -   -   187,931   -   -   188,002 
Issuance of common
stock for services   44,718   45   -   -   118,795   -   -   118,840 
Conversion of Series
Seed Preferred stock to
common stock   122,175   122   (122,175)   (122)   -   -   -   - 
Issuance of warrants in
connection with debt   -   -   -   -   199,104   -   -   199,104 
Stock-based
compensation   -   -   -   -   54,639   -   -   54,639 
Repurchase of common
stock   (1,000)   (1)   -   -   -   (2,657)   -   (2,658)
Net loss for the year
ended December 31,
2011   -   -   -   -   -   -   (1,750,939)   (1,750,939)
Balances at
December 31, 2011   3,460,091   3,460   -   -   1,381,595   (2,657)   (2,553,295)   (1,170,897)
Issuance of common
stock   19,568   20   -   -   51,980   -   -   52,000 
Issuance of common
stock for services   44,846   45   -   -   78,949   -   -   78,994 
Fair value of warrants
issued in connection with
promissory notes   -   -   -   -   3,088,944   -   -   3,088,944 
Beneficial conversion
feature – convertible
promissory notes   -   -   -   -   1,761,241   -   -   1,761,241 
Fair value of warrants
issued in connection with
consulting services   -   -   -   -   670,947   -   -   670,947 
Stock-based
compensation in   -   -   -   -   64,596   -   -   64,596 
Net loss for the year
ended December 31,
2012   -   -   -   -   -   -   (4,647,219)   (4,647,219)
Balances at
December 31, 2012   3,524,505  $ 3,525   -  $ -  $7,098,252  $ (2,657)  $ (7,200,514)  $ (101,394)
 

The accompanying notes are an integral part of these financial statements.
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IDEAL POWER INC.  
Statements of Cash Flows  

  For the Year Ended December 31,  
  2012   2011  
Cash flows from operating activities:       
Net loss  $ (4,647,219)  $ (1,750,939)
Adjustments to reconcile net loss to net cash used in operating activities:  
Depreciation and amortization   52,139   40,859 
Stock-based compensation   64,596   54,639 
Issuance of common stock for services   78,994   118,840 
Amortization of debt discount   1,472,904   176,984 
Issuance of note payable in connection with services   86,707   - 
Fair value of warrants issued for consulting services   670,947   - 
Increase in operating assets:         
Accounts receivable   (382,314)   (103,360)
Inventories   (87,849)   (130,018)
Prepaid expenses   (27,468)   - 
Increase in operating liabilities:         
Accounts payable   435,892   101,077 
Accrued expenses   31,182   136,275 
Net cash used in operating activities   (2,251,489)   (1,355,643)
         
Cash flows from investing activities:         
Purchase of property and equipment   (5,961)   (74,381)
Acquisition of patents   (323,074)   (56,430)
Certificate of deposit   20,000   (20,000)
Net cash used in investing activities   (309,035)   (150,811)
         
Cash flows from financing activities:         
(Repayment) borrowings on line of credit   (20,000)   20,000 
Borrowings on notes payable, net of debt raising costs   4,400,150   1,158,032 
Proceeds from issuance of common stock   52,000   188,002 
Repurchase of common stock   -   (2,658)
Net cash provided by financing activities   4,432,150   1,363,376 
         
Net increase (decrease) in cash and cash equivalents   1,871,626   (143,078)
Cash and cash equivalents at beginning of year   100,675   243,753 
Cash and cash equivalents at end of year  $ 1,972,301  $ 100,675 
         
Supplemental disclosure of cash flow information:         
Cash paid during the year for:         
Interest  $ 212  $ 4,152 
      (Continued) 
 

The accompanying notes are an integral part of these financial statements.
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IDEAL POWER INC.
 

Statements of Cash Flows (Continued)
 
Non cash activities for the year ended December 31, 2012:
 
The Company issued 2,110,897 warrants valued at $3,088,944 in connection with notes payable.
 
The Company recorded $1,761,241 as additional paid-in capital in connection with the beneficial conversion feature of convertible promissory
notes.
 
Non cash activities for the year ended December 31, 2011:
 
The Company issued 101,626 warrants valued at $199,104 in connection with a note payable.

The accompanying notes are an integral part of these financial statements.
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Ideal Power Inc.
Notes to Financial Statements

Note 1 – Organization and Description of Business

Ideal Power Inc. (the “Company”) was incorporated in Texas on May 17, 2007 under the name Ideal Power Converters, Inc.  The Company
changed its name to Ideal Power Inc. on July 8, 2013 and re-incorporated in Delaware on July 15, 2013.  With headquarters in Austin, Texas, it
develops power converter solutions for photovoltaic generation, grid-storage and electric vehicle charging. The principal products of the
Company are photovoltaic inverters and battery converters.  The Company is developing technology to build electric vehicle chargers, wind
converters and variable frequency drives. The Company also renders services to customers for developing a technological platform similar to that
of the Company.

Note 2 – Summary of Significant Accounting Policies

Basis of Presentation and Going Concern
 
The accompanying financial statements have been prepared in conformity with accounting principles generally accepted in the United States (US
GAAP) which contemplate continuation of the Company as a going concern. However, the Company is subject to the risks and uncertainties
associated with a new business and has incurred significant losses from operations since inception. The Company’s operations are dependent
upon it raising additional funds through private offering of its stock or debt financing. The Company is obligated to pay or convert $5,142,000 in
promissory notes due in 2013. The Company has no committed sources of capital and is not certain whether additional financing will be available
when needed on terms that are acceptable, if at all. These matters raise substantial doubt about the Company’s ability to continue as a going
concern. The financial statements do not include any adjustments relating to the recoverability and classification of recorded asset amounts or the
amounts and classification of liabilities that could result from the outcome of this uncertainty. The report from the Company’s independent
registered public accounting firm states that there is substantial doubt about the Company’s ability to continue as a going concern.

Use of Estimates
 
The preparation of financial statements in conformity with US GAAP requires management to make certain estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.  

Cash and Cash Equivalents

The Company considers all highly liquid investments purchased with an original maturity of three months or less to be cash equivalents.

Accounts Receivable

Trade accounts receivable are stated net of an allowance for doubtful accounts.  The Company performs ongoing credit evaluations of its
customers’ financial condition and generally requires no collateral from its customers or interest on past due amounts.  Management estimates the
allowance for doubtful accounts based on review and analysis of specific customer balances that may not be collectible and how recently
payments have been received. Accounts are considered for write-off when they become past due and when it is determined that the probability of
collection is remote. There was no allowance for doubtful accounts at December 31, 2012 and 2011.
 
Inventories

Inventories are stated at the lower of cost (first in, first out method) or market value. Inventory quantities on hand are reviewed regularly and a
write-down for excess and obsolete inventory is recorded based primarily on an estimated forecast of product demand, market conditions and
anticipated production requirements in the near future. There was no reserve for excess and obsolete inventory at December 31, 2012 and 2011.
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Property and Equipment
 
Property and equipment are stated at historical cost less accumulated depreciation and amortization. Major additions and improvements are
capitalized while maintenance and repairs that do not improve or extend the useful life of the respective asset are expensed. Depreciation and
amortization of property and equipment is computed using the straight-line method over the estimated useful lives. Leasehold improvements are
amortized over the shorter of the life of the asset or the related leases. Estimated useful lives of the principal classes of assets are as follows:
 
Leasehold improvements 2 years
Machinery and equipment 5 years
Furniture, fixtures and computers 3-5 years
 
Patents

Patents are recorded at cost. Once the patents are awarded the amortization is computed using the straight-line method over the estimated useful
lives of the patents of 20 years commencing from the date of filing of patents.

Impairment of Long-Lived Assets

The long-lived assets held and used by the Company are reviewed for impairment no less frequently than annually or whenever events or
changes in circumstances indicate that the carrying amount of an asset may not be recoverable. In the event that facts and circumstances indicate
that the cost of any long-lived assets may be impaired, an evaluation of recoverability is performed. Management has determined that there was
no impairment in the value of long-lived assets during the years ended December 31, 2012 and 2011.

Fair Value of Financial Instruments

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at
the measurement date. Assets and liabilities measured at fair value are categorized based on whether or not the inputs are observable in the market
and the degree that the inputs are observable. The categorization of financial assets and liabilities within the valuation hierarchy is based upon the
lowest level of input that is significant to the fair value measurement.
 
The Company’s financial instruments primarily consist of cash and cash equivalents, accounts receivable, certificate of deposit, notes payable,
line of credit and accounts payable. As of the balance sheet dates, the estimated fair values of the financial instruments were not materially
different from their carrying values as presented on the balance sheets. This is primarily attributed to the short maturities of these instruments. The
Company did not identify any other non-recurring assets and liabilities that are required to be presented in the balance sheets at fair value.

Convertible Promissory Notes and Warrants

The warrants and embedded conversion feature of convertible promissory notes are classified as equity under Financial Accounting Standards
Board (“FASB”) Accounting Standards Codification (“ASC”) Topic 815-40 “Derivatives and Hedging – Contracts in Entity’s Own Equity”.
The Company allocates the proceeds of the convertible promissory notes between convertible promissory notes and the financial instruments
related to warrants associated with convertible promissory notes based on their relative fair values at the commitment date. The fair value of the
financial instruments related to warrants associated with convertible promissory notes is determined utilizing the Black-Scholes option pricing
model and the respective allocated proceeds to the warrants is recorded in additional paid-in capital. The embedded beneficial conversion feature
associated with convertible promissory notes is recognized and measured by allocating a portion of the proceeds equal to the intrinsic value of
that feature to additional paid-in capital in accordance with ASC Topic 470-20 “Debt – Debt with Conversion and Other Options”.
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The portion of debt discount resulting from the allocation of proceeds to the financial instruments related to warrants associated with convertible
promissory notes is being amortized over the life of the convertible promissory notes. For the portion of debt discount resulting from the
allocation of proceeds to the beneficial conversion feature, it is amortized over the term of the notes from the respective dates of issuance.

Revenue Recognition

Revenue from product sales is recognized when the risks of loss and title pass to the customer, as specified in (1) the respective sales agreements
and (2) other revenue recognition criteria as prescribed by Staff Accounting Bulletin (“SAB”) No. 101 (SAB 101), “Revenue Recognition in
Financial Statements,” as amended by SAB No. 104, “Revenue Recognition”. The Company generally sells its products FOB shipping and
recognizes revenue when products are shipped.  Revenue from service contracts is recognized using the completed-performance or proportional-
performance method depending on the terms of the service agreement. When there are acceptance provisions based on customer-specified
subjective criteria, the completed-performance method is used. For contracts where the services performed in the last series of acts is very
significant, in relation to the entire contract, performance is not deemed to have occurred until the final act is completed. Once customer
acceptance has been received, or the last significant act is performed, revenue is recognized.  The Company uses the proportional-performance
method when a service contract specifies a number of acts to be performed and the Company has the ability to determine the pattern and related
value in which service is provided to the customer.

The Company receives payments from government entities in the form of government grants.  Government grants are agreements that generally
provide the Company with cost reimbursement for certain type of research and development activities over a contractually defined
period.  Revenues from government grants are recognized in the period during which the related costs are incurred, provided that the conditions
under which the government grants were provided have been met.  Government grants amounted to $707,357 and $26,581 for the years ended
December 31, 2012 and 2011, respectively. At December 31, 2012, grants receivable amounted to $348,647 and were included in accounts
receivable. At December 31, 2011, there were no grants receivable.

Royalty income is recognized as earned based on the terms of the contractual agreements.

Product Warranties

The Company provides a ten year manufacturer’s warranty covering product defects. Accruals for product warranties are estimated based upon
historical warranty experience and are recorded in cost of sales at the time revenue is recognized in order to match revenues with related expenses.
The Company assesses the adequacy of its warranty liability quarterly and adjusts the reserve, included in accrued expenses, as necessary.

Research and Development

Research and development costs are expensed as incurred.  Research and development costs incurred during the years ended December 31, 2012
and 2011 amounted to $1,127,192 and $914,851, respectively.

Income Taxes
 
The Company accounts for income taxes using an asset and liability approach which allows for the recognition and measurement of deferred tax
assets based upon the likelihood of realization of tax benefits in future years. Under the asset and liability approach, deferred taxes are provided
for the net tax effects of temporary differences between the carrying amounts of assets and liabilities for financial reporting purposes and the
amounts used for income tax purposes. A valuation allowance is provided for deferred tax assets if it is more likely than not these items will
either expire before the Company is able to realize their benefits, or that future deductibility is uncertain. At December 31, 2012 and 2011, the
Company has established a full reserve against all deferred tax assets.
 
Tax benefits from an uncertain tax position are recognized only if it is more likely than not that the tax position will be sustained on examination
by the taxing authorities based on the technical merits of the position. The tax benefits recognized in the financial statements from such a position
are measured based on the largest benefit that has a greater than 50 percent likelihood of being realized upon ultimate resolution.
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Net Loss Per Share

The Company applies FASB ASC 260, “Earnings per Share.” Basic earnings (loss) per share is computed by dividing earnings (loss) available
to common stockholders by the weighted-average number of common shares outstanding. Diluted earnings (loss) per share is computed similar
to basic earnings (loss) per share except that the denominator is increased to include additional common shares available upon exercise of stock
options and warrants using the treasury stock method, except for periods for which no common share equivalents are included because their
effect would be anti-dilutive.

Stock Based Compensation  

The Company applies FASB ASC 718, “Stock Compensation,” when recording stock based compensation. The fair value of each stock option
award is estimated on the date of grant using the Black-Scholes option valuation model. The Company accounts for stock issued to non-
employees in accordance with the provisions of FASB ASC 505-50 “Equity Based Payments to Non-Employees.” FASB ASC 505-50 states
that equity instruments that are issued in exchange for the receipt of goods or services should be measured at the fair value of the consideration
received or the fair value of the equity instruments issued, whichever is more reliably measurable. The measurement date occurs as of the earlier
of (a) the date at which a performance commitment is reached or (b) absent a performance commitment, the date at which the performance
necessary to earn the equity instruments is complete (that is, the vesting date).

Presentation of sales taxes

Certain states impose a sales tax on the Company’s sales to nonexempt customers.  The Company collects that sales tax from customers and
remits the entire amount to the states.  The Company’s accounting policy is to exclude the tax collected and remitted to the states from revenues
and cost of revenues.

Concentration of Credit Risk

Financial instruments that potentially subject the Company to concentrations of credit risk consist primarily of cash, accounts receivable, accounts
payable and short term debt. The Company maintains its cash with a major financial institution located in the United States. Balances are insured
by the Federal Deposit Insurance Corporation up to $250,000. Periodically throughout the year, the Company maintains balances in excess of
federally insured limits. The Company encounters a certain amount of risk as a result of a concentration of revenue from a few significant
customers. Credit is extended to customers based on an evaluation of their financial condition. The Company generally does not require collateral
or other security to support accounts receivable. The Company performs ongoing credit evaluations of its customers and records an allowance for
potential bad debts based on available information. The Company had two customers that accounted for 75% and 85% of net revenue for the
years ended December 31, 2012 and 2011, respectively.  The loss of one of these customers could cause an adverse effect on the Company’s
operations. The Company had an accounts receivable balance from one customer that accounted for 72% and 100% of total accounts receivable at
December 31, 2012 and 2011, respectively.

Recent Accounting Pronouncements

Management does not believe that any recently issued, but not yet effective, accounting standards, if adopted, will have a material effect on the
financial statements.

Note 3 - Inventories

Inventories consisted of the following:
 
  December 31,  
  2012   2011  
Raw materials  $ 144,842  $ 130,018 
Finished goods   73,025   - 
  $ 217,867  $ 130,018 
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Note 4 – Prepayment and Other Current Assets

At December 31, 2012, prepayment and other current assets consisted of the following:

Prepaid insurance  $ 22,186 
Prepaid subscription   4,282 
Others   2,000 
  $ 28,468 

Note 5 – Property and Equipment

Property and equipment consisted of the following:

  December 31,  
  2012   2011  
Machinery and Equipment  $ 19,670  $ 19,670 
Building leasehold improvements   46,850   46,850 
Furniture, fixtures and computers   58,379   52,422 
   124,899   118,942 
Accumulated depreciation and amortization   (96,996)   (46,517)
  $ 27,903  $ 72,425 

Note 6 – Patents

Patents consisted of the following:

  December 31,  
  2012   2011  
Patents  $ 479,256  $ 156,182 
Accumulated amortization   (4,466)   (2,807)
  $ 474,790  $ 153,375 

Amortization expense related to patents amounted to $1,659 and $1,443 for the years ended December 31, 2012 and 2011,
respectively.  Estimated amortization expense for the succeeding five years and thereafter is $ 2,700(2013); $2,700 (2014); $2,700 (2015);
$2,700 (2016); $2,700 (2017); and $35,000 (thereafter).

At December 31, 2012 and 2011, the Company had capitalized approximately $426,000 and $127,000, respectively, for costs related to patents
that have not been awarded.

Note 7 – Line of Credit

The Company had a credit agreement with a bank under which it could borrow up to $20,000 through March 16, 2012. Borrowings under the
credit agreement were collateralized by a certificate of deposit of equal amount and guaranteed by officers of the Company.  Interest was payable
at a rate of 2.75% per annum. Amount outstanding under this credit agreement amounted to $20,000 at December 31, 2011, and was repaid in
April 2012.
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Note 8 – Long-term Debt
  December 31,  
  2012   2011  
1)  The Company entered into the Texas Emerging Technology Fund (the “ETF”) Award and Security

Agreement (the “Agreement”) with the State of Texas (the “State”) on October 1, 2010 subsequently
amended on May 20, 2011 and April 16, 2013. Under the Agreement, the Company received an initial
award totaling $250,000 during the year ended December 31, 2010 and received an additional award
totaling $750,000 during the year ended December 31, 2011 (collectively, the “Promissory Note”). The
proceeds from the award must be used to expedite commercialization intended to increase high-quality
jobs in Texas through expenditures on working capital or development or acquisition of capital assets
used to produce income and in meeting the Company’s goal of introducing a 30KW solar inverter to the
market. The Company is also required to meet certain milestones by specific dates, use Texas-based
suppliers and establish a substantial percentage of its commercialization and manufacturing activities in
Texas. The awards are collateralized by all owned or acquired assets of the Company.  The ETF in a
subordination agreement dated August 30, 2012, agreed to subordinate the Promissory Note to secured
convertible promissory notes to be issued by the Company of up to $5,000,000.  At December 31, 2012
the Company had secured convertible promissory notes aggregating $4,000,000.  See 4) and 5) below.

 
       The Promissory Note accrues interest at an annual rate of 8% and could be repaid at the option of the

Company after April 1, 2012. The Promissory Note will be cancelled and the debt, including accrued
interest, will be forgiven upon the earlier of: 1) October 1, 2020 or 2) the date the ETF receives a return of
cash or public securities equal to the proceeds from the Promissory Note plus accrued interest in
connection with a qualifying liquidation event, as defined in the agreement. Upon note repayment or
forgiveness, the agreement will terminate and the Company will be released from all obligations under the
Agreement.

 
       In connection with the Promissory Note, in October 2010 and July 2011, the Company issued warrants to

purchase 33,875 and 101,626 shares of the Company’s common stock, respectively.  The fair value of the
warrants was determined to be $66,372 and $199,104, respectively, and was recorded as debt discount.
During the years ended December 31, 2012 and 2011, the Company incurred interest expense amounting
to $77,430 and $176,984 related to the accretion of the debt discount.  Interest on the Promissory Note,
including accretion of debt discount, amounted to $157,430 and $225,017 for the years ended December
31, 2012 and 2011, respectively.  Unamortized debt discount amounted to $0 and $77,430 at December
31, 2012 and 2011, respectively. Effective interest rate on this Promissory Note was 16% and 36% per
annum for the years ended December 31, 2012 and 2011, respectively.  Accrued interest amounted to
$132,690 and $52,690 at December 31, 2012 and 2011, respectively, and is included in the outstanding
amount of Promissory note.  $ 1,132,690  $ 975,260 
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2)    Unsecured convertible promissory notes with principal and interest due at maturity at 6% per annum,

subordinate to the line of credit, and maturing  on the earlier of: 1) December 31, 2013, or 2) closing of
initial public offering of the Company’s common stock in which the Company raises at least $10million,
or 3) closing of qualified financing, as defined in the promissory notes, or 4) occurrence of event of
default, as defined in the promissory notes . The promissory notes are convertible into 172,249 shares of
the Company’s common stock at the option of the note holder upon occurrence of certain events, as
defined in the promissory notes. The embedded beneficial conversion feature associated with these
convertible promissory notes had no intrinsic value. Of the total amount outstanding, $40,000 was due to
an officer of the Company at December 31, 2012 and 2011, respectively.  Interest on these notes
amounted to $21,600 and $9,146 for the years ended December 31, 2012 and 2011, respectively.   360,000   360,000 

         
3)    Unsecured convertible promissory notes aggregating $695,150 with principal and interest due at maturity

at 6% per annum and maturing  on the earlier of : 1) December 31, 2013 , or 2) closing of initial public
offering of the Company’s common stock in which the Company raises at least $10 million, or 3) closing
of qualified financing, as defined in the promissory notes, or 4) occurrence of event of default, as defined
in the promissory notes .Of the total amount outstanding, $389,575 was due to an officer, employee  and
directors of the Company. The promissory notes are convertible into 332,608 shares of the Company’s
common stock at the option of the note holder upon occurrence of certain events, as defined in the
promissory notes. The embedded beneficial conversion feature associated with these convertible
promissory notes had no intrinsic value.

 
       In connection with these promissory notes, the Company issued warrants to purchase 261,581 shares of

the Company’s common stock.  The fair value of the warrants was determined to be $419,840 and was
recorded as debt discount. During the year ended December 31, 2012, the Company incurred interest
expense amounting to $157,711 related to the accretion of the debt discount.  Interest on these promissory
notes, including accretion of debt discount, amounted to $185,874 for the year ended December 31, 2012.
Unamortized debt discount amounted to $262,129 at December 31, 2012. Effective interest rate on these
notes was 35% per annum for the year ended December 31, 2012.   

                   
             
433,021   

                   
              - 

         
4)    Convertible promissory notes aggregating $750,000 secured by substantially all assets of the Company

with principal and interest due at maturity at the higher of: a) 1% per annum or b) at the lowest rate that
may accrue without causing the imputation of interest under the Internal Revenue Code,  and maturing on
the earlier of : 1) November 21, 2013,  2) event of default, as defined in the agreement, or 3) the closing of
an initial public offering of the Company’s common stock. Of the total amount outstanding, $100,000 was
due to one of the directors of the Company. The promissory notes are convertible into 512,645 shares of
the Company’s common stock at the option of the note holder upon occurrence of certain events, as
defined in the promissory notes. The intrinsic value of embedded beneficial conversion feature associated
with these convertible promissory notes was determined to be $321,429 and was recorded as debt
discount.

 
       In connection with these promissory notes, the Company issued warrants to purchase 513,699 shares of

the Company’s common stock.  The fair value of the warrants was determined to be $749,846 and was
recorded as debt discount.

 
       During the year ended December 31, 2012, the Company incurred interest expense amounting to

$521,275 related to the accretion of the debt discount.  Interest on these promissory notes, including
accretion of debt discount, amounted to $523,796 for the year ended December 31, 2012.  Unamortized
debt discount amounted to $550,000 at December 31, 2012. Effective interest rate on these notes was
210% per annum for the year ended December 31, 2012.   

                   
                   

         
200,000   

                   
                   

          - 
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5)    Convertible promissory notes aggregating $3,250,000 secured by substantially all assets of the Company

with principal and interest due at maturity at the higher of: a) 1% per annum or b) at the lowest rate that
may accrue without causing the imputation of interest under the Internal Revenue Code, and maturing on
the earlier of : 1) November 21, 2013,  2) event of default, as defined in the agreement, or 3) the closing of
an initial public offering of the Company’s common stock.  Of the total amount outstanding, $200,000
was due to two directors of the Company. The promissory notes are convertible into 2,226,027 shares of
the Company’s common stock at the option of the note holder upon occurrence of certain events, as
defined in the promissory notes. The intrinsic value of the embedded beneficial conversion feature
associated with these convertible promissory notes was determined to be $1,402,397 and was recorded as
debt discount.

 
       In connection with these promissory notes, the Company issued warrants to purchase 1,113,014 shares of

the Company’s common stock.  The fair value of the warrants was determined to be $1,625,890 and was
recorded as debt discount.

 
       In connection with these promissory notes the Company issued underwriter warrants to purchase 222,603

shares of the Company’s common stock.  The fair value of the warrants was determined to be $292,368
and was recorded as debt discount. The Company also incurred debt raising cost of $375,000 in
connection with these promissory notes which has been recorded as debt discount.

 
       During the year ended December 31, 2012, the Company incurred interest expense amounting to

$716,488 related to the accretion of the debt discount.  Interest expense on these promissory notes,
including accretion of debt discount, amounted to $720,099 for the year ended December 31,
2012.  Unamortized debt discount amounted to $2,979,167 at December 31, 2012. The effective interest
rate on these notes was 133% per annum for the year ended December 31, 2012   

                   
                   
                   

  270,833   

                   
                   
                   

  - 
         
6)    Unsecured convertible promissory note amounting to $86,707 with principal and interest due at maturity

at the higher of: a) 1% per annum or b) at the lowest rate that may accrue without causing the imputation
of interest under the Internal Revenue Code, and maturing on the earlier of: 1) December 31, 2013, 2)
event of default, as defined in the agreement, or 3) the closing of an initial public offering of the
Company’s common stock.   The promissory note is convertible into 59,388 shares of the Company’s
common stock at the option of the note holder upon occurrence of certain events, as defined in the
promissory note. The intrinsic value of embedded beneficial conversion feature associated with these
convertible promissory notes was determined to be $37,415 and was recorded as debt
discount.  Unamortized debt discount amounted to $37,415 at December 31, 2012.   

                   
    49,292   

                   
    - 

   2,445,836   1,335,260 
Less current portion of long-term debt, net of debt discount of $3,828,711 at December 31, 2012   1,313,146   - 
Long-term debt, net of debt discount of $0 and $77,430 at December 31, 2012 and 2011, respectively  $ 1,132,690  $ 1,335,260 
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Maturities of the long-term debt over the succeeding year and thereafter is approximately $5,142,000 (2013); and $1,133,000 (thereafter). The
unamortized debt discount of $3,828,711 at December 31, 2012 will be amortized during the year ended December 31, 2013.

Note 9 – Warranty Reserve

The changes in warranty reserve, included in accrued expenses, were as follows:

  2012   2011  
Balance, beginning of the year  $ 123,979  $ - 
Provisions for warranty and beta replacements   18,900   123,979 
Warranty payments or beta replacements   (39,750)   - 
Balance, end of the year  $ 103,129  $ 123,979 

Note 10 – Common and Preferred Stock

All shares of common and preferred stock have a par value of $0.001. Each holder of common stock is entitled to one vote per share
outstanding.  Each holder of preferred stock is entitled to the number of votes equal to the number of shares of common stock into which the
shares of preferred stock could be converted on the record date.  As of December 31, 2012 and 2011, there were no outstanding shares of
preferred stock.

Common Stock

During the year ended December 31, 2012, stockholders’ equity activity consisted of the following common stock transactions: (1) the issuance
to investors in a private placement, in consideration of $52,000, of an aggregate of 19,568 shares of the Company’s common stock, (2) the
issuance of an aggregate 44,846 shares of the Company’s common stock with a fair value of $78,994 for services, (3) the issuance of
2,110,897  warrants with a value of $3,088,944  in connection with debt, (4) the issuance of 477,135 warrants with a fair value of $670,947 in
connection with consulting services.

During the year ended December 31, 2011, stockholders’ equity activity consisted of the following common stock transactions: (1) the issuance
to investors in private placement, in consideration of $188,002, of an aggregate 70,741 shares, including 9,783 shares to an executive employee,
of the Company’s common stock (2) the issuance of an aggregate 44,718 shares, including 13,170 shares to an executive employee, of the
Company’s common stock with a fair value of $118,840 for services, (3) the issuance of 101,626 warrants with a fair value of $199,104 in
connection with debt, (4) repurchase of 1,000  shares of the Company’s common stock for $2,658.

Preferred Stock

During the year ended December 31, 2011, the Company converted 122,175 shares of Series Seed Preferred stock into an equal number of
shares of the Company’s common stock.

Note 11 – Stock Option Plan
 
In 2011, the Company adopted the 2011 Stock Option/Stock Issuance Plan (the “Plan”) and reserved 371,000 shares of common stock for
issuance under the Plan.  The Plan is administered by the Company’s board of directors and is divided into two separate equity programs:  1) the
Option Grant Program under which eligible persons may, at the discretion of the Plan Administrator, be granted options to purchase shares of
common stock, and (ii) the Stock Issuance Program, under which eligible persons may, at the discretion of the Plan Administrator, be issued
shares of common stock directly, either through the immediate purchase of such shares or as a bonus for services rendered to the Company.  The
persons eligible to participate in the Plan are employees, non-employee members of the board of directors, consultants and other independent
advisors who provide services to the Company.  Options issued under the Plan may have a term of up to ten years and may have variable vesting.
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During the year ended December 31, 2012, the Company did not grant any awards of common stock or options to purchase common stock from
the Plan.
 
During the year ended December 31, 2011, the Company granted option awards to various employees for the purchase of 38,756 shares of
common stock from the Plan at an exercise price of $2.658.  The options were to vest over a period of 4 years commencing from the date of
grant.    The options were valued at approximately $83,000 using the Black-Scholes option pricing model.  Pursuant to the terms of the Plan, if
stockholder approval was not obtained within 12 months after the date of the board’s adoption of the Plan, then all options previously granted
under the Plan would terminate and cease to be outstanding, and no further options could be granted and no shares could be issued under the
Plan.  The Plan was not approved by the Company’s stockholders on or before November 5, 2012 and the option grants terminated on that date.
 
Awards Granted Outside the Plan

During the year ended December 31, 2012, the Company granted 45,155 stock options to purchase shares of common stock at an exercise price
of $2.658 to an executive employee. The options vest over a period of 4 years commencing from the date of grant. As permitted by SAB 107,
due to the Company’s insufficient history of option activity, management utilized the simplified approach to estimate the options expected term,
which represents the period of time that options granted are expected to be outstanding.  The risk free interest rate for periods within the
contractual life of the option is based on the U.S. treasury yield in effect at the time of grant.  The Company has never declared or paid dividends
and has no plans to do so in the foreseeable future. The options were valued at approximately $85,000 using the Black-Scholes option pricing
model. Amount of approximately $12,400 relating to these options was charged to expense during the year ended December 31, 2012.

The assumptions used in the Black-Scholes model are as follows:

  
For the year ended

December 31,  
  2012   2011  
Risk-free interest rate   1.41%  1.41%
Expected dividend yield   0%  0%
Expected lives  5.25 years   9 years  
Expected volatility   90%  90%
 
A summary of the Company’s stock option activity and related information is as follows:

  2012   2011  

  Stock Options   

Weighted
Average

Exercise Price   

Weighted
Average

Remaining
Life (in years)   

Stock
Options   

Weighted
Average

Exercise Price   

Weighted
Average

Remaining
Life (in years)  

Outstanding at January 1   370,056  $ 1.115   8.9   331,300  $ 0.934   9.9 
Granted   45,155   2.658       38,756   2.658     
Exercised   -   -       -   -     
Forfeited/Expired/Exchanged   (38,756)   2.658       -   -     
Outstanding at December 31   376,455  $ 1.141   7.8   370,056  $ 1.115   8.9 
Exercisable at December 31   326,570  $ 0.958   8.0   279,095  $ 0.884   9.0 
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The following table sets forth additional information about stock options outstanding at December 31, 2012:
 

Range of Exercise
Prices   Options Outstanding   

Weighted Average
Remaining Life

(in years)   
Weighted Average

Exercise Price   Options Exercisable  
$ 0.04 - $0.99   94,650   8.7  $ 0.1493   94,650 
$ 1.00 - $1.99   236,650   7.6  $ 1.2480   225,335 
$ 2.00- $2.66   45,155   7.4  $ 2.6575   6,585 
     376,455           326,570 

The estimated aggregate pretax intrinsic value (the difference between the Company’s estimated stock price on the last day of the year ended
December 31, 2012 and the exercises price, multiplied by the number of in-the-money options) is approximately $373,000. This amount changes
based on the fair value of the Company’s stock.  

As of December 31, 2012, there was $79,371 of unrecognized compensation cost related to non-vested share-based compensation arrangements
granted under the Plan. That cost is expected to be recognized over a weighted average period of 3.4 years.

Note 12 – Warrants

During the year ended December 31, 2012, the Company issued 2,110,897 warrants to purchase shares of the Company’s common stock to
various promissory note holders with exercise prices ranging from $0.001 to $2.658. The warrants vest through November 2013. The warrants
were valued at approximately $3,089,000 using the Black-Scholes option pricing model. See Note 8.

During the year ended December 31, 2012, the Company issued 477,135 warrants to purchase shares of the Company’s common stock to a
consultant in connection with consulting services.  The warrants have an exercise price of $1.46. The warrants vested immediately. The warrants
were valued at approximately $671,000 using the Black-Scholes option pricing model which was charged to expense during 2012.

During the year ended December 31, 2011, the Company issued 101,626 warrants to purchase shares of the Company’s common stock in
connection with Promissory Note with an exercise price of $0.001. The warrants vested over a period of 9 months from the date of issuance. The
warrants were valued at approximately $199,000 using the Black-Scholes option pricing model. See Note 8.

The assumptions used in the Black-Scholes model are as follows:

  
For the year ended

December 31,  
  2012   2011  
Risk-free interest rate   0.46% -0.69%  1.41%
Expected dividend yield   0%  0%
Expected lives  3.5 – 4 years   10 years  
Expected volatility   90%  90%
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A summary of the Company’s warrant activity and related information is as follows:

  2012   2011  

  Warrants   

Weighted
Average

Exercise Price   

 
 

Warrants   

Weighted
Average
Exercise

Price  
Outstanding at January 1   221,451  $ 0.00072   119,825  $ 0.00043 
Granted   2,588,032   1.87   101,626   0.0010 
Exercised   -   -   -   - 
Forfeited/Expired   -   -   -   - 
Outstanding at December 31   2,809,483  $ 1.52   221,451  $ 0.00072 

Note 13 – Income Taxes

Income taxes are disproportionate to income due to net operating loss carryforwards, which are fully reserved. As of December 31, 2012, the
Company has federal net operating loss carryforwards of approximately $5,313,000 which will begin to expire in 2031.  Management has
concluded that it is more likely than not that the Company will not have sufficient taxable income within the carryforward period permitted by
current law to allow for the utilization of certain of the deductible amounts generating the deferred tax assets; therefore, a full valuation allowance
has been established to reduce the net deferred tax assets to zero at December 31, 2012 and 2011.
 
The following is a summary of the significant components of the Company’s net deferred income tax assets and liabilities as of December 31,
2012 and 2011:

  Year ended December 31,  
  2012   2011  
Current deferred income tax assets:       
Inventory – uniform capitalization  $ 18,000  $ 10,000 
Less valuation allowance   (18,000)   (10,000)
  $ -  $ - 
Non-current deferred income tax assets and (liabilities):         
Net operating loss  $ 1,806,000  $ 675,000 
Research and development credit   18,000   18,000 
Warrant reserve   35,000   42,000 
Depreciation and amortization   7,000   1,000 
Other   (139,000)   (29,000)
Less valuation allowance   (1,727,000)   (707,000)
Net non-current deferred tax assets  $ -  $ - 

The Company has applied the provisions of FASB ASC 740, “Income Tax” which clarifies the accounting for uncertainty in tax positions.
FASB ASC 740 requires the recognition of the impact of a tax position in the financial statements if that position is more likely than not of being
sustained on a tax return upon examination by the relevant taxing authority, based on the technical merits of the position.  At December 31, 2012
and 2011, the Company had no unrecognized tax benefits.
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The Company recognizes interest and penalties related to income tax matters in interest expense and operating expenses, respectively. As of
December 31, 2012 and 2011, the Company has no accrued interest and penalties related to uncertain tax positions.

The Company is subject to tax in the United States (“U.S.”) and files tax returns in the U.S. Federal jurisdiction.  The Company is no longer
subject to U.S. federal, state and local income tax examinations by tax authorities for years before 2008. The Company currently is not under
examination by any tax authority.

The reconciliation between the statutory income tax rate and the effective tax rate is as follows:

  
For the year ended

December 31,  
  2012   2011  
Statutory federal income tax rate   (34) %   (34) %
Debt discount   12   4 
Other   -   1 
Valuation allowance   22   29 
   -%   -%

Note 14 – Commitments

Lease

The Company leases its facility in Spicewood, Texas under a non-cancelable operating lease expiring on May 31, 2014. Rent expense incurred
for the years ended December 31, 2012 and 2011 amounted to $34,932 and $31,833, respectively.

Future estimated lease payments are as follows:

Year ending December 31,    
2013  $ 38,000 
2014   16,000 

  $ 54,000 

Employment Agreement

The Company has entered into an employment agreement, subsequently amended on May 8, 2013, with executive management personnel that
provides for severance payments upon termination without cause. Consequently, if the Company had released executive management personnel
without cause or due to a change in control, as defined in the employment agreement, the severance expense due would be a minimum six month
salary of approximately $88,000, plus any pro-rated bonuses and vacation days earned.

Note 15 – Consulting Services

During the years ended December 31, 2112 and 2011, the Company incurred $50,069, and $75,823 respectively, on account of consulting
services and fixed asset purchases from a company which is owned by one of the major shareholders of the company who from May 2007 to
November 2012 was also a director of the Company.

Note 16 – Retirement Plan

The Company has adopted a defined contribution retirement plan covering all of its employees. Under the plan, the Company contributions are
discretionary. The Company’s discretionary contributions amounted to $4,198 and $1,939 for the years ended December 31, 2012 and 2011,
respectively.
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Note 17 - Unaudited Pro Forma Stockholders' Deficit
 
The Company is in the process of filing a registration statement on Form S-1 with the U.S. Securities and Exchange Commission in connection
with a proposed offering of its securities.  If the offering contemplated by the registration statement is consummated and the Company raises
sufficient equity to meet the listing requirements of the NASDAQ Capital Market, the board of directors has been authorized by the Company's
stockholders to effect a reverse stock split of its common stock after the effectiveness of the registration statement and prior to the closing of the
offering.  The unaudited proforma stockholders' deficit as of December 31, 2012 gives effect to the assumed 1-for-2.381 reverse stock split (see
Note 18).
 
Since the 1-for-2.381 reverse stock split is to be effected after the effectiveness of the registration statement, the historical share information
included in the accompanying financial statements and notes hereto does not assume the 1-for-2.381 reverse stock split, and accordingly has not
been adjusted.

Note 18 – Reverse Stock Split

On June 13, 2013, the Company’s Board of Directors, and on July 5, 2013, stockholders holding a majority of the Company’s outstanding
voting power, approved resolutions authorizing the Board of Directors to effect a reverse split of the Company’s common stock at an exchange
ratio of between one-for-two and one-for-ten, with the Board of Directors retaining the discretion as to whether to implement the reverse split
and which exchange ratio to implement.  The reverse stock split is intended to allow the Company to meet the minimum share price requirement
of The Nasdaq Capital Market.  During August 2013, the Board of Directors determined that, following the effectiveness of the registration
statement and prior to the closing of the offering, the Board of Directors will effect the reverse stock split at a ratio of one share for each 2.381
shares.
 
Note 19 - Subsequent Events 
 
Consulting Agreement

On April 19, 2013, the Company entered into an agreement effective May 1, 2013 with an unrelated party to provide public relations services for
a monthly fee of $7,500 for a period of 12 months.

Employment Agreements

On May 8, 2013, the Company entered into employment agreements with the Chief Technology Officer and Chief Executive Officer of the
Company that provide for severance payments upon termination without cause. Consequently, if the Company had released executive
management personnel without cause or due to a change in control, as defined in the employment agreements, the severance expense due would
be a minimum six month salary of approximately $212,000, plus any pro-rated bonuses and vacation days earned.



be a minimum six month salary of approximately $212,000, plus any pro-rated bonuses and vacation days earned.



Exhibit 1.1

IDEAL POWER INC.
 

UNDERWRITING AGREEMENT
 

Los Angeles, California
September  __, 2013

 
MDB Capital Group, LLC
401 Wilshire Blvd., Suite 1020
Santa Monica, CA 90401
 
 
Ladies and Gentlemen:

 
The undersigned, Ideal Power Inc., a Delaware corporation (the “Company”), hereby confirms its agreement with MDB Capital

Group, LLC (hereinafter referred to as “you” (including its correlatives) or the “Underwriter”), as follows:
 
1.            Purchase and Sale of Securities.

 
1.1         Firm Securities.

 
1.1.1       Nature and Purchase of Firm Securities.

 
(i)          On the basis of the representations and warranties herein contained, but subject to the terms and conditions

herein set forth, the Company agrees to issue and sell to the Underwriter, an aggregate of [Two Million Five Hundred
Thousand][(2,500,000)] shares (the “FirmShares”) of common stock of the Company, par value $0.001 per share (the “Common
Stock”).

 
(ii)         The Underwriter agrees to purchase from the Company the Firm Shares at a purchase price (net of discounts

and commissions) of $4.50 per Share. The Firm Shares are to be offered initially to the public (the “Offering”) at the offering price set
forth on the cover page of the Prospectus (as defined in Section 2.1.1 hereof).

 
1.1.2       Shares Payment and Delivery.

 
(i)          Delivery and payment for the Firm Shares shall be made at 10:00 a.m., Eastern time, on the third (3rd)

Business Day following the date of this Agreement (the “Effective Date”) (or the fourth (4th) Business Day following the Effective Date,
if this Agreement is executed after 4:30 p.m. Eastern Time) or at such earlier time as shall be agreed upon by the Underwriter and the
Company at the offices of Locke Lord LLP, counsel to the Underwriter (“Locke Lord”), or at such other place (or remotely by facsimile
or other electronic transmission) as shall be agreed upon by the Underwriter and the Company. The hour and date of delivery and
payment for the Firm Shares is called the “Closing Date.”

(ii)         Payment for the Firm Shares shall be made on the Closing Date by wire transfer in Federal (same day) funds,
payable to the order of the Company upon delivery of the certificates (in form and substance satisfactory to the Underwriter) representing
the Firm Shares (or through the facilities of the Depository Trust Company (“DTC”)) for the account of the Underwriter. The Firm
Shares shall be registered in such name or names and in such authorized denominations as the Underwriter may request in writing at least
two (2) full Business Days prior to the Closing Date. The Company shall not be obligated to sell or deliver the Firm Shares except upon
tender of payment by the Underwriter for all the Firm Shares. The term “Business Day” means any day other than a Saturday, a Sunday
or a legal holiday or a day on which banking institutions are authorized or obligated by law to close in New York, New York.
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1.2         Over-allotment Option.
 
1.2.1       Option Shares. For the purposes of covering any over-allotments made by the Underwriter in connection with the

distribution and sale of the Firm Shares, the Underwriter is hereby granted an option to purchase from the Company up to [Three
Hundred Seventy Five Thousand (375,000)] Shares representing fifteen percent (15%) of the Firm Shares sold in the offering (the
“Over-allotment Option”). Such additional [Three Hundred Seventy Five Thousand (375,000)] Shares, the net proceeds of which
will be deposited with the Company’s account, are hereinafter referred to as “Option Shares.” The purchase price to be paid for the
Option Shares will be the same price per Option Share as the price per Firm Share set forth in Section 1.1.1 hereof. The Firm Shares and
the Option Shares are hereinafter referred to collectively as the “Securities.”

 
1.2.2       Exercise of Option. The Over-allotment Option granted pursuant to Section 1.2.1 hereof may be exercised by the

Underwriter as to all (at any time) or any part (from time to time) of the Option Shares within 45 days after the Effective Date. The
Underwriter will not be under any obligation to purchase any Option Shares prior to the exercise of the Over-allotment Option. The Over-
allotment Option granted hereby may be exercised by the giving of oral notice to the Company from the Underwriter, which must be
confirmed in writing by overnight mail or facsimile or other electronic transmission setting forth the number of Option Shares to be
purchased and the date and time for delivery of and payment for the Option Shares (the “Option Closing Date”), which will not be later
than five (5) full Business Days after the date of the notice or such other time as shall be agreed upon by the Company and the
Underwriter, at the offices of Locke Lord or at such other place (including remotely by facsimile or other electronic transmission) as shall
be agreed upon by the Company and the Underwriter. If such delivery and payment for the Option Shares does not occur on the Closing
Date, the Option Closing Date will be as set forth in the notice. Upon exercise of the Over-allotment Option, the Company will become
obligated to convey to the Underwriter, and, subject to the terms and conditions set forth herein, the Underwriter will become obligated to
purchase the number of Option Shares specified in such notice.

 
1.2.3       Payment and Delivery. Payment for the Option Shares will be made on the Option Closing Date by wire transfer in

Federal (same day) funds at a purchase price (net of discounts and commissions) of $4.50 per Option Share, payable to the order of the
Company upon delivery to you of certificates (in form and substance satisfactory to the Underwriter) representing the Option Shares (or
through the facilities of DTC) for the account of the Underwriter. The Option Shares shall be registered in such name or names and in
such authorized denominations as the Underwriter may request in writing at least two (2) full Business Days prior to the Option Closing
Date. The Company shall not be obligated to sell or deliver the Option Shares except upon tender of payment by the Underwriter for
applicable Option Shares.
 
1.3         Underwriter’s Warrants. The Company hereby agrees to issue and sell to Underwriter on the Closing Date warrants to

purchase that number of shares of Common Stock equal to an aggregate of 10% of the amount of Securities sold in the Offering, including all
Option Shares (the “Underwriter’s Warrants”). The Underwriter’s Warrants as evidenced by the Underwriter’s Warrant Agreement in the
form attached hereto as Exhibit A, shall be exercisable, in whole or in part, commencing one hundred eighty (180) days after the Effective Date
and expiring five (5) years after the Effective Date at an initial exercise price per share of Common Stock of $6.25. The Underwriter’s Warrants
and the shares of Common Stock of the Company issuable upon exercise thereof (“Warrant Shares”) are sometimes referred to herein
collectively as the “Warrant Securities.” The Underwriter understands and agrees that there are significant restrictions pursuant to FINRA Rule
5110 against transferring the Warrant Securities and by its acceptance thereof shall agree that it will not, sell, transfer, assign, pledge or
hypothecate the Warrant Securities, or any portion thereof, or be the subject of any hedging, short sale, derivative, put or call transaction that
would result in the effective economic disposition of such securities other than in accordance with FINRA Rule 5110.

 
2.           Representations and Warranties of the Company. The Company represents and warrants to the Underwriter as of the Applicable Time
(as defined below), as of the Closing Date and as of the Option Closing Date, if any, as follows:
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2.1         Filing of Registration Statement.
 
2.1.1       Pursuant to the Act. The Company has filed with the Securities and Exchange Commission (the “Commission”) a

registration statement and an amendment or amendments thereto, on Form S-1 (File No. 333- 190414), including any related preliminary
prospectus (the “Preliminary Prospectus”, which for purposes of this Agreement, includes any prospectus that is included in the
Registration Statement immediately prior to the effectiveness of the Registration Statement for the registration of the Securities under the
Securities Act of 1933, as amended (the “Act”), which registration statement and amendment or amendments have been prepared by the
Company in all material respects in conformity with the requirements of the Act, and the rules and regulations (the “Regulations”) of the
Commission under the Act. The conditions for use of Form S-1 to register the Securities under the Act, as set forth in the General
Instructions to such Form, have been satisfied. Except as the context may otherwise require, such registration statement, as amended, on
file with the Commission at the time the registration statement becomes effective (including the Preliminary Prospectus, prospectus,
financial statements, schedules, exhibits and all other documents filed as a part thereof or incorporated therein and all information deemed
to be a part thereof as of such time pursuant to Rule 430A of the Regulations), is hereinafter called the “Registration Statement,” and
the form of the final prospectus dated the Effective Date included in the Registration Statement (or, if applicable, the form of final
prospectus containing information permitted to be omitted at the time of effectiveness by Rule 430A of the Regulations filed with the
Commission pursuant to Rule 424 of the Regulations), is hereinafter called the “Prospectus.” For purposes of this Agreement,
“Applicable Time”, as used in the Act, means 4:30 p.m., New York City time, on the date of this Agreement. Prior to the Applicable
Time, the Company prepared and filed with the Commission a Preliminary Prospectus, dated __________, for distribution by the
Underwriter (the “Statutory Prospectus”). If the Company has filed, or is required pursuant to the terms hereof to file, a registration
statement pursuant to Rule 462(b) under the Securities Act registering the Securities (a “Rule 462(b) Registration Statement”), then,
unless otherwise specified, any reference herein to the term “Registration Statement” shall be deemed to include such Rule 462(b)
Registration Statement. Other than a Rule 462(b) Registration Statement, which, if filed, becomes effective upon filing, no other document
with respect to the Registration Statement has heretofore been filed with the Commission. All of the Securities have been registered under
the Securities Act pursuant to the Registration Statement or, if any Rule 462(b) Registration Statement is filed, will be duly registered
under the Securities Act with the filing of such Rule 462(b) Registration Statement. The Registration Statement has been declared
effective by the Commission on the date hereof. If, subsequent to the date of this Agreement, the Company or the Underwriter have
determined that at the Applicable Time the Statutory Prospectus included an untrue statement of a material fact or omitted a statement of
material fact necessary to make the statements therein, in light of the circumstances under which they were made, not misleading, and have
agreed to provide an opportunity to purchasers of the Securities to terminate their old purchase contracts and enter into new purchase
contracts, the Statutory Prospectus will be deemed to include any additional information available to purchasers at the time of entry into
the first such new purchase contract.

2.1.2       Registration under the Exchange Act and Stock Exchange Listing. The Company has filed with the Commission a
Form 8-A12B (File Number 001-________), as amended, providing for the registration under the Securities Exchange Act of 1934, as
amended (the “Exchange Act”), of the Common Stock. The registration of the Securities under the Exchange Act is effective. The
Common Stock is registered pursuant to Section 12(b) of the Exchange Act and are listed on The NASDAQ Capital Market (“Nasdaq”),
and the Company has taken no action designed to, or likely to have the effect of, terminating the registration of the Common Stock under
the Exchange Act or delisting the Common Stock from Nasdaq, nor has the Company received any notification that the Commission or
Nasdaq is contemplating terminating such registration or listing except as described in the Registration Statement and Prospectus.
 
2.2         No Stop Orders, etc. Neither the Commission nor, to the Company’s knowledge, any state regulatory authority has issued any

order preventing or suspending the use of the Statutory Prospectus, Prospectus or the Registration Statement or has instituted or, to the
Company’s knowledge, threatened to institute any proceedings with respect to such an order.
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2.3         Disclosures in Registration Statement.
 
2.3.1       10b-5 Representation. At the time of effectiveness of the Registration Statement (or at the time of any post-effective

amendment to the Registration Statement) and at all times subsequent thereto up to the Closing Date and the Option Closing Date, if any,
the Registration Statement, any Preliminary Prospectus, the Statutory Prospectus and the Prospectus contained or will contain all material
statements that are required to be stated therein in accordance with the Act and the Regulations, and did or will, in all material respects,
conform to the requirements of the Act and the Regulations. On the Effective Date, the Registration Statement did not contain any untrue
statement of a material fact or omit to state a material fact required to be stated therein or necessary to make the statements therein not
misleading. As of its date, the Closing Date and the Option Closing Date, if any, the Prospectus (together with any supplement thereto)
did not and will not include any untrue statement of a material fact or omit to state a material fact necessary in order to make the statements
therein, in the light of the circumstances under which they were made, not misleading. At the Applicable Time, the Statutory Prospectus
did not include any untrue statement of a material fact or omit to state a material fact necessary in order to make the statements therein, in
light of the circumstances under which they were made, not misleading. The representations and warranties made in this Section 2.3.1 do
not apply to statements made or statements omitted in reliance upon and in conformity with written information furnished to the Company
with respect to the Underwriter, by the Underwriter, expressly for use in the Registration Statement, any Preliminary Prospectus, the
Statutory Prospectus or Prospectus or any amendment thereof or supplement thereto, which information, it is agreed, shall consist solely
of (i) the names and addresses of the Underwriter, (ii) the [fourth and sixth] paragraphs under “Underwriting,” (iii) the statements in
“Underwriting—Determination of Offering Price,” and (iv) the [first paragraph] under “Underwriting—Short Positions and Penalty
Bids.” (“Underwriters Information”).

 
2.3.2       Disclosure of Agreements. The agreements and documents described in the Registration Statement, any Preliminary

Prospectus, the Statutory Prospectus and the Prospectus conform to the descriptions thereof contained therein and there are no agreements
or other documents required to be described in the Registration Statement, any Preliminary Prospectus, the Statutory Prospectus or the
Prospectus or to be filed with the Commission as exhibits to the Registration Statement, that have not been so described or filed. Each
agreement or other instrument (however characterized or described) to which the Company is a party or by which its property or business
is or may be bound or affected and (i) that is referred to in the Registration Statement, any Preliminary Prospectus, the Statutory
Prospectus or the Prospectus or attached as an exhibit thereto, or (ii) is material to the Company’s business, has been duly and validly
executed by the Company, is in full force and effect in all material respects and is enforceable against the Company and, to the Company’s
knowledge, the other parties thereto, in accordance with its terms, except (x) as such enforceability may be limited by bankruptcy,
insolvency, reorganization or similar laws affecting creditors’ rights generally, (y) as enforceability of any indemnification or contribution
provision may be limited under the federal and state securities laws, and (z) that the remedy of specific performance and injunctive and
other forms of equitable relief may be subject to the equitable defenses and to the discretion of the court before which any proceeding
therefore may be brought, and none of such agreements or instruments has been assigned by the Company, and neither the Company nor,
to the Company’s knowledge, any other party is in breach or default thereunder and, to the Company’s knowledge, no event has occurred
that, with the lapse of time or the giving of notice, or both, would constitute a breach or default thereunder. To the Company’s knowledge,
performance by the Company of the material provisions of such agreements or instruments will not result in a material violation of any
existing applicable law, rule, regulation, judgment, order or decree of any governmental agency or court, domestic or foreign, having
jurisdiction over the Company or any of its assets or businesses, including, without limitation, those relating to environmental laws and
regulations.

2.3.3       Prior Securities Transactions. No securities of the Company have been sold by the Company or by or on behalf of, or
for the benefit of, any person or persons controlling, controlled by, or under common control with the Company since the date of the
Company’s formation, except as disclosed in the Registration Statement, any Preliminary Prospectus, the Statutory Prospectus and the
Prospectus.
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2.3.4       Regulations. The disclosures in the Registration Statement, any Preliminary Prospectus, the Statutory Prospectus and
the Prospectus concerning the effects of Federal, state and local regulation on the Company’s business as currently contemplated fairly
summarize, to the best of the Company’s knowledge, such effects and do not omit to state a material fact necessary to make the statements
therein, in light of the circumstances in which they were made, not misleading.
 
2.4         Changes After Dates in Registration Statement.

 
2.4.1       No Material Adverse Change. Since the respective dates as of which information is given in the Registration Statement,

any Preliminary Prospectus, the Statutory Prospectus and the Prospectus, except as otherwise specifically stated therein: (i) there has been
no material adverse change in the condition, financial or otherwise, or business of the Company (a “Material Adverse Effect”); (ii) there
have been no material transactions entered into by the Company, other than as contemplated pursuant to this Agreement; (iii) no member
of the Company’s board of directors or management has resigned from any position with the Company and (iv) no event or occurrence
has taken place which materially impairs, or would likely materially impair, with the passage of time, the ability of the members of the
Company’s board of directors or management to act in their capacities with the Company as described in the Registration Statement, any
Preliminary Prospectus, the Statutory Prospectus and the Prospectus.

 
2.4.2       Recent Securities Transactions, etc. Subsequent to the respective dates as of which information is given in the

Registration Statement, any Preliminary Prospectus, the Statutory Prospectus and the Prospectus, and except as may otherwise be
indicated or contemplated herein or therein, the Company has not: (i) with the exception of ___________________________, issued any
securities (other than shares of Common Stock that may be issued upon conversion of the Company’s outstanding indebtedness) or
incurred any liability or obligation, direct or contingent, for borrowed money; or (ii) declared or paid any dividend or made any other
distribution on or in respect to its capital stock.
 
2.5         Independent Accountants. To the knowledge of the Company, Gumbiner Savett Inc. (“GSI”), whose report is filed with the

Commission as part of the Registration Statement, any Preliminary Prospectus, the Statutory Prospectus and the Prospectus, are independent
registered public accountants as required by the Act and the Regulations. GSI is registered with and in good standing with the PCAOB. Except
for the preparation of federal tax returns and services provided to the Company in relation to the preparation of the Cold Comfort Letter described
in Section 4.3, GSI has not, during the periods covered by the financial statements included in the Registration Statement, any Preliminary
Prospectus, the Statutory Prospectus and the Prospectus, provided to the Company any non-audit services, as such term is used in Section
10A(g) of the Exchange Act.

2.6         Financial Statements, Statistical Data.
 
2.6.1       Financial Statements. The financial statements, including the notes thereto and supporting schedules, if any, included in

the Registration Statement, any Preliminary Prospectus, the Statutory Prospectus and the Prospectus fairly present the financial position
and the results of operations of the Company at the dates and for the periods to which they apply; and such financial statements have been
prepared in conformity with generally accepted accounting principles (“GAAP”), consistently applied throughout the periods involved.
The Registration Statement, any Preliminary Prospectus, the Statutory Prospectus and the Prospectus disclose all material off-balance
sheet transactions, arrangements, obligations (including contingent obligations), and other relationships of the Company with
unconsolidated entities or other persons that may have a material current or future effect on the Company’s financial condition, changes in
financial condition, results of operations, liquidity, capital expenditures, capital resources, or significant components of revenues or
expenses. Except as disclosed in the Registration Statement, any Preliminary Prospectus, the Statutory Prospectus and the Prospectus, (a)
the Company has not incurred any material liabilities or obligations, direct or contingent, or entered into any material transactions, other
than in the ordinary course of business, (b) the Company has not declared or paid any dividends or made any distribution of any kind
with respect to its capital stock, except as disclosed in Section 2.4.2; (c) there has not been any change in the capital stock of the Company
other than as disclosed in Section 2.4.2 or any grants under any stock compensation plan other than pursuant to the Company’s 2013
Equity Incentive Plan, and, (d) there has not been any material adverse change in the Company’s long-term or short-term debt.
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2.6.2       Statistical Data. The statistical, industry-related and market-related data included in the Registration Statement, any
Preliminary Prospectus, the Statutory Prospectus and the Prospectus are based on or derived from sources which the Company
reasonably and in good faith believes are reliable and accurate, and such data agree with the sources from which they are derived.
 
2.7         Authorized Capital; Options, etc. The Company had at the date or dates indicated in the Registration Statement, any Preliminary

Prospectus, the Statutory Prospectus and the Prospectus, as the case may be, duly authorized, issued and outstanding capitalization as set forth
therein. Based on the assumptions stated in the Registration Statement, any Preliminary Prospectus, the Statutory Prospectus and the Prospectus,
the Company will have on the Closing Date the adjusted stock capitalization set forth therein. Other than as disclosed in the Registration
Statement, any Preliminary Prospectus, the Statutory Prospectus and the Prospectus on the Effective Date and the Closing Date and the Option
Closing Date, if any, there will be no options, warrants, or other rights to purchase or otherwise acquire any authorized, but unissued Common
Stock of the Company or any security convertible into Common Stock of the Company, or any contracts or commitments to issue or sell
Common Stock or any such options, warrants, rights or convertible securities, other than those that may be granted subsequent to such dates
pursuant to the Company’s 2013 Equity Incentive Plan.

 
2.8         Valid Issuance of Securities, etc.

 
2.8.1       Outstanding Securities. All issued and outstanding securities of the Company issued prior to the transactions

contemplated by this Agreement have been duly authorized and validly issued and, with respect to all issued and outstanding shares of
capital stock of the Company, are fully paid and non-assessable; the holders thereof have no rights of rescission with respect thereto, and
are not subject to personal liability by reason of being such holders; and none of such securities were issued in violation of the preemptive
rights of any holders of any security of the Company or similar contractual rights granted by the Company. The authorized Shares
conform in all material respects to all statements relating thereto contained in the Registration Statement, any Preliminary Prospectus, the
Statutory Prospectus and the Prospectus. The offers and sales of the outstanding securities were at all relevant times either registered
under the Act and the applicable state securities or Blue Sky laws or, based in part on the representations and warranties of the purchasers
of such securities, exempt from such registration requirements.

2.8.2       Securities Sold Pursuant to this Agreement. The Securities have been duly authorized and reserved for issuance and
when issued and paid for, will be validly issued, fully paid and non-assessable; the holders thereof are not and will not be subject to
personal liability by reason of being such holders; the Securities are not and will not be subject to the preemptive rights of any holders of
any security of the Company or similar contractual rights granted by the Company; and all corporate action required to be taken for the
authorization, issuance and sale of the Securities has been duly and validly taken. The Securities conform in all material respects to all
statements with respect thereto contained in the Registration Statement, any Preliminary Prospectus, the Statutory Prospectus and the
Prospectus, as the case may be. The Warrant Shares issuable upon exercise of the Underwriter’s Warrant Agreement have been reserved
for issuance upon the exercise thereof and, when issued in accordance with the terms of such securities, will be duly and validly
authorized, validly issued, fully paid and non-assessable; the holders thereof are not and will not be subject to personal liability by reason
of being such holders. The Warrant Securities conform in all material respects to all statements with respect thereto contained in the
Registration Statement, any Preliminary Prospectus, the Statutory Prospectus and the Prospectus, as the case may be.

 
2.8.3       No Integration. Neither the Company nor any of its affiliates has, prior to the date hereof, made any offer or sale of any

securities which are required to be “integrated” pursuant to the Act or the Regulations with the offer and sale of the Securities pursuant to
the Registration Statement.
 
2.9         Registration Rights of Third Parties. Except as set forth in the Registration Statement, any Preliminary Prospectus, the Statutory

Prospectus or the Prospectus, no holders of any securities of the Company or any rights exercisable for or convertible or exchangeable into
securities of the Company have the right to require the Company to register any such securities of the Company under the Act or to include any
such securities in a registration statement to be filed by the Company.
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2.10       Validity and Binding Effect of Agreements. This Agreement and the Underwriter’s Warrant Agreement have been duly and
validly authorized by the Company, and, when executed and delivered, will constitute, the valid and binding agreements of the Company,
enforceable against the Company in accordance with their respective terms, except: (i) as such enforceability may be limited by bankruptcy,
insolvency, reorganization or similar laws affecting creditors’ rights generally; (ii) as enforceability of any indemnification or contribution
provision may be limited under the federal and state securities laws; and (iii) that the remedy of specific performance and injunctive and other
forms of equitable relief may be subject to the equitable defenses and to the discretion of the court before which any proceeding therefore may be
brought.

 
2.11       No Conflicts, etc. The execution, delivery, and performance by the Company of this Agreement, the Underwriter’s Warrant

Agreement and all ancillary documents, the consummation by the Company of the transactions herein and therein contemplated and the
compliance by the Company with the terms hereof and thereof do not and will not, with or without the giving of notice or the lapse of time or
both: (i) result in a material breach of, or conflict with any of the terms and provisions of, or constitute a material default under, or result in the
creation, modification, termination or imposition of any lien, charge or encumbrance upon any property or assets of the Company pursuant to the
terms of any agreement or instrument to which the Company is a party; (ii) result in any violation of the provisions of the amended and restated
Certificate of Incorporation (as the same may be amended from time to time, the “Certificate of Incorporation”); or (iii)  violate any existing
applicable law, rule, regulation, judgment, order or decree of any governmental agency or court, domestic or foreign, having jurisdiction over the
Company or any of its properties or business constituted as of the date hereof.

 
2.12       No Defaults; Violations. No material default exists in the due performance and observance of any term, covenant or condition

of any material license, contract, indenture, mortgage, deed of trust, note, loan or credit agreement, or any other agreement or instrument
evidencing an obligation for borrowed money, or any other material agreement or instrument to which the Company is a party or by which the
Company may be bound or to which any of the properties or assets of the Company is subject. The Company is not in violation of any material
term or provision of its Certificate of Incorporation, or in violation of any franchise, license, permit, applicable law, rule, regulation, judgment or
decree of any governmental agency or court, domestic or foreign, having jurisdiction over the Company or any of its properties or businesses.

2.13       Corporate Power; Licenses; Consents.
 
2.13.1     Conduct of Business. The Company has all requisite corporate power and authority, and has all necessary

authorizations, approvals, orders, licenses, certificates and permits of and from all governmental regulatory officials and bodies that it
needs as of the date hereof to conduct its business purpose as described in the Registration Statement, any Preliminary Prospectus, the
Statutory Prospectus and the Prospectus. To the knowledge of the Company, the disclosures in the Registration Statement, any
Preliminary Prospectus, the Statutory Prospectus and the Prospectus concerning the effects of foreign, federal, state and local regulation
on this Offering and the Company’s business purpose as currently contemplated are correct in all material respects and do not omit to
state a material fact required to be stated therein or necessary in order to make the statements therein, in light of the circumstances under
which they were made, not misleading.

 
2.13.2     Transactions Contemplated Herein. The Company has all corporate power and authority to enter into this Agreement

and the Underwriter’s Warrant Agreement and to carry out the provisions and conditions hereof and thereof, and all consents,
authorizations, approvals and orders required in connection therewith have been obtained. No consent, authorization or order of, and no
filing with, any court, government agency or other body is required for the valid issuance, sale and delivery of the Securities and the
consummation of the transactions and agreements contemplated by this Agreement and the Underwriter’s Warrant Agreement, except
with respect to applicable federal and state securities laws and the rules and regulations of the Financial Industry Regulatory Authority,
Inc. (“FINRA”).
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2.14       D&O Questionnaires. To the Company’s knowledge, all information contained in the questionnaires completed by each of the
Company’s directors and officers and, to the Company’s knowledge, 5% and greater shareholders, other than directors and officers of the
Company (the “Insiders”), immediately prior to the Offering (the “Questionnaires”) as well as in the Lock-Up Agreement provided to the
Underwriter is true and correct in all material respects, and the Company has not become aware of any information which would cause the
information disclosed in the Questionnaires completed by each Insider to become inaccurate and incorrect. To the extent that information in the
Registration Statement, any Preliminary Prospectus, the Statutory Prospectus and the Prospectus differs from the information provided in a
Questionnaire, the information in the Registration Statement, any Preliminary Prospectus, the Statutory Prospectus and the Prospectus will be
deemed to supersede and replace the information in the Questionnaires.

 
2.15       Litigation; Governmental Proceedings. There is no action, suit, proceeding, inquiry, arbitration, investigation, litigation or

governmental proceeding pending or, to the best of the Company’s knowledge, threatened against, or involving the Company or, to the best of
the Company’s knowledge, any Insider which has not been disclosed in the Registration Statement, the Questionnaires, any Preliminary
Prospectus, the Statutory Prospectus and the Prospectus or in connection with the Company’s listing application for the listing of the Common
Stock on Nasdaq.

 
2.16       Good Standing. The Company has been duly organized and is validly existing as a corporation and is in good standing under

the laws of the State of Delaware as of the date hereof, and is duly qualified to do business and is in good standing in each jurisdiction in which
its ownership or lease of property or the conduct of business requires such qualification, except where the failure to qualify would not have a
material adverse effect on the assets, business or operations of the Company.

 
2.17       Transactions Affecting Disclosure to FINRA.

 
2.17.1     Finder’s Fees. Except as described in the Registration Statement, any Preliminary Prospectus, the Statutory Prospectus

and the Prospectus, there are no claims, payments, arrangements, agreements or understandings relating to the payment of a finder’s,
consulting or origination fee by the Company or any Insider with respect to the sale of the Securities hereunder or any other
arrangements, agreements or understandings of the Company or, to the Company’s knowledge, any of its stockholders that may affect the
Underwriter’s compensation, as determined by FINRA.

2.17.2     Payments Within Twelve Months. Except as described in the Registration Statement, any Preliminary Prospectus, the
Statutory Prospectus and the Prospectus, the Company has not made any direct or indirect payments (in cash, securities or otherwise) to:
(i) any person, as a finder’s fee, consulting fee or otherwise, in consideration of such person raising capital for the Company or
introducing to the Company persons who raised or provided capital to the Company; (ii)  to any FINRA member; or (iii)  to the
knowledge of the Company, to any person or entity that has any direct or indirect affiliation or association with any FINRA member,
within the twelve months prior to the Effective Date. No officer, director, or beneficial owner of 5% or more of any class of the
Company’s securities (whether debt or equity, registered or unregistered, regardless of the time acquired or the source from which
derived) (any such individual or entity, a “Company Affiliate”) is a member, a person associated, or affiliated with a member of FINRA,
except as otherwise described in the Registration Statement, any Preliminary Prospectus, the Statutory Prospectus and the Prospectus.

 
2.17.3     Company Affiliate Membership. Except as described in the Registration Statement, any Preliminary Prospectus, the

Statutory Prospectus and the Prospectus ,to the knowledge of the Company, no Company Affiliate is an owner of stock or other
securities of any member of the FINRA (other than securities purchased on the open market).

 
2.17.4     [Intentionally Omitted].
 
2.17.5     Use of Proceeds. Except as described in the Registration Statement, any Preliminary Prospectus, the Statutory

Prospectus and the Prospectus, no proceeds from the sale of the Securities (excluding underwriting compensation) will be paid at the
closing of the Offering or thereafter to any FINRA member or to any persons associated or affiliated with a member of the FINRA, as
compensation for activities relating to the Offering.

 
-8-



 
 

2.17.6     No other Options, etc. Except with respect to the Underwriter’s Warrant Agreement, the Company has not issued any
warrants or other securities, or granted any options, directly or indirectly to anyone who is a potential underwriter in the Offering or a
related person (as defined by FINRA rules) of such an underwriter within the 180-day period prior to the initial filing date of the
Registration Statement.

 
2.17.7     FINRA Relationship. Except as described in the Registration Statement, any Preliminary Prospectus, the Statutory

Prospectus and the Prospectus, to the knowledge of the Company, no person to whom securities of the Company have been privately
issued within the 180-day period prior to the initial filing date of the Registration Statement has any relationship or affiliation or
association with any member of the FINRA.

 
2.17.8     FINRA Conflicts. Except as described in the Registration Statement, any Preliminary Prospectus, the Statutory

Prospectus and the Prospectus, no FINRA member intending to participate in the Offering has a conflict of interest with the Company.
For this purpose, a “conflict of interest” exists when a member of the FINRA and its associated persons, parent or affiliates in the
aggregate beneficially own 10% or more of the Company’s outstanding subordinated debt or common equity, or 10% or more of the
Company’s preferred equity. “Members participating in the Offering” include managing agents, syndicate group members and all dealers
which are members of the FINRA.

 
2.17.9     Other Arrangements. Except as described in the Registration Statement, any Preliminary Prospectus, the Statutory

Prospectus and the Prospectus and except with respect to the Underwriter in connection with the Offering, the Company has not entered
into any agreement or arrangement (including, without limitation, any consulting agreement or any other type of agreement) during the
180-day period prior to the initial filing date of the Registration Statement, which arrangement or agreement provides for the receipt of any
item of value and/or the transfer of any warrants, options, or other securities from the Company to a FINRA member or, the knowledge
of the Company, any person associated with a member (as defined by FINRA rules), any potential underwriters in the Offering and any
related persons.

2.18       Foreign Corrupt Practices Act. Neither the Company nor any of its subsidiaries, nor, to the knowledge of the Company, any
director, officer, agent, employee or affiliate of the Company, is aware of or has taken any action directly or indirectly, that would result in a
material violation by such persons of the FCPA (as defined below), including, without limitation, making use of the mails or any means or
instrumentality of interstate commerce corruptly in furtherance of an offer, payment, promise to pay or authorization of the payment of any
money, or other property, gift, promise to give, or authorization of the giving of anything of value to any “foreign official” (as such term is
defined in the FCPA) or any foreign political party or official thereof or any candidate for foreign political office, in contravention of the FCPA
and the Company has conducted its business in compliance in all material respects with the FCPA. “FCPA” means the Foreign Corrupt Practices
Act of 1977, as amended, and the rules and regulations thereunder.

 
2.19       Officers’ Certificate. Any certificate signed by any duly authorized officer of the Company and delivered to you or to Locke

Lord shall be deemed a representation and warranty by the Company to the Underwriter as to the matters covered thereby.
 
2.20       Lock-Up Period.

 
2.20.1     Each of the Company’s officers and directors beneficially holding shares of Common Stock (or securities convertible

into Common Stock) andeach beneficial owner of at least 5% of the Company’s outstanding Common Stock (or securities convertible
into Common Stock at any time but excluding shares of Common Stock issuable upon conversion of the Company’s Senior Secured
Convertible Promissory Notes) (together with the Company’s officers and directors the “Lock-Up Parties”) have agreed pursuant to
executed Lock-Up Agreements that for a period of one year from the date of the Prospectus (the “Lock-Up Period”), such persons and
their affiliated parties shall not offer, pledge, sell, contract to sell, grant, lend or otherwise transfer or dispose of, directly or indirectly, any
Common Stock, or any securities convertible into or exercisable or exchangeable for Common Stock, without the consent of the
Underwriter. With the exception of ____________________ shares of Common Stock owned by the Underwriter and its associated
persons, the Underwriter may consent to an early release from the applicable Lock-Up Period. The Company has caused each of the
Lock-Up Parties to deliver to the Underwriter the agreements of each of the Lock-Up Parties to the foregoing effect prior to the date that
the Company requests that the Commission declare the Registration Statement effective under the Act.
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2.20.2     The Company, on behalf of itself and any successor entity, has agreed that, without the prior written consent of the
Underwriter, it will not, for a period of 180 days from the Effective Date, (i) except for securities offered through any employee benefit
plan (as defined below), offer, pledge, sell, contract to sell, sell any option or contract to purchase, purchase any option or contract to sell,
grant any option, right or warrant to purchase, lend, or otherwise transfer or dispose of, directly or indirectly, any shares of capital stock
of the Company or any securities convertible into or exercisable or exchangeable for shares of capital stock of the Company; (ii) file or
caused to be filed any registration statement with the Commission relating to the offering of any shares of capital stock of the Company or
any securities convertible into or exercisable or exchangeable for shares of capital stock of the Company with the exception of S-8
registration statements which may be filed for the purpose of registering securities to be offered under any employee benefit plan, as such
term is defined in Rule 405 of Regulation C promulgated under the Securities Act; or (iii) enter into any swap or other arrangement that
transfers to another, in whole or in part, any of the economic consequences of ownership of capital stock of the Company, whether any
such transaction described in clause (i), (ii) or (iii) above is to be settled by delivery of shares of capital stock of the Company or such
other securities, in cash or otherwise. Specifically exempted from this paragraph are (i) shares of Common Stock that will be issued upon
the exercise of options or warrants by the holders thereof and (ii) 1,422 shares of the Company’s Common Stock over which it has the
right of repurchase at a price of $2.40 per share.

2.21       Subsidiaries. The Company does not have any direct or indirect subsidiary.
 
2.22       Related Party Transactions. No relationship, direct or indirect, exists between or among any of the Company or any Company

Affiliate, on the one hand, and any director, officer, shareholder, customer or supplier of the Company or any Company Affiliate, on the other
hand, which is required by the Act, the Exchange Act or the Regulations to be described in the Registration Statement, any Preliminary
Prospectus, the Statutory Prospectus and the Prospectus which is not so described and described as required. There are no outstanding loans,
advances (except normal advances for business expenses in the ordinary course of business) or guarantees of indebtedness by the Company to or
for the benefit of any of the officers or directors of the Company or any of their respective family members, except as disclosed in the
Registration Statement, any Preliminary Prospectus, the Statutory Prospectus and the Prospectus. The Company has not extended or maintained
credit, arranged for the extension of credit, or renewed an extension of credit, in the form of a personal loan to or for any director or officer of the
Company.

 
2.23       Board of Directors. The Board of Directors of the Company is comprised of the persons set forth under the heading of the

Statutory Prospectus and the Prospectus captioned “Directors, Officers and Corporate Governance.” The qualifications of the persons serving as
board members and the overall composition of the board comply with the Sarbanes-Oxley Act of 2002 and the rules promulgated thereunder
applicable to the Company and the rules of Nasdaq. At least one member of the Board of Directors of the Company qualifies as a “financial
expert” as such term is defined under the Sarbanes-Oxley Act of 2002 and the rules promulgated thereunder and the rules of Nasdaq. In addition,
at least a majority of the persons serving on the Board of Directors qualify as “independent” as defined under the rules of Nasdaq.

 
2.24       Sarbanes-Oxley Compliance.

 
2.24.1     Disclosure Controls. The Company has developed and currently maintains disclosure controls and procedures that will

comply with Rule 13a-15 or 15d-15 of the Exchange Act, and such controls and procedures are effective to ensure that all material
information concerning the Company will be made known on a timely basis to the individuals responsible for the preparation of the
Company’s Exchange Act filings and other public disclosure documents.

 
2.24.2     Compliance. The Company is, or on the Effective Date will be, in material compliance with the provisions of the

Sarbanes-Oxley Act of 2002 applicable to it, and has implemented or will implement such programs and taken reasonable steps to ensure
the Company’s future compliance (not later than the relevant statutory and regulatory deadlines therefore) with all the provisions of the
Sarbanes-Oxley Act of 2002.
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2.25       No Investment Company Status. The Company is not and, after giving effect to the Offering and sale of the Securities and the
application of the proceeds thereof, will not be, an “investment company” as defined in the Investment Company Act of 1940, as amended.

 
2.26       No Labor Disputes. No labor dispute with the employees of the Company exists or, to the knowledge of the Company, is

imminent.

2.27       Intellectual Property. None of the Intellectual Property necessary for the conduct of the business of the Company as currently
carried on and as contemplated by the Company, as described in the Registration Statement, any Preliminary Prospectus, the Statutory Prospectus
and the Prospectus, are in dispute or to the knowledge of the Company are in any conflict with the rights of any other person or entity. The
Company (i) owns or has the right to use, free and clear of all liens, charges, claims, encumbrances, pledges, security interests, defects or other
restrictions or equities of any kind whatsoever, all of its Intellectual Property and the licenses and rights with respect to the foregoing, used in the
conduct of the business of the Company as currently carried on and contemplated by the Company, as described in the Registration Statement,
any Preliminary Prospectus, the Statutory Prospectus and the Prospectus, without infringing upon the right or claimed right of any person,
corporation or other entity under or with respect to any of the foregoing, and (ii) is not obligated whatsoever to make any payment by way of
royalties, fees or otherwise to any owner or licensee of, or other claimant to, any Intellectual Property with respect to the use thereof or in
connection therewith for the conduct of its business or otherwise. For the purposes of this Section and this Agreement, the term “Intellectual
Property” means (a) all inventions (whether patentable or unpatentable and whether or not reduced to practice), all improvements thereto, and all
patents, patent applications, and patent disclosures, together with all reissuances, continuations, continuations in part, revisions, extensions, and
reexaminations thereof, (b) all trademarks, service marks, trade dress, logos, trade names, and corporate names, together with all translations,
adaptations, derivations, and combinations thereof and including all goodwill associated therewith, and all applications, registrations, and
renewals in connection therewith, (c) all copyrightable works, all copyrights, and all applications, registrations, and renewals in connection
therewith, (d) all mask works and all applications, registrations, and renewals in connection therewith, (e) all trade secrets and confidential
business information (including ideas, research and development, know how, formulas, compositions, manufacturing and production processes
and techniques, technical data, designs, drawings, diagrams, specifications, customer and supplier lists, catalogs, pricing and cost information,
and business and marketing plans and proposals), (f) all computer software (including data and related documentation) (whether purchased or
internally developed), (g) all information systems and management procedures, (h) all other proprietary rights, and (h) all copies and tangible
embodiments thereof (in whatever form or medium).

 
2.28       Trade Secrets, etc. The Company owns or has the right to use all trade secrets, know-how (including all other unpatented

and/or unpatentable proprietary or confidential information, systems or procedures), inventions, designs, processes, works of authorship,
computer programs and technical data and information that are material to the development, manufacture, operation and sale of all products and
services sold or proposed to be sold by the Company, free and clear of and without violating any right, lien, or claim of others, including without
limitation, former employers of its employees.

 
2.29       Taxes. The Company has filed all returns (as hereinafter defined) required to be filed with taxing authorities prior to the date

hereof or has duly obtained extensions of time for the filing thereof. The Company has paid all taxes (as hereinafter defined) shown as due on
such returns that were filed and has paid all taxes imposed on or assessed against the Company that are due and payable as of the Effective Date.
The provisions for taxes payable, if any, shown on the financial statements filed with or as part of the Registration Statement are sufficient for all
accrued and unpaid taxes, whether or not disputed, and for all periods to and including the dates of such consolidated financial statements. Except
as disclosed in writing to the Underwriter, (i) no issues have been raised (and are currently pending) by any taxing authority in connection with
any of the returns or taxes asserted as due from the Company, and (ii) no waivers of statutes of limitation with respect to the returns or collection
of taxes have been given by or requested from the Company. The term “taxes” mean all federal, state, local, foreign, and other net income, gross
income, gross receipts, sales, use, ad valorem, transfer, franchise, profits, license, lease, service, service use, withholding, payroll, employment,
excise, severance, stamp, occupation, premium, property, windfall profits, customs, duties or other taxes, fees, assessments, or charges of any
kind whatever, together with any interest and any penalties, additions to tax, or additional amounts with respect thereto. The term “returns”
means all returns, declarations, reports, statements, and other documents required to be filed in respect to taxes.
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3.           Covenants of the Company. The Company covenants and agrees as follows:

 
3.1         Amendments to Registration Statement. The Company will deliver to the Underwriter, prior to filing, any amendment or

supplement to the Registration Statement or Prospectus proposed to be filed after the Effective Date and not file any such amendment or
supplement to which the Underwriter shall reasonably object in writing.  The Underwriter shall provide any such notice of objection and a
reasonably detailed explanation therefor within five (5) business days after the Company’s delivery to the Underwriter of the applicable
amendment or supplement to the Registration Statement.

3.2         Federal Securities Laws. 
 

3.2.1       Compliance. During the time when a Prospectus is required to be delivered under the Act, the Company will use its
best efforts to comply with all requirements imposed upon it by the Act, the Regulations and the Exchange Act and by the regulations
under the Exchange Act, as from time to time in force, so far as necessary to permit the continuance of sales of or dealings in the
Securities in accordance with the provisions hereof and the Prospectus. If at any time when a Prospectus relating to the Securities is
required to be delivered under the Act, any event shall have occurred as a result of which, in the opinion of counsel for the Company or
counsel for the Underwriter, the Prospectus, as then amended or supplemented, includes an untrue statement of a material fact or omits to
state any material fact required to be stated therein or necessary to make the statements therein, in light of the circumstances under which
they were made, not misleading, or if it is necessary at any time to amend the Prospectus to comply with the Act, the Company will notify
the Underwriter promptly and prepare and file with the Commission, subject to Section 3.1 hereof, an appropriate amendment or
supplement in accordance with Section 10 of the Act.

 
3.2.2       Filing of Final Prospectus. The Company will file the Prospectus (in form and substance satisfactory to the

Underwriter) with the Commission pursuant to the requirements of Rule 424 of the Regulations.
 
3.2.3       Exchange Act Registration. For a period of five (5) years from the Effective Date, the Company will use its best efforts

to maintain the registration of the Common Stock under the Exchange Act. The Company will not deregister the Common Stock from
under the Exchange Act without the prior written consent of the Underwriter.

 
3.2.4       Sarbanes-Oxley Compliance. The Company shall take all actions necessary to maintain compliance with each

applicable provision of the Sarbanes-Oxley Act of 2002 and the rules and regulations promulgated thereunder and related or similar rules
and regulations promulgated by any other governmental or self regulatory entity or agency with jurisdiction over the Company, including
maintenance of a system of internal accounting controls sufficient to provide reasonable assurances that: (i) transactions are executed in
accordance with management’s general or specific authorization; (ii) transactions are recorded as necessary in order to permit preparation
of financial statements in accordance with GAAP and to maintain accountability for assets; (iii) access to assets is permitted only in
accordance with management’s general or specific authorization; and (iv) the recorded accountability for assets is compared with existing
assets at reasonable intervals and appropriate action is taken with respect to any differences.
 
3.3         Blue Sky Filing. Unless the Securities are listed on Nasdaq or another national securities exchange, the Company will endeavor

in good faith, in cooperation with the Underwriter, at or prior to the time the Registration Statement becomes effective, to qualify the Securities
for offering and sale under the securities laws of such jurisdictions as the Underwriter may reasonably designate, provided that no such
qualification shall be required in any jurisdiction where, as a result thereof, the Company would be subject to service of general process or to
taxation as a foreign corporation doing business in such jurisdiction. In each jurisdiction where such qualification shall be effected, the Company
will, unless the Underwriter agrees that such action is not at the time necessary or advisable, use all reasonable efforts to file and make such
statements or reports at such times as are or may be required by the laws of such jurisdiction. The Company, at its expense, will cause its counsel
to provide to the Underwriter a Preliminary Blue Sky Memorandum and Final Blue Sky Memorandum, in such quantities as the Underwriter
reasonably request, for its use and the use of the selling members in connection with the offer and sale of the Securities.
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3.4         Delivery to the Underwriter of Prospectuses. The Company will deliver to the Underwriter, without charge, from time to time
during the period when the Prospectus is required to be delivered under the Act or the Exchange Act such number of copies of each Statutory
Prospectus and Prospectus as the Underwriter may reasonably request and, as soon as the Registration Statement or any amendment or
supplement thereto becomes effective, deliver to the Underwriter two original executed Registration Statements, including exhibits, and all post-
effective amendments thereto and copies of all exhibits filed therewith or incorporated therein by reference and all original executed consents of
certified experts.

3.5         Effectiveness and Events Requiring Notice to the Underwriter. The Company will use its reasonable best efforts to cause the
Registration Statement to remain effective with a current prospectus for at least nine (9) months from the Applicable Time and will notify the
Underwriter immediately and confirm the notice in writing: (i) of the effectiveness of the Registration Statement and any amendment thereto;
(ii) of the issuance by the Commission of any stop order or of the initiation, or the threatening, of any proceeding for that purpose; (iii) of the
issuance by any state securities commission of any proceedings for the suspension of the qualification of the Securities for offering or sale in any
jurisdiction or of the initiation, or the threatening, of any proceeding for that purpose; (iv) of the mailing and delivery to the Commission for filing
of any amendment or supplement to the Registration Statement or Prospectus; (v) of the receipt of any comments or request for any additional
information from the Commission; and (vi) of the happening of any event during the period described in this Section 3.4 hereof that, in the
judgment of the Company, makes any statement of a material fact made in the Registration Statement, any Preliminary Prospectus, the Statutory
Prospectus or the Prospectus untrue or that requires the making of any changes in the Registration Statement, any Preliminary Prospectus, the
Statutory Prospectus or the Prospectus in order to make the statements therein, in light of the circumstances under which they were made, not
misleading. If the Commission or any state securities commission shall enter a stop order or suspend such qualification at any time, the Company
will make every reasonable effort to obtain promptly the lifting of such order.

 
3.6         Secondary Market Trading and Standard & Poor’s. The Company will apply to be included in Standard & Poor’s Daily News

and Corporation Records Corporate Descriptions for a period of five (5) years immediately after the Effective Date.
 
3.7         Reports to the Underwriter.

 
3.7.1       Periodic Reports, etc. For a period of two (2) years from the Effective Date, the Company will furnish to the

Underwriter copies of such financial statements and other periodic and special reports as the Company from time to time furnishes
generally to holders of any class of its securities and also promptly furnish to the Underwriter: (i) a copy of each periodic report the
Company shall be required to file with the Commission; (ii) a copy of every press release and every news item and article with respect to
the Company or its affairs which was released by the Company; (iii) a copy of each Form 8-K prepared and filed by the Company; (iv) a
copy of each registration statement filed by the Company under the Act; (v) such additional documents and information with respect to the
Company and the affairs of any future Subsidiaries of the Company as the Underwriter may from time to time reasonably request.
Documents filed with the Commission pursuant to its EDGAR system shall be deemed to have been delivered to the Underwriter
pursuant to this Section.

 
3.7.2       Transfer Sheets. For a period of five (5) years from the Effective Date, the Company shall retain a transfer and registrar

agent reasonably acceptable to the Underwriter (the “Transfer Agent”), and for a period of five (5) years from the Effective Date, the
Company shall furnish to the Underwriter at the Company’s sole cost and expense such transfer sheets of the Company’s securities as the
Underwriter may reasonably request, including the daily and monthly consolidated transfer sheets of the Transfer Agent and DTC. As of
the date of this Agreement, Corporate Stock Transfer is the Transfer Agent and is acceptable to the Underwriter.

 
3.7.3       Trading Reports. During such time as the Shares are listed on Nasdaq, the Company shall provide to the Underwriter,

at the Company’s expense, such reports published by Nasdaq relating to price trading of the Common Stock, as the Underwriter shall
reasonably request.
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3.8         Payment of General Expenses Related to the Offering. The Company hereby agrees to pay on each of the Closing Date and the
Option Closing Date, if any, to the extent not paid at the Closing Date, all expenses incident to the performance of the obligations of the Company
under this Agreement, including, but not limited to: (a) all filing fees and communication expenses relating to the registration of the Securities to
be sold in the Offering (including the Option Shares) with the Commission; (b) all fees and expenses relating to the listing of the Common Stock
on Nasdaq and such other stock exchanges as the Company and the Underwriter together determine; (c) all fees, expenses and disbursements
relating to background checks of the Company’s officers and directors and the Company; (d) all fees, expenses and disbursements relating to the
registration or qualification of the Securities under the “blue sky” securities laws of such states and other jurisdictions as the Underwriter may
reasonably designate; (e) all fees, expenses and disbursements relating to the registration, qualification or exemption of the Securities under the
securities laws of such foreign jurisdictions as the Underwriter may reasonably designate; (f) the costs of all mailing and printing of the
underwriting documents (including, without limitation, the Underwriting Agreement, any Blue Sky Memorandums and, if appropriate, any
Agreement Among Underwriters, Selected Dealers’ Agreement, Underwriters’ Questionnaire and Power of Attorney), Registration Statements,
Preliminary Prospectuses, Prospectuses and all amendments, supplements and exhibits thereto and as many preliminary and final Prospectuses as
the Underwriter may reasonably deem necessary, (g) the costs and expenses of the public relations firm, if any; (h) the costs of preparing,
printing and delivering certificates representing the Securities; (i) fees and expenses of the transfer agent for the Common Stock; (j) stock transfer
and/or stamp taxes, if any, payable upon the transfer of securities from the Company to the Underwriter; (k) the fees and expenses of the
Company’s accountants; and (l) the fees and expenses of the Company’s legal counsel and other agents and representatives (collectively, the
“Company Expenses”). Furthermore, the Company hereby agrees to pay on the Closing Date, to the extent not paid prior to the Closing Date
and in addition to the Company Expenses, (A) the negotiated set fees and disbursements of the Underwriter’s counsel in connection with the
Offering, which shall be $150,000, of which $25,000 has been advanced on a refundable and accountable basis; and (B) all other expenses of the
Underwriter incurred in connection with the Offering, including (i) all FINRA Public Offering System filing fees associated with the review of
the Offering by FINRA, (ii) the Underwriter’s use of i-Deal’s book-building, prospectus tracking and compliance software for the Offering, (iii)
the Underwriter’s actual “road show” expenses for the Offering, and (iv) the Underwriter’s costs of mailing prospectuses to prospective
investors, up to a maximum of $_____________ for all such expenses. The Underwriter may deduct from the net proceeds of the Offering the
foregoing fees and expenses, other than the Company Expenses, subject to deduction for any amounts previously advanced, payable by the
Company on the Closing Date, or the Option Closing Date, if any.

 
3.9         Application of Net Proceeds. The section of the Prospectus, “Use of Proceeds,” will indicate in reasonable detail all the

intended uses of the net proceeds from the Offering. The Company will apply the net proceeds from the Offering received by it in a manner
consistent with the application described under the caption “Use Of Proceeds” in the Prospectus.

 
3.10       [Intentionally Omitted].
 
3.11       Delivery of Earnings Statements to Security Holders. The Company will make generally available to its security holders as

soon as practicable, but not later than the first day of the fifteenth full calendar month following the Effective Date, an earnings statement (which
need not be certified by independent public or independent certified public accountants unless required by the Act or the Regulations, but which
shall satisfy the provisions of Rule 158(a) under Section 11(a) of the Act) covering a period of at least twelve consecutive months beginning after
the Effective Date.

 
3.12       [Intentionally Omitted].
 
3.13       Stabilization. Neither the Company, nor, to its knowledge, any of its employees, directors or stockholders (without the consent

of the Underwriter) has taken or will take, directly or indirectly, any action designed to or that has constituted or that might reasonably be
expected to cause or result in, under the Exchange Act, or otherwise, stabilization or manipulation of the price of any security of the Company to
facilitate the sale or resale of the Shares.
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3.14       Accountants. The Company shall retain a nationally recognized independent certified public accounting firm for a period of at
least three (3) years after the Effective Date. The Underwriter acknowledges that GSI is acceptable to the Underwriter.

3.15       Director and Officer Insurance. As of the Closing, the Company will have obtained director and officer insurance in an
aggregate coverage amount of not less than $5,000,000, to be effective as of the Closing, under a form of insurance policy that is reasonably
acceptable to the Underwriter.

 
3.16       FINRA. The Company shall advise the Underwriter (who shall make an appropriate filing with FINRA) if it becomes aware

that any 5% or greater stockholder of the Company becomes an affiliate or associated person of an FINRA member participating in the
distribution of the Securities.

 
3.17       No Fiduciary Duties. The Company acknowledges and agrees that the Underwriter’s responsibility to the Company is solely

contractual in nature and that neither the Underwriter nor its affiliates or any selling agent shall be deemed to be acting in a fiduciary capacity, or
otherwise owes any fiduciary duty to the Company or any of its affiliates in connection with the Offering and the other transactions contemplated
by this Agreement.

 
3.18       Electronic Prospectus. The Company shall cause to be prepared and delivered to the Underwriter, at its expense, promptly, but

in no event later than two (2) Business Days from the effective date of this Agreement, an Electronic Prospectus to be used by the Underwriter in
connection with the Offering. As used herein, the term “Electronic Prospectus” means a form of prospectus, and any amendment or supplement
thereto, that meets each of the following conditions: (i) it shall be encoded in an electronic format, satisfactory to the Underwriter, that may be
transmitted electronically by the other Underwriter to offerees and purchasers of the Securities for at least the period during which a prospectus
relating to the Securities is required to be delivered under the Act; (ii) it shall disclose the same information as the paper prospectus and
prospectus filed pursuant to EDGAR, except to the extent that graphic and image material cannot be disseminated electronically, in which case
such graphic and image material shall be replaced in the electronic prospectus with a fair and accurate narrative description or tabular
representation of such material, as appropriate; and (iii) it shall be in or convertible into a paper format or an electronic format, satisfactory to the
Underwriter, that will allow recipients thereof to store and have continuously ready access to the prospectus at any future time, without charge to
such recipients (other than any fee charged for subscription to the Internet as a whole and for on-line time). The Company hereby confirms that it
has included or will include in the Prospectus filed pursuant to EDGAR or otherwise with the Commission and in the Registration Statement at
the time it was declared effective an undertaking that, upon receipt of a request by an investor or his or her representative within the period when
a prospectus relating to the Securities is required to be delivered under the Act, the Company shall transmit or cause to be transmitted promptly,
without charge, a paper copy of the Prospectus.

 
3.19       Reservation of Shares. The Company will reserve and keep available that maximum number of its authorized but unissued

securities which are issuable upon exercise of the Underwriter’s Warrants outstanding from time to time.
 
4.           Conditions of Underwriter’s Obligations. The obligations of the Underwriter to purchase and pay for the Securities, as provided herein,
shall be subject to (i) the continuing accuracy of the representations and warranties of the Company as of the date hereof and, as of each of the
Closing Date and the Option Closing Date, if any; (ii) the accuracy of the statements of officers of the Company made pursuant to the provisions
hereof; (iii) the performance by the Company of its obligations hereunder, and (iv) the following conditions:

4.1         Regulatory Matters.
 
4.1.1       Effectiveness of Registration Statement. The Registration Statement shall have become effective not later than 5:00

P.M., Eastern time, on_____________________ or such later date and time as shall be consented to in writing by you, and, at each of the
Closing Date and the Option Closing Date, no stop order suspending the effectiveness of the Registration Statement shall have been
issued and no proceedings for that purpose shall have been instituted or shall be pending or contemplated by the Commission and any
request on the part of the Commission for additional information shall have been complied with to the reasonable satisfaction of
Richardson & Patel.
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4.1.2       FINRA Clearance. By the Effective Date, the Underwriter shall have received clearance from FINRA as to the amount
of compensation allowable or payable to the Underwriter as described in the Registration Statement.

 
4.1.3       Exchange Stock Market Clearance. On the Closing Date, the Common Stock, including the Firm Shares, shall have

been approved for listing on Nasdaq.
 
4.1.4       Blue Sky. The Underwriter will have received from the counsel to the Company, such forms of Preliminary Blue Sky

Memorandums as reasonably requested, and at the Closing Date, dated as of the Effective Date, the Underwriter will have received from
the counsel to the Company, a Final Blue Sky Memorandum, in each case indicating those jurisdictions in the United States and its
territories in which the Securities may be offered and sold in the Offering. The Underwriter will be provided a reasonable number of
original copies of the Preliminary Blue Sky Memorandums and Final Blue Sky Memorandum, and the Underwriter is hereby granted the
right to provide copies thereof to members of the selling group, including selected dealers, indicating that such members may rely on the
Preliminary Blue Sky Memorandum and Final Blue Sky Memorandum.
 
4.2         Company Counsel Matters.

 
4.2.1       Closing Date Opinions of Counsel.

(a)           On the Closing Date, the Underwriter shall have received the opinion of Richardson & Patel LLP, counsel to the
Company, and letter of negative assurance, in each case dated the Closing Date and in form and substance reasonably satisfactory to the
Underwriter and agreed upon prior to the Effective Date.

(b)           On the Closing Date, the Underwriter shall have received the opinion of Glast, Phillips & Murray, P.C., intellectual
property counsel to the Company, in  and a letter of negative assurance, in each case dated the Closing Date and in form and substance
reasonably satisfactory to the Underwriter and agreed upon prior to the Effective Date.

 
4.2.2       Option Closing Date Opinions of Counsel.

(a)           On the Option Closing Date, if any, the Underwriter shall have received the opinion of Richardson & Patel LLP and
letter of negative assurance listed in Section 4.2.1(a), in each case dated the Option Closing Date addressed to the Underwriter and in
form and substance reasonably satisfactory to the Underwriter, confirming as of the Option Closing Date, the statements made by such
counsel in its respective opinion and letter of negative assurance delivered on the Closing Date.

 
(b)           On the Option Closing Date, if any, the Underwriter shall have received the opinion of last, Phillips & Murray, P.C.

and letter of negative assurance listed in Section 4.2.1(b), in each case dated the Option Closing Date addressed to the Underwriter and in
form and substance reasonably satisfactory to the Underwriter, confirming as of the Option Closing Date, the statements made by such
counsel in its respective opinion and letter of negative assurance delivered on the Closing Date.

4.2.3       Reliance. In rendering such opinions, such counsel may rely: (i) as to matters involving the application of laws other
than the laws of the United States and jurisdictions in which they are admitted, to the extent such counsel deems proper and to the extent
specified in such opinion, if at all, upon an opinion or opinions (in form and substance reasonably satisfactory to the Underwriter) of
other counsel reasonably acceptable to the Underwriter, familiar with the applicable laws; and (ii) as to matters of fact, to the extent they
deem proper, on certificates or other written statements of officers of the Company and officers of departments of various jurisdiction
having custody of documents respecting the corporate existence or good standing of the Company, provided that copies of any such
statements or certificates shall be delivered to Locke Lord if requested. The opinions of Richardson & Patel LLP, and Glast, Phillips &
Murray, P.C. and any opinions relied upon by Richardson & Patel LLP or Glast, Phillips & Murray, P.C., shall include a statement to the
effect that such opinions may be relied upon by counsel for the Underwriter in its opinion delivered to the Underwriter.
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4.3       Cold Comfort Letter. At the time this Agreement is executed, and at each of the Closing Date and the Option Closing Date, if
any, you shall have received a cold comfort letter, addressed to the Underwriter and in form and substance reasonably satisfactory in all respects
to you and to Locke Lord from GSI dated, respectively, as of the date of this Agreement and as of the Closing Date and the Option Closing Date,
if any.

4.4         Officers’ Certificates.
 
4.4.1       Officers’ Certificate. At each of the Closing Date and the Option Closing Date, if any, the Underwriter shall have

received a certificate of the Company signed by the Chairman of the Board and Chief Executive Officer of the Company, dated the
Closing Date or the Option Closing Date, as the case may be, respectively, to the effect that the Company has performed all covenants and
complied with all conditions required by this Agreement to be performed or complied with by the Company prior to and as of the Closing
Date, or the Option Closing Date, as the case may be, and that the conditions set forth in Section 4.5 hereof have been satisfied as of such
date and that, as of the Closing Date and the Option Closing Date, as the case may be, the representations and warranties of the Company
set forth in Section 2 hereof are true and correct. In addition, the Underwriter will have received such other and further certificates of
officers of the Company as the Underwriter may reasonably request.

 
4.4.2       Secretary’s Certificate. At each of the Closing Date and the Option Closing Date, if any, the Underwriter shall have

received a certificate of the Company signed by the Secretary or Assistant Secretary of the Company, dated the Closing Date or the
Option Date, as the case may be, respectively, certifying: (i) that the Certificate of Incorporation is true and complete, has not been
modified and is in full force and effect; (ii) that the resolutions of the Company’s Board of Directors relating to the public offering
contemplated by this Agreement are in full force and effect and have not been modified; (iii) as to the accuracy and completeness of all
correspondence between the Company or its counsel and the Commission; and (iv) as to the incumbency of the officers of the Company.
The documents referred to in such certificate shall be attached to such certificate.
 
4.5         No Material Changes. Prior to and on each of the Closing Date and the Option Closing Date, if any: (i) there shall have been no

material adverse change or development involving a prospective Material Adverse Effect from the latest dates as of which such condition is set
forth in the Registration Statement, the Statutory Prospectus and the Prospectus; (ii) no action, suit or proceeding, at law or in equity, shall have
been pending or, to the knowledge of the Company, threatened against the Company or any Insider before or by any court or federal or state
commission, board or other administrative agency wherein an unfavorable decision, ruling or finding may materially adversely affect the
business, operations or financial condition or income of the Company, except as set forth in the Registration Statement, Statutory Prospectus and
Prospectus; (iii) no stop order shall have been issued under the Act and no proceedings therefore shall have been initiated or threatened by the
Commission; and (iv) the Registration Statement, any Preliminary Prospectus, the Statutory Prospectus and the Prospectus and any amendments
or supplements thereto shall contain all material statements which are required to be stated therein in accordance with the Act and the Regulations
and shall conform in all material respects to the requirements of the Act and the Regulations, and none of the Registration Statement, Preliminary
Prospectus, Statutory Prospectus or the Prospectus and any amendment or supplement thereto shall contain any untrue statement of a material fact
or omit to state any material fact required to be stated therein or necessary to make the statements therein, in light of the circumstances under
which they were made, not misleading.

 
4.6         Delivery of Agreements.

 
4.6.1       Effective Date Deliveries. On or prior to the Effective Date, the Company shall have delivered to the Underwriter

executed copies of this Agreement and the Lock-Up Agreements.
 
4.6.2       Closing Date Deliveries. On the Closing Date, the Company shall have delivered to the Underwriter an executed copy

of the Underwriter’s Warrant Agreement.
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5.           Indemnification.

 
5.1         Indemnification of the Underwriter.

 
5.1.1       General. Subject to the conditions set forth below, the Company agrees to indemnify and hold harmless the

Underwriter and each dealer selected by the Underwriter that participates in the offer and sale of the Securities (each a “Selected Dealer”)
and each of their respective directors, officers and employees and each person, if any, who controls the Underwriter and the dealer
(“Controlling Person”) within the meaning of Section 15 of the Act or Section 20 of the Exchange Act, against any and all loss, liability,
claim, damage and expense whatsoever (including but not limited to any and all legal or other expenses reasonably incurred in
investigating, preparing or defending against any litigation, commenced or threatened, or any claim whatsoever, whether arising out of
any action between the Underwriter and the Company or between the Underwriter and any third party or otherwise) to which they or any
of them may become subject under the Act, the Exchange Act or any other statute or at common law or otherwise or under the laws of
foreign countries, arising out of or based upon any untrue statement or alleged untrue statement of a material fact contained in (i) the
Registration Statement, any Preliminary Prospectus, the Statutory Prospectus or the Prospectus (as from time to time each may be
amended and supplemented); (ii) any materials or information provided to investors by, or with the approval of, the Company in
connection with the marketing of the offering of the Securities, including any “road show” or investor presentations made to investors by
the Company (whether in person or electronically); or (iii) any application or other document or written communication (in this Section 5,
collectively called “application”) executed by the Company or based upon written information furnished by the Company in any
jurisdiction in order to qualify the Shares under the securities laws thereof or filed with the Commission, any state securities commission
or agency, Nasdaq or any securities exchange; or the omission or alleged omission therefrom of a material fact required to be stated
therein or necessary to make the statements therein, in the light of the circumstances under which they were made, not misleading, unless
such statement or omission was made in reliance upon and in strict conformity with “Underwriter’s Information” (as described in Section
2.3.1) furnished to the Company by the Underwriter. The Company agrees promptly to notify the Underwriter of the commencement of
any litigation or proceedings against the Company or any of its officers, directors or Controlling Persons in connection with the issue and
sale of the Securities or in connection with the Registration Statement, any Preliminary Prospectus, the Statutory Prospectus or the
Prospectus. Notwithstanding anything to the contrary, in no event shall the Company be obligated to indemnify pursuant to this
Section 5.1.1 for any loss, liability, claim, damage or expense arising out or related to a breach of the representations contained in Section
4 hereof if such breach was caused by the action or inaction of Underwriter or its related persons.

 
5.1.2       Procedure. If any action is brought against the Underwriter, a Selected Dealer or a Controlling Person in respect of

which indemnity may be sought against the Company pursuant to Section 5.1.1, the Underwriter, such Selected Dealer or Controlling
Person, as the case may be, shall promptly notify the Company in writing of the institution of such action and the Company shall assume
the defense of such action, including the employment and fees of counsel (subject to the reasonable approval of the Underwriter or such
Selected Dealer or Controlling Person, as the case may be) and payment of actual expenses. Any delay in notice will not relieve the
Company of any liability to an indemnified party, except to the extent that the Company demonstrates that the delay prejudiced the defense
of the action. Any indemnified person shall have the right to employ its or their own counsel in any such case, but the fees and expenses
of such counsel which are incurred after the Company assumes the defense of the action shall be at the expense of the Underwriter, such
Selected Dealer or Controlling Person unless (i) the employment of such counsel at the expense of the Company shall have been
authorized in writing by the Company in connection with the defense of such action, or (ii) the Company fails to assume the defense or to
employ counsel to have charge of the defense of such action within a reasonable time after notice of the action, or (iii) such indemnified
party or parties shall have reasonably concluded that there may be defenses available to it or them which are different from or additional to
those available to the Company (in which case the Company shall not have the right to direct the defense of such action on behalf of the
indemnified party or parties), in any of which events the reasonable fees and expenses of not more than one additional firm of attorneys
(in addition to local counsel) selected by the Underwriter, Selected Dealer and/or Controlling Person in their sole discretion shall be borne
by the Company and paid as incurred or, at the option of the indemnified party, advanced pursuant to Section 5.1.4.
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5.1.3       Settlement. The Company will not effect any settlement of a proceeding in respect of which indemnification may be
sought hereunder (whether or not any indemnified person is a party therein) unless the Company has given the Underwriter, Selected
Dealer or Controlling Person, as the case may be, reasonable prior written notice thereof and such settlement, compromise, consent or
termination includes an unconditional release of each indemnified party from any liabilities arising out of such proceeding. The Company
will not permit any such settlement, compromise, consent or termination to include a statement as to, or an admission of, fault, culpability
or a failure to act by or on behalf of any indemnified party, without that party's prior written consent. Notwithstanding anything to the
contrary contained herein, if any Underwriter, Selected Dealer or Controlling Person shall conduct the defense of an action as provided in
Section 5.1.2., the Company shall have the right to approve the terms of any settlement of such action, which approval shall not be
unreasonably withheld, except that if the Company is required by the terms of this Agreement to and nonetheless fails to reimburse or
advance the expenses of such defense, then the Company shall be bound by any determination made in the action or by any compromise
or settlement made by the indemnified party without the Company’s written consent, provided the indemnified party provides the
Company 30 days prior notice of its intention to settle or compromise such action.

 
5.1.4       Advances. Notwithstanding any other provision hereof, the Company shall advance, to the extent not prohibited by

law, all expenses reasonably anticipated to be incurred by or on behalf of the Underwriter, a Selected Dealer or Controlling Person in
connection with any proceeding, whether pending or threatened, within fifteen (15) days of receipt of a statement or statements from such
indemnified parties, or any of them, requesting such advances from time to time.  This advancement obligation shall include any
reasonable retainers of counsel engaged by indemnified parties. Any statement requesting advances shall evidence the expenses
anticipated or incurred by the indemnified party with reasonable particularity and may include only those expenses reasonably expected to
be incurred within the 180-day period following each statement. In the event some portion of the amounts advanced are unused, or in the
event a court of ultimate jurisdiction determines that the indemnified parties are not entitled to be indemnified against certain expenses, the
recipient shall return the unused or disallowed portion of any advances within ninety (90) days of the final disposition of any proceeding
to which such advances pertain.
 
5.2         Indemnification of the Company. The Underwriter agrees to indemnify and hold harmless the Company, its directors, officers

and employees and agents who control the Company within the meaning of Section 15 of the Act or Section 20 of the Exchange Act against any
and all loss, liability, claim, damage and expense described in the foregoing indemnity from the Company to the Underwriter, as incurred, but
only with respect to untrue statements or omissions, or alleged untrue statements or omissions made in any Preliminary Prospectus, the
Registration Statement or Prospectus or any amendment or supplement thereto or in any application, made in reliance upon and in strict
conformity with the “Underwriter’s Information” furnished by the Underwriter to the Company expressly for use in such Preliminary
Prospectus, the Registration Statement or Prospectus or any amendment or supplement thereto or in any such application. In case any action shall
be brought against the Company or any other person so indemnified based on any Preliminary Prospectus, the Registration Statement or
Prospectus or any amendment or supplement thereto or any application, and in respect of which indemnity may be sought against the
Underwriter, the Underwriter shall have the rights and duties given to the Company, and the Company and each other person so indemnified
shall have the rights and duties given to the Underwriter by the provisions of Section 5.1.2.
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5.3         Contribution.
 
5.3.1       Contribution Rights. In order to provide for just and equitable contribution under the Act in any case in which (i) any

person entitled to indemnification under this Section 5 makes claim for indemnification pursuant hereto but it is judicially determined (by
the entry of a final judgment or decree by a court of competent jurisdiction and the expiration of time to appeal or the denial of the last
right of appeal) that such indemnification may not be enforced in such case notwithstanding the fact that this Section 5 provides for
indemnification in such case, or (ii) contribution under the Act, the Exchange Act or otherwise may be required on the part of any such
person in circumstances for which indemnification is provided under this Section 5, then, and in each such case, the Company and the
Underwriter shall contribute to the aggregate losses, liabilities, claims, damages and expenses of the nature contemplated by said
indemnity agreement incurred by the Company and the Underwriter, as incurred, in such proportions that the Underwriter is responsible
for that portion represented by the percentage that the underwriting discount appearing on the cover page of the Prospectus bears to the
initial offering price appearing thereon and the Company is responsible for the balance; provided, that, no person guilty of a fraudulent
misrepresentation (within the meaning of Section 11(f) of the Act) shall be entitled to contribution from any person who was not guilty of
such fraudulent misrepresentation. Notwithstanding the provisions of this Section 5.3.1, no Underwriter shall be required to contribute
any amount in excess of the amount by which the total price at which the Securities underwritten by it and distributed to the public were
offered to the public exceeds the amount of any damages that the Underwriter has otherwise been required to pay in respect of such
losses, liabilities, claims, damages and expenses. For purposes of this Section, each director, officer and employee of the Underwriter or
the Company, as applicable, and each person, if any, who controls the Underwriter or the Company, as applicable, within the meaning of
Section 15 of the Act shall have the same rights to contribution as the Underwriter or the Company, as applicable.

5.3.2       Contribution Procedure. Within fifteen days after receipt by any party to this Agreement (or its representative) of notice
of the commencement of any action, suit or proceeding, such party will, if a claim for contribution in respect thereof is to be made against
another party (“contributing party”), notify the contributing party of the commencement thereof, but the failure to so notify the
contributing party will not relieve the contributing party from any liability which it may have to any other party other than for contribution
hereunder. In case any such action, suit or proceeding is brought against any party, and such party notifies a contributing party or its
representative of the commencement thereof within the aforesaid fifteen days, the contributing party will be entitled to participate therein
with the notifying party and any other contributing party similarly notified. Any such contributing party shall not be liable to any party
seeking contribution on account of any settlement of any claim, action or proceeding affected by such party seeking contribution without
the written consent of such contributing party. The contribution provisions contained in this Section 5.3.2 are intended to supersede, to the
extent permitted by law, any right to contribution under the Act, the Exchange Act or otherwise available.

 
6.          [Reserved]

7.           Additional Covenants.
 
7.1       Board Composition and Board Designations. The Company shall ensure that: (i) the qualifications of the persons serving as

board members and the overall composition of the board comply with the Sarbanes-Oxley Act of 2002 and the rules promulgated thereunder and
with the listing requirements of Nasdaq or any other national securities exchange or national securities association, as the case may be, in the
event the Company seeks to have its Securities listed on another exchange or quoted on an automated quotation system, and (ii) if applicable, at
least one member of the board of directors qualifies as a “financial expert” as such term is defined under the Sarbanes-Oxley Act of 2002 and the
rules promulgated thereunder.

 
7.2       Prohibition on Press Releases and Public Announcements. The Company will not issue press releases or engage in any other

publicity, without the Underwriter’s prior written consent, for a period commencing on the Effective Date and ending at 5:00 p.m. Eastern time
on the first business day following the 25th day following the Closing Date, other than normal and customary releases issued in the ordinary
course of the Company’s business.
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7.3           Company’s Retention of Investor Relations Firm.  Prior to the Closing Date, the Company shall retain an investment relations
firm acceptable to the Underwriter and on terms and conditions that are also acceptable to the Underwriter.

7.4           Company’s Retention of Patent Counsel or Agent.  Prior to the Closing Date, the Company shall continue to have retained
legal counsel specializing in patent prosecution and preparation or a registered patent agent specializing in the same that is acceptable to the
Underwriter and on terms and conditions that are also acceptable to the Underwriter. For the purposes of this provision, the law firm Glast,
Phillips & Murray, P.C. is acceptable to the Underwriter.
 

7.5.           Quarterly Earnings Calls.  For a period of two (2) years from the Closing Date, the Company agrees that it will conduct a
public conference call at least quarterly to discuss the Company’s financial performance and other matters, as the case may be, in a manner
consistent with SEC Regulation FD, 17 CFR §243.100, as amended from time to time (“SEC Regulation FD”), on terms and conditions
acceptable to the Underwriter.

7.6.           SEC filings and Press Releases.  The Company agrees that, for a period of two (2) years from the Closing Date, it will
provide the Underwriter with substantially complete drafts of all filings to be made with the SEC and all press releases for review and comment at
least twenty four (24) hours prior to filing with the SEC or the issuance of the press release, as the case may be; provided that the Company’s
failure to incorporate any comments thereto made by the Underwriter shall not constitute a breach of this Agreement.

7.7           Right to Access.  For a period of two (2) years from the Closing Date, the Company agrees to provide the Underwriter with
access to the Company’s management, including but not limited to the Company’s Chief Executive Officer and Chief Financial Officer, no less
frequently than once every six (6) months and no more frequently than once per fiscal quarter unless otherwise agreed by the Company, in each
case during normal business hours, for the purpose of discussing the Company’s business, financial condition, and prospects.  During each
visitation by the Underwriter, the Underwriter shall also have the right to inspect the Company’s books and records, including confidential non-
public information (but excluding attorney client privileged information) in a manner consistent with SEC Regulation FD.

7.8           Confidentiality and SEC Regulation FD Compliance.  The Underwriter agrees to keep all confidential non-public information
provided to the Underwriter pursuant to Sections 7.5, 7.6 and 7.7 of this Section 7 confidential until such information becomes publicly available
through applicable SEC filings and press releases or otherwise in a manner consistent with SEC Regulation FD.
 
8.           Effective Date of this Agreement and Termination Thereof.

 
8.1       Effective Date. This Agreement shall become effective when both the Company and the Underwriter have executed the same and

delivered counterparts of such signatures to the other party.
 
8.2       Termination. You shall have the right to terminate this Agreement by written notice to the Company  at any time prior to Closing

Date or the Option Closing Date, if any, (i) if any domestic or international event or act or occurrence has materially disrupted, or in your
reasonable opinion will in the immediate future materially disrupt, general securities markets in the United States; or (ii) if trading on the New
York Stock Exchange, the NASDAQ, the NASDAQ Global Market or the NASDAQ Capital Market or NYSE MKT shall have been
suspended or materially limited, or minimum or maximum prices for trading shall have been fixed, or maximum ranges for prices for securities
shall have been required by FINRA or by order of the Commission or any other government authority having jurisdiction, or (iii) if the United
States shall have become involved in a new war or a substantial increase in major hostilities, or (iv) if a banking moratorium has been declared by
a New York State or federal authority or foreign authority which has a substantial disruptive effect on or adversely impacts the United States
securities markets, or (v) if a moratorium on foreign exchange trading has been declared which materially adversely impacts the United States
securities markets, or (vi) if the Company shall have sustained a material loss by fire, flood, accident, hurricane, earthquake, theft, sabotage or
other calamity or malicious act which, whether or not such loss shall have been insured, will, in your reasonable opinion, make it inadvisable to
proceed with the delivery of the Firm Shares or Option Shares, or (vii) if the Company is in material breach of any of its representations,
warranties or covenants hereunder, or (viii) if the Underwriter shall have become aware after the date hereof of such a material adverse change in
the conditions or prospects of the Company, or such adverse material change in general market conditions as in the Underwriter’s good faith
judgment would make it impracticable to proceed with the offering, sale and/or delivery of the Firm Shares or the Option Shares or to enforce
contracts made by the Underwriter for the sale of the Firm Shares or Option Shares.
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8.3       Expenses. In the event that this Agreement shall not be carried out for any reason whatsoever, within the time specified herein or
any extensions thereof pursuant to the terms herein, the Company shall be obligated to pay to the Underwriter its actual and accountable out of
pocket expenses related to the transactions contemplated herein then due and payable, if not already paid (including the actual and accountable out
of pocket expenses (but not to exceed the amount of actual and accountable out of pocket expenses approved by FINRA) related to its legal
counsel, Locke Lord, up to $50,000 of which $25,000 has been advanced by the Company on a refundable accountable basis; provided,
however, that such expense cap in no way limits or impairs the indemnification and contribution provisions of this Agreement).

 
8.4       Indemnification. Notwithstanding any contrary provision contained in this Agreement, any election hereunder or any termination

of this Agreement, and whether or not this Agreement is otherwise carried out, the provisions of Section 5 shall not be in any way effected by,
such election or termination or failure to carry out the terms of this Agreement or any part hereof.

9.            Miscellaneous.
 
9.1         Notices. All communications hereunder, except as herein otherwise specifically provided, shall be in writing and shall be

mailed (registered or certified mail, return receipt requested), personally delivered or sent by facsimile transmission and confirmed and shall be
deemed given when so delivered or faxed and confirmed or if mailed, two days after such mailing.
 

 

If to the Underwriter:
 
MDB Capital Group, LLC
401 Wilshire Boulevard, Suite 1020
Santa Monica, CA 90401
Attn: General Counsel
Fax No.: 310.526.5020
 
Copy to:
 
Locke Lord LLP
500 Capitol Mall, Suite 1800
Sacramento, California 95814
Attn.: Scott E. Bartel, Esq.
Fax No.: 916-930-2501
 
If to the Company:
 
Ideal Power Inc.
5004 Bee Creek Road, Suite 600
Spicewood, Texas 78669
Attn: Chief Executive Officer
Fax No.: (512) 264-1546
 
Copy to:
Richardson & Patel LLP
The Chrysler Building
405 Lexington Avenue, 49th Floor
New York, New York 10174
Attn.: Kevin Friedman, Esq.
Fax No.: 917-591-6898
 

 
-22-



 
9.2         Headings. The headings contained herein are for the sole purpose of convenience of reference, and shall not in any way limit or

affect the meaning or interpretation of any of the terms or provisions of this Agreement.
 
9.3         Amendment. This Agreement may only be amended by a written instrument executed by each of the parties hereto.
 
9.4         Entire Agreement. This Agreement (together with the other agreements and documents being delivered pursuant to or in

connection with this Agreement) constitutes the entire agreement of the parties hereto with respect to the subject matter hereof and thereof, and
supersedes all prior agreements and understandings of the parties, oral and written, with respect to the subject matter hereof.

 
9.5       Binding Effect. This Agreement shall inure solely to the benefit of and shall be binding upon the Underwriter, the Company and

the Controlling Persons, directors and officers referred to in Section 5 hereof, and their respective successors, legal representatives and assigns,
and no other person shall have or be construed to have any legal or equitable right, remedy or claim under or in respect of or by virtue of this
Agreement or any provisions herein contained. The term “successors and assigns” shall not include a purchaser, in its capacity as such, of
securities from the Underwriter.

 
9.6       Governing Law. This Agreement shall be governed by and construed and enforced in accordance with the laws of the State of

New York, without giving effect to conflict of laws principles thereof. Any process or summons to be served upon the Company may be served
by transmitting a copy thereof by registered or certified mail, return receipt requested, postage prepaid, addressed to it at the address set forth in
Section 9.1 hereof. Such mailing shall be deemed personal service and shall be legal and binding upon the Company in any action, proceeding or
claim. The Company agrees that the prevailing party(ies) in any such action shall be entitled to recover from the other party(ies) all of its
reasonable attorneys’ fees and expenses relating to such action or proceeding and/or incurred in connection with the preparation therefore.

 
9.7       Execution in Counterparts. This Agreement may be executed in one or more counterparts, and by the different parties hereto in

separate counterparts, each of which shall be deemed to be an original, but all of which taken together shall constitute one and the same
agreement, and shall become effective when one or more counterparts has been signed by each of the parties hereto and delivered to each of the
other parties hereto. Delivery of a signed counterpart of this Agreement by facsimile or email/pdf transmission shall constitute valid and sufficient
delivery thereof.

 
9.8       Waiver, etc. The failure of any of the parties hereto to at any time enforce any of the provisions of this Agreement shall not be

deemed or construed to be a waiver of any such provision, nor to in any way effect the validity of this Agreement or any provision hereof or the
right of any of the parties hereto to thereafter enforce each and every provision of this Agreement. No waiver of any breach, non-compliance or
non-fulfillment of any of the provisions of this Agreement shall be effective unless set forth in a written instrument executed by the party or
parties against whom or which enforcement of such waiver is sought; and no waiver of any such breach, non-compliance or non-fulfillment shall
be construed or deemed to be a waiver of any other or subsequent breach, non-compliance or non-fulfillment.

 
9.9       No Fiduciary Relationship. The Company hereby acknowledges that the Underwriter is acting solely as underwriter in

connection with the offering of the Company's securities. The Company further acknowledges that the Underwriter is acting pursuant to a
contractual relationship created solely by this Agreement entered into on an arm's length basis and in no event do the parties intend that the
Underwriter act or be responsible as a fiduciary to the Company, its management, shareholders, creditors or any other person in connection with
any activity that the Underwriter undertakes or have undertaken in furtherance of the offering of the Company's securities, either before or after
the date hereof. The Underwriter hereby expressly disclaims any fiduciary or similar obligations to the Company, either in connection with the
transactions contemplated by this Agreement or any matters leading up to such transactions, and the Company hereby confirms its understanding
and agreement to that effect. The Company and the Underwriter agree that they are each responsible for making their own independent judgments
with respect to any such transactions, and that any opinions or views expressed by the Underwriter to the Company regarding such transactions,
including but not limited to any opinions or views with respect to the price or market for the Company's securities, do not constitute advice or
recommendations to the Company. The Company hereby waives and releases, to the fullest extent permitted by law, any claims that the Company
may have against the Underwriter with respect to any breach or alleged breach of any fiduciary or similar duty to the Company in connection with
the transactions contemplated by this Agreement or any matters leading up to such transactions.

 
[SIGNATURE PAGE FOLLOWS] 
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If the foregoing correctly sets forth the understanding among the Underwriter and the Company, please so indicate in the
space provided below for that purpose, whereupon this letter shall constitute a binding agreement between us.

 
 Very truly yours,
  
 IDEAL POWER INC.
  
 By:   
  Name: Paul Bundschuh
  Title:   Chief  Executive Officer
 
Accepted on the date first above written.
 
MDB CAPITAL GROUP LLC
 
By:   
 Name:
 Title:
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Form of Underwriter’s Warrant Agreement
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Exhibit 4.1
 
THIS WARRANT AND THE SECURITIES ISSUABLE UPON EXERCISE HEREOF HAVE NOT BEEN REGISTERED UNDER
THE SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT”), OR ANY OTHER SECURITIES LAWS AND
MAY NOT BE OFFERED FOR SALE, SOLD, TRANSFERRED, PLEDGED OR HYPOTHECATED IN THE ABSENCE OF (1)
AN EFFECTIVE REGISTRATION STATEMENT COVERING SUCH SECURITIES UNDER THE SECURITIES ACT AND
ANY OTHER APPLICABLE SECURITIES LAWS, OR (2) AN OPINION OF COUNSEL REASONABLY SATISFACTORY TO
THE COMPANY THAT SUCH REGISTRATION IS NOT REQUIRED.

IN ADDITION, THIS WARRANT AND THE SECURITIES ISSUABLE UPON EXERCISE HEREOF MAY NOT BE SOLD,
TRANSFERRED, ASSIGNED, PLEDGED, OR HYPOTHECATED, OR BE THE SUBJECT OF ANY HEDGING, SHORT SALE,
DERIVATIVE, PUT, OR CALL TRANSACTION THAT WOULD RESULT IN THE EFFECTIVE ECONOMIC DISPOSITION
OF SUCH SECURITIES BY ANY PERSON FOR A PERIOD OF 180 DAYS IMMEDIATELY FOLLOWING THE DATE OF
EFFECTIVENESS OF THE PUBLIC OFFERING OF THE COMPANY’S SECURITIES PURSUANT TO REGISTRATION
STATEMENT NO.: 333-______________ AS FILED WITH THE SECURITIES AND EXCHANGE COMMISSION, EXCEPT IN
ACCORDANCE WITH FINRA RULE 5110(G)(2).

IDEAL POWER INC.

UNDERWRITER’S WARRANT

_________ Shares of Common Stock
____________, 2013

This UNDERWRITER’S WARRANT (this “Warrant”) of Ideal Power Inc., a corporation, duly organized and validly existing
under the laws of the State of Delaware (the “Company”), is being issued pursuant to that certain Underwriting Agreement, dated as of
__________, 2013 (the “Underwriting Agreement”), between the Company and MDB Capital Group, LLC (the “Underwriter”) relating to a
firm commitment public offering (the “Offering”) of ________ shares of common stock, $0.001 par value per share, of the Company (the
“Common Stock”) underwritten by the Underwriter.

FOR VALUE RECEIVED, the Company hereby grants to MDB Capital Group, LLC and its permitted successors and assigns
(collectively, the “Holder”) the right to purchase from the Company up to (_____) shares of Common Stock (such shares underlying this
Warrant, the “Warrant Shares”), at a per share purchase price equal to $_____ (the “Exercise Price”), subject to the terms, conditions and
adjustments set forth below in this Warrant.

1.           Date of Warrant Exercise.  This Warrant shall become exercisable one hundred eighty (180) days after the Base Date (the
“Exercise Date”).  As used in this Warrant, the term “Base Date” shall mean __________, 2013 (the effective date of the registration statement).
Except as otherwise provided for herein or as permitted by applicable rules of the Financial Industry Regulatory Authority, Inc., (“FINRA”) this
Warrant and the underlying Warrant Shares shall not be sold, transferred, assigned, pledged or hypothecated prior to the date that is 180 days
immediately following the Base Date pursuant to FINRA Rule 5110(g)(1), except as permitted under FINRA Rule 5110(g)(2).

2.           Expiration of Warrant.  This Warrant shall expire on the five (5) year anniversary of the Base Date (the “Expiration Date”).

3.           Exercise of Warrant.  This Warrant shall be exercisable pursuant to the terms of this Section 3.

3.1           Manner of Exercise.

(a)           This Warrant may only be exercised by the Holder hereof on or after the Exercise Date and on or prior to the
Expiration Date, in accordance with the terms and conditions hereof, in whole or in part (but not as to fractional shares) with respect to any
portion of this Warrant, during the Company’s normal business hours on any day other than a Saturday or a Sunday or a day on which
commercial banking institutions in New York, New York are authorized by law to be closed (a “Business Day”), by surrender of this Warrant
to the Company
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at its office maintained pursuant to Section 10.2(a) hereof, accompanied by a written exercise notice in the form attached as Exhibit A to this
Warrant (or a reasonable facsimile thereof) duly executed by the Holder, together with the payment of the aggregate Exercise Price for the number
of Warrant Shares purchased upon exercise of this Warrant. Upon surrender of this Warrant, the Company shall cancel this Warrant document
and shall, in the event of partial exercise, replace it with a new Warrant document in accordance with Section 3.3.

(b)           Except as provided for in Section 3.1(c) below, each exercise of this Warrant must be accompanied by payment in
full of the aggregate Exercise Price in cash by check or wire transfer in immediately available funds for the number of Warrant Shares being
purchased by the Holder upon such exercise.

(c)           The aggregate Exercise Price for the number of Warrant Shares being purchased may also, in the sole discretion of
the Holder, be paid in full or in part on a “cashless basis” at the election of the Holder:

(i) in the form of Common Stock owned by the Holder (based on the Fair Market Value (as defined
below) of such Common Stock on the date of exercise);

(ii) in the form of Warrant Shares withheld by the Company from the Warrant Shares otherwise to be
received upon exercise of this Warrant having an aggregate Fair Market Value on the date of
exercise equal to the aggregate Exercise Price of the Warrant Shares being purchased by the
Holder; or

 (iii) by a combination of the foregoing, provided that the combined value of all cash and the Fair
Market Value of any shares surrendered to the Company is at least equal to the aggregate Exercise
Price for the number of Warrant Shares being purchased by the Holder.

For purposes of this Warrant, the term “Fair Market Value” means with respect to a particular date, the average closing price of the
Common Stock for the five (5) trading days immediately preceding the applicable exercise herein as officially reported by the principal securities
exchange on which the Common Stock is then listed or admitted to trading, or, if the Common Stock is not listed or admitted to trading on any
securities exchange as determined in good faith by resolution of the Board of Directors of the Company, based on the best information available
to it.

For purposes of illustration of a cashless exercise of this Warrant under Section 3.1(c)(ii) (or for a portion thereof for which cashless
exercise treatment is requested as contemplated by Section 3.1(c)(iii) hereof), the calculation of such exercise shall be as follows:

X = Y (A-B)/A
where:

X = the number of Warrant Shares to be issued to the Holder (rounded to the nearest whole share).
Y = the number of Warrant Shares with respect to which this Warrant is being exercised.
A = the Fair Market Value of the Common Stock.
B = the Exercise Price.

(d)           For purposes of Rule 144 and sub-section (d)(3)(ii) thereof, it is intended, understood, and acknowledged that the
Common Stock issuable upon exercise of this Warrant in a cashless exercise transaction as described in Section 3.1(c) above shall be deemed to
have been acquired at the time this Warrant was issued. Moreover, it is intended, understood, and acknowledged that the holding period for the
Common Stock issuable upon exercise of this Warrant in a cashless exercise transaction as described in Section 3.1(c) above shall be deemed to
have commenced on the date this Warrant was issued.

3.2           When Exercise Effective.  Each exercise of this Warrant shall be deemed to have been effected immediately prior to
the close of business on the Business Day on which this Warrant shall have been duly surrendered to the Company as provided in Sections 3.1
and 12 hereof, and, at such time, the Holder in whose name any certificate or certificates for Warrant Shares shall be issuable upon exercise as
provided in Section 3.3 hereof shall be deemed to have become the holder or holders of record thereof of the number of Warrant Shares
purchased upon exercise of this Warrant.
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3.3           Delivery of Common Stock Certificates and New Warrant.  As soon as reasonably practicable after each exercise of
this Warrant, in whole or in part, and in any event within three (3) Business Days thereafter, the Company, at its expense (including the payment
by it of any applicable issue taxes), will cause to be issued in the name of and delivered to the Holder hereof or, subject to Sections 9 and 10
hereof, as the Holder (upon payment by the Holder of any applicable transfer taxes) may direct:

(a)           a certificate or certificates (with appropriate restrictive legends, as applicable) for the number of duly authorized,
validly issued, fully paid and non-assessable Warrant Shares to which the Holder shall be entitled upon exercise; and

(b)           in case exercise is in part only, a new Warrant document of like tenor, dated the date hereof, for the remaining
number of Warrant Shares issuable upon exercise of this Warrant after giving effect to the partial exercise of this Warrant (including the delivery
of any Warrant Shares as payment of the Exercise Price for such partial exercise of this Warrant).

4.           Certain Adjustments.  For so long as this Warrant is outstanding:

4.1           Mergers or Consolidations.  If at any time after the date hereof there shall be a capital reorganization (other than a
combination or subdivision of Common Stock otherwise provided for herein) resulting in a reclassification to or change in the terms of securities
issuable upon exercise of this Warrant (a “Reorganization”), or a merger or consolidation of the Company with another corporation, association,
partnership, organization, business, individual, government or political subdivision thereof or a governmental agency (a “Person” or the
“Persons”) (other than a merger with another Person in which the Company is a continuing corporation and which does not result in any
reclassification or change in the terms of securities issuable upon exercise of this Warrant or a merger effected exclusively for the purpose of
changing the domicile of the Company) (a “Merger”), then, as a part of such Reorganization or Merger, lawful provision and adjustment shall be
made so that the Holder shall thereafter be entitled to receive, upon exercise of this Warrant, the number of shares of stock or any other equity or
debt securities or property receivable upon such Reorganization or Merger by a holder of the number of shares of Common Stock which might
have been purchased upon exercise of this Warrant immediately prior to such Reorganization or Merger. In any such case, appropriate adjustment
shall be made in the application of the provisions of this Warrant with respect to the rights and interests of the Holder after the Reorganization or
Merger to the end that the provisions of this Warrant (including adjustment of the Exercise Price then in effect and the number of Warrant Shares)
shall be applicable after that event, as near as reasonably may be, in relation to any shares of stock, securities, property or other assets thereafter
deliverable upon exercise of this Warrant.  The provisions of this Section 4.1 shall similarly apply to successive Reorganizations and/or Mergers.

4.2           Splits and Subdivisions; Dividends.  In the event the Company should at any time or from time to time effectuate a
split or subdivision of the outstanding shares of Common Stock or pay a dividend in or make a distribution payable in additional shares of
Common Stock or other securities, or rights convertible into, or entitling the holder thereof to receive, directly or indirectly, additional shares of
Common Stock (hereinafter referred to as “Common Stock Equivalents”) without payment of any consideration by such holder for the additional
shares of Common Stock or Common Stock Equivalents (including the additional shares of Common Stock issuable upon conversion or exercise
thereof), then, as of the applicable record date (or the date of such distribution, split or subdivision if no record date is fixed), the per share
Exercise Price shall be appropriately decreased and the number of Warrant Shares shall be appropriately increased in proportion to such increase
(or potential increase) of outstanding shares; provided, however, that no adjustment shall be made in the event the split, subdivision, dividend or
distribution is not effectuated.

4.3           Combination of Shares.  If the number of shares of Common Stock outstanding at any time after the date hereof is
decreased by a combination of the outstanding shares of Common Stock, the per share Exercise Price shall be appropriately increased and the
number of shares of Warrant Shares shall be appropriately decreased in proportion to such decrease in outstanding shares.
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4.4           Adjustments for Other Distributions.  In the event the Company shall declare a distribution payable in securities of
other Persons, evidences of indebtedness issued by the Company or other Persons, assets (excluding cash dividends or distributions to the
holders of Common Stock paid out of current or retained earnings and declared by the Company’s board of directors) or options or rights not
referred to in Sections 4.2 or 4.3 then, in each such case for the purpose of this Section 4.4, upon exercise of this Warrant, the Holder shall be
entitled to a proportionate share of any such distribution as though the Holder was the actual record holder of the number of Warrant Shares as of
the record date fixed for the determination of the holders of Common Stock of the Company entitled to receive such distribution.

5.           No Impairment.  The Company will not, by amendment of its certificate of incorporation or by-laws or through any
consolidation, merger, reorganization, transfer of assets, dissolution, issue or sale of securities or any other voluntary action, avoid or seek to
avoid the observance or performance of any of the terms of this Warrant, but will at all times in good faith assist in the carrying out of all of the
terms and in the taking of all actions necessary or appropriate in order to protect the rights of the Holder against impairment.

6.           Notice as to Adjustments.  With respect to each adjustment pursuant to Section 4 of this Warrant, the Company, at its expense,
will promptly compute the adjustment or re-adjustment in accordance with the terms of this Warrant and furnish the Holder with a certificate
certified and confirmed by the Secretary or Chief Financial Officer of the Company setting forth, in reasonable detail, the event requiring the
adjustment or re-adjustment and the amount of such adjustment or re-adjustment, the method of calculation thereof and the facts upon which the
adjustment or re-adjustment is based, and the Exercise Price and the number of Warrant Shares or other securities purchasable hereunder after
giving effect to such adjustment or re-adjustment, which report shall be mailed by first class mail, postage prepaid to the Holder.

7.           Reservation of Shares.  The Company shall, solely for the purpose of effecting the exercise of this Warrant, at all times during
the term of this Warrant, reserve and keep available out of its authorized shares of Common Stock, free from all taxes, liens and charges with
respect to the issue thereof and not subject to preemptive rights of shareholders of the Company, such number of its shares of Common Stock as
shall from time to time be sufficient to effect in full the exercise of this Warrant.  If at any time the number of authorized but unissued shares of
Common Stock shall not be sufficient to effect in full the exercise of this Warrant, in addition to such other remedies as shall be available to
Holder, the Company will promptly take such corporate action as may, in the opinion of its counsel, be necessary to increase the number of
authorized but unissued shares of Common Stock to such number of shares as shall be sufficient for such purposes, including without limitation,
using its Reasonable Commercial Efforts (as defined in Section 14 hereof) to obtain the requisite shareholder approval necessary to increase the
number of authorized shares of Common Stock.  The Company hereby represents and warrants that all shares of Common Stock issuable upon
exercise of this Warrant shall be duly authorized and, when issued and paid for upon exercise, shall be validly issued, fully paid and
nonassessable.

8.           Registration and Listing.

8.1           Definition of Registrable Securities; Majority.  As used herein, the term “Registrable Securities” means any shares
of Common Stock issuable upon the exercise of this Warrant until the date (if any) on which such shares can be sold without volume restriction
by such Holder (and any affiliate of the Holder which whom such Holder must aggregate its sales under Rule 144) without registration in
compliance with Rule 144 of the Securities Act, assuming the cashless exercise of this Warrant as described in Section 3.1(c). For purposes of
this Warrant, the term “Majority Holders” shall mean in excess of fifty percent (50%) of the then outstanding Warrant Shares.
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8.2           Demand Registration Rights.

(a)           The Company, upon written demand (“Demand Notice”) of the Majority Holders at any time the Company is eligible to register the
Registrable Securities on Form S-3, agrees to register on one occasion all of the Registrable Securities on Form S-3. On such occasion, the
Company will file a registration statement or a post-effective amendment to such registration statement covering the Registrable Securities within
forty-five (45) days after receipt of a Demand Notice and use its Reasonable Commercial Efforts to have such registration statement or post-
effective amendment declared effective as soon as possible thereafter; provided, however, that the Company shall not be required to comply with
a Demand Notice if the Company has filed a registration statement with respect to which the Holder is entitled to piggyback registration rights
pursuant to Section 8.3 hereof and either: (i) the Holder has elected to participate in the offering covered by such registration statement or (ii) if
such registration statement relates to an underwritten primary offering of securities of the Company, until the offering covered by such
registration statement has been withdrawn or until one hundred eighty (180) days after such offering is consummated. The Company shall not be
required to effect a registration pursuant to this Section 8.2(a) if: (i) the Company has effected one registration pursuant to this Section 8.2(a), and
such registration has been declared or ordered effective; or (ii) the Company shall furnish to the Holders a certificate signed by the Chief
Executive Officer or the Chairman of the Board of the Company stating that in the good faith judgment of the Board of Directors of the
Company, it would be seriously detrimental to the Company and its stockholders for such registration statement to be effected at such time, in
which event the Company shall have the right to defer the filing of the registration statement for a period of not more than one hundred twenty
(120) days after receipt of the request of the Majority Holders under this Section 8.2(a), provided, however, that the Company shall not utilize
this right more than once in any twelve (12) month period. The demand for registration may be made at any time during a period of four years
beginning one (1) year from the Base Date. The Company covenants and agrees to give written notice of its receipt of any Demand Notice by any
Holder(s) to all other registered Holders of the Warrants and/or the Registrable Securities within ten days from the date of the receipt of any such
Demand Notice.

(b)           The Company agrees to use its Reasonable Commercial Efforts to qualify or register the Registrable Securities in such states as are
reasonably requested by the Majority Holder(s); provided, however, that in no event shall the Company be required to register the Registrable
Securities in a state in which such registration would cause (i) the Company to be obligated to register, license or qualify to do business in such
state, submit to general service of process in such state or would subject the Company to taxation as a foreign corporation doing business in such
jurisdiction or (ii) the principal stockholders of the Company to be obligated to escrow their shares of capital stock of the Company. The
Company shall cause any registration statement or post-effective amendment filed pursuant to the demand right granted under Section 8(a) to
remain effective for a period of nine consecutive months from the effective date of such registration statement or post-effective amendment. The
Holders shall only use the prospectuses provided by the Company to sell the Registrable Securities covered by such registration statement, and
will immediately cease to use any prospectus furnished by the Company if the Company advises the Holder that such prospectus may no longer
be used due to a material misstatement or omission.

8.3           Incidental Registration Rights.

(a)           If the Company, for a period of four (4) years commencing one hundred and eighty (180) days after the Base Date, proposes to register
any of its securities under the Securities Act (other than in connection with a transaction contemplated by Rule 145(a) promulgated under the
Securities Act or pursuant to registration on Form S-4 or S-8 or any successor forms) whether for its own account or for the account of any
holder or holders of its shares other than Registrable Securities (any shares of such holder or holders (but not those of the Company and not
Registrable Securities) with respect to any registration are referred to herein as, “Other Shares”), the Company shall each such time give prompt
(but not less than thirty (30) days prior to the anticipated effectiveness thereof) written notice to the holders of Registrable Securities of its
intention to do so.  The holders of Registrable Securities shall exercise the “piggy-back” rights provided herein by giving written notice within ten
(10) days after the receipt of any such notice (which request shall specify the Registrable Securities intended to be disposed of by such
holder).  Except as set forth in Section 8.3(b), the Company will use its Reasonable Commercial Efforts to effect the registration under the
Securities Act of all of the Registrable Securities which the Company has
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been so requested to register by such holder, to the extent required to permit the disposition of the Registrable Securities so to be registered, by
inclusion of such Registrable Securities in the registration statement which covers the securities which the Company proposes to register. The
Company will pay all Registration Expenses in connection with each registration of Registrable Securities pursuant to this Section 8.3.

(b)           If the Company at any time proposes to register any of its securities under the Securities Act as contemplated by this Section 8.3 and
such securities are to be distributed by or through one or more underwriters, the Company will, if requested by a holder of Registrable Securities,
use its Reasonable Commercial Efforts to arrange for such underwriters to include all the Registrable Securities to be offered and sold by such
holder among the securities to be distributed by such underwriters, provided that if the managing underwriter of such underwritten offering shall
inform the Company in writing of its belief that inclusion in such distribution of all or a specified number of such securities proposed to be
distributed by such underwriters would interfere with the successful marketing of the securities being distributed by such underwriters (such
writing shall state the basis of such belief and the approximate number of such Registrable Securities, such Other Shares and shares held by the
Company proposed so to be registered which may be distributed without such effect), then the Company may, upon written notice to such holder,
the other holders of Registrable Securities, and holders of such Other Shares, reduce pro rata in accordance with the number of shares of
Common Stock desired to be included in such registration (if and to the extent stated by such managing underwriter to be necessary to eliminate
such effect) the number of such Registrable Securities and Other Shares the registration of which shall have been requested by each holder
thereof so that the resulting aggregate number of such Registrable Securities and Other Shares so included in such registration (if any), in excess
of the number of securities to be included in such registration for the account of the Company, shall be equal to the number of shares stated in
such managing underwriter’s written communication.

8.4           Registration Procedures.  Whenever the holders of Registrable Securities have properly requested that any
Registrable Securities be registered pursuant to the terms of this Warrant, the Company shall use its Reasonable Commercial Efforts to effect the
registration for the sale of such Registrable Securities in accordance with the intended method of disposition thereof, and pursuant thereto the
Company shall as expeditiously as possible:

(a)           prepare and file with the SEC a registration statement with respect to such Registrable Securities and use its Reasonable Commercial
Efforts to cause such registration statement to become effective;

(b)           notify such holders of the effectiveness of each registration statement filed hereunder and prepare and file with the SEC such
amendments and supplements to such registration statement and the prospectus used in connection therewith as may be necessary to (i) keep such
registration statement effective and the prospectus included therein usable for a period commencing on the date that such registration statement is
initially declared effective by the SEC and ending on the date when all Registrable Securities covered by such registration statement have been
sold pursuant to the registration statement or cease to be Registrable Securities, and (ii) comply with the provisions of the Securities Act with
respect to the disposition of all securities covered by such registration statement during such period in accordance with the intended methods of
disposition by the sellers thereof set forth in such registration statement;

(c)           furnish to such holders such number of copies of such registration statement, each amendment and supplement thereto, the prospectus
included in such registration statement (including each preliminary prospectus) and such other documents as such seller may reasonably request
in order to facilitate the disposition of the Registrable Securities owned by such holders;

(d)           use its Reasonable Commercial Efforts to register or qualify such Registrable Securities under such other securities or blue sky laws of
such jurisdictions as such holders reasonably request and do any and all other acts and things which may be reasonably necessary or advisable to
enable such holders to consummate the disposition in such jurisdictions of the Registrable Securities owned by such holders; provided, however,
that the Company shall not be required to: (i) qualify generally to do business in any jurisdiction where it would not otherwise be required to
qualify but for this subparagraph; (ii) subject itself to taxation in any such jurisdiction; or (iii) consent to general service of process in any such
jurisdiction;
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(e)           notify such holders, at any time when a prospectus relating thereto is required to be delivered under the Securities Act, of the happening
of any event as a result of which the prospectus included in such registration statement contains an untrue statement of a material fact or omits any
material fact necessary to make the statements therein, in light of the circumstances in which they are made, not materially misleading, and, at the
reasonable request of such holders, the Company shall prepare a supplement or amendment to such prospectus so that, as thereafter delivered to
the purchasers of such Registrable Securities, such prospectus shall not contain an untrue statement of a material fact or omit to state any material
fact necessary to make the statements therein, in light of the circumstances in which they are made, not materially misleading;

(f)           provide a transfer agent and registrar for all such Registrable Securities not later than the effective date of such registration statement;

(g)           make available for inspection by any underwriter participating in any disposition pursuant to such registration statement, and any
attorney, accountant or other agent retained by any such underwriter, all financial and other records, pertinent corporate documents and properties
of the Company, and cause the Company’s officers, directors, managers, employees and independent accountants to supply all information
reasonably requested by any such underwriter, attorney, accountant or agent in connection with such registration statement;

(h)           otherwise use its Reasonable Commercial Efforts to comply with all applicable rules and regulations of the SEC, and make available to
its security holders, as soon as reasonably practicable, an earnings statement of the Company, which earnings statement shall satisfy the
provisions of Section 11(a) of the Securities Act and, at the option of the Company, Rule 158 thereunder;

(i)            in the event of the issuance of any stop order suspending the effectiveness of a registration statement, or of any order suspending or
preventing the use of any related prospectus or suspending the qualification of any Registrable Securities included in such registration statement
for sale in any jurisdiction, the Company shall use its Reasonable Commercial Efforts promptly to obtain the withdrawal of such order;

(j)           use its Reasonable Commercial Efforts to cause any Registrable Securities covered by such registration statement to be registered with
or approved by such other governmental agencies or authorities as may be necessary to enable the sellers thereof to consummate the disposition
of such Registrable Securities; and

(k)           if the offering is underwritten, use its Reasonable Commercial Efforts to furnish on the date that Registrable Securities are delivered to
the underwriters for sale pursuant to such registration, an opinion dated such date of counsel representing the Company for the purposes of such
registration, addressed to the underwriters covering such issues as are reasonably required by such underwriters.

8.5           Listing.  The Company shall secure the listing of the Common Stock underlying this Warrant upon each national
securities exchange or automated quotation system upon which shares of Common Stock are then listed or quoted (subject to official notice of
issuance) and shall maintain such listing of shares of Common Stock.  The Company shall at all times comply in all material respects with the
Company’s reporting, filing and other obligations under the by-laws or rules of The NASDAQ Stock Market (or such other national securities
exchange or market on which the Common Stock may then be listed, as applicable).

8.6           Expenses.  The Company shall pay all Registration Expenses relating to the registration and listing obligations set
forth in this Section 8. For purposes of this Warrant, the term “Registration Expenses” means: (a) all registration, filing and FINRA (as defined
below) fees, (b) all reasonable fees and expenses of complying with securities or blue sky laws, (c) all word processing, duplicating and printing
expenses, (d) the fees and disbursements of counsel for the Company and of its independent public accountants, including the expenses of any
special audits or “cold comfort” letters required by or incident to such performance and compliance, (e) premiums and other costs of policies of
insurance (if any) against liabilities arising out of the public offering of the Registrable Securities being registered if the Company desires such
insurance, if any, and (f) reasonable fees and disbursements of one counsel for the selling holders of Registrable Securities; provided however,
that, in any case
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where Registration Expenses are not to be borne by the Company, such expenses shall not include (and such expenses shall be borne by the
Company): (i) salaries of Company personnel or general overhead expenses of the Company, (ii) auditing fees, (iii) premiums or other expenses
relating to liability insurance required by underwriters of the Company, or (iv) other expenses for the preparation of financial statements or other
data, to the extent that any of the foregoing either is normally prepared by the Company in the ordinary course of its business or would have been
incurred by the Company had no public offering taken place. Registration Expenses shall not include any underwriting discounts and
commissions which may be incurred in the sale of any Registrable Securities and transfer taxes of the selling holders of Registrable Securities.

8.7           Information Provided by Holders.  Any holder of Registrable Securities included in any registration shall furnish to
the Company such information as the Company may reasonably request in writing, including, but not limited to, a completed an executed
questionnaire requesting information customarily sought of selling security holders, to enable the Company to comply with the provisions hereof
in connection with any registration referred to in this Warrant.

8.8           FINRA Public Offering System Filings.  In the event that a registration statement covering the Registrable Securities
is filed, within one (1) Business Day of the filing of such registration statement, the Company will prepare and file the selling stockholder resale
offering described in such registration statement for review by the Financial Industry Regulatory Authority (“FINRA”) via the FINRA’s Public
Offering System filing system (“Public Offering System Filing”) for the purpose of having the prospectus contained within such registration
statement treated as a “base prospectus” in connection with such resale offering.  The Company will use its Reasonable Commercial Efforts to
have the Public Offering System Filing approved by FINRA within thirty (30) days of such filing date. The Company shall bear all expenses of
the Public Offering System Filing, including fees and expenses of counsel or other advisors to the Holder. In all circumstances, the Company
shall pay for all FINRA filing fees associated with the Public Offering System Filing.

8.9           Effectiveness Period.  The Company shall use its Reasonable Commercial Efforts to keep each registration statement
contemplated hereunder continuously effective under the Securities Act until the date which is the earlier date of (i) when all Registrable
Securities covered by such Registration Statement have been sold, (ii) when all Registrable Securities covered by such Registration Statement
may be sold immediately without registration under the Securities Act and without volume restrictions pursuant to Rule 144 under the Securities
Act, assuming the cashless exercise of this Warrant as described in Section 3.1(c) above, as determined by the counsel to the Company pursuant
to a written opinion letter to such effect, addressed and reasonably acceptable to the Company’s transfer agent and the affected holders of
Registrable Securities or (iii) as otherwise set forth in Section 8.2(b).

8.10                      Net Cash Settlement.  Notwithstanding anything herein to the contrary, in no event will the Holder hereof be
entitled to receive a net-cash settlement as liquidated damages in lieu of physical settlement in shares of Common Stock, regardless of whether the
Common Stock underlying this Warrant is registered pursuant to an effective registration statement; provided, however, that the foregoing will
not preclude the Holder from seeking other remedies at law or equity for breaches by the Company of its registration obligations hereunder.

9.           Restrictions on Transfer.

9.1           Restrictive Legends.  This Warrant and each Warrant issued upon transfer or in substitution for this Warrant
pursuant to Section 10 hereof, each certificate for Common Stock issued upon the exercise of the Warrant and each certificate issued upon the
transfer of any such Common Stock shall be transferable only upon satisfaction of the conditions specified in this Section 9.  Each of the
foregoing securities shall be stamped or otherwise imprinted with a legend reflecting the restrictions on transfer set forth herein and any
restrictions required under the Securities Act or other applicable securities laws.
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9.2           Notice of Proposed Transfer.  Prior to any transfer of any securities which are not registered under an effective
registration statement under the Securities Act (“Restricted Securities”), which transfer may only occur if there is an exemption from the
registration provisions of the Securities Act and all other applicable securities laws, the Holder will give written notice to the Company of the
Holder’s intention to effect a transfer (and shall describe the manner and circumstances of the proposed transfer). The following provisions shall
apply to any proposed transfer of Restricted Securities:

(i)           If in the opinion of counsel for the Holder reasonably satisfactory to the Company the proposed transfer may
be effected without registration of the Restricted Securities under the Securities Act (which opinion shall state in detail the basis of the legal
conclusions reached therein), the Holder shall thereupon be entitled to transfer the Restricted Securities in accordance with the terms of the notice
delivered by the Holder to the Company. Each certificate representing the Restricted Securities issued upon or in connection with any transfer
shall bear the restrictive legends required by Section 9.1 hereof.

(ii)           If the opinion called for in (i) above is not delivered, the Holder shall not be entitled to transfer the
Restricted Securities until either: (x) receipt by the Company of a further notice from such Holder pursuant to the foregoing provisions of this
Section 9.2 and fulfillment of the provisions of clause (i) above, or (y) such Restricted Securities have been effectively registered under the
Securities Act.

9.3            Certain Other Transfer Restrictions.  Notwithstanding any other provision of this Section 9: (i) prior to the Exercise
Date, this Warrant or the Restricted Securities thereunder may only be transferred or assigned to the persons permitted under FINRA Rule
5110(g), and (ii) no opinion of counsel shall be necessary for a transfer of Restricted Securities by the holder thereof to any Person employed by
or owning equity in the Holder, if the transferee agrees in writing to be subject to the terms hereof to the same extent as if the transferee were the
original purchaser hereof and such transfer is permitted under applicable securities laws.

9.4           Termination of Restrictions.  Except as set forth in Section 9.3 hereof, the restrictions imposed by this Section 9
upon the transferability of Restricted Securities shall cease and terminate as to any particular Restricted Securities: (a) which shall have been
effectively registered under the Securities Act, or (b) when, in the opinion of counsel for the Company, such restrictions are no longer required in
order to insure compliance with the Securities Act or Section 10 hereof.  Whenever such restrictions shall cease and terminate as to any Restricted
Securities, the Holder thereof shall be entitled to receive from the Company, without expense (other than applicable transfer taxes, if any), new
securities of like tenor not bearing the applicable legends required by Section 9.1 hereof.

10.           Ownership, Transfer, Sale and Substitution of Warrant.

10.1                      Ownership of Warrant.  The Company may treat any Person in whose name this Warrant is registered in the
Warrant Register maintained pursuant to Section 10.2(b) hereof as the owner and holder thereof for all purposes, notwithstanding any notice to
the contrary, except that, if and when any Warrant is properly assigned in blank, the Company may (but shall not be obligated to) treat the bearer
thereof as the owner of such Warrant for all purposes, notwithstanding any notice to the contrary. Subject to Sections 9 and 10 hereof, this
Warrant, if properly assigned, may be exercised by a new holder without a new Warrant first having been issued.

10.2                      Office; Exchange of Warrant.

(a)           The Company will maintain its principal office at the location identified in the prospectus relating to the Offering or at
such other offices as set forth in the Company’s most current filing (as of the date notice is to be given) under the Securities Exchange Act of
1934, as amended, or as the Company otherwise notifies the Holder.
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(b)           The Company shall cause to be kept at its office maintained pursuant to Section 10.2(a) hereof a Warrant Register for
the registration and transfer of the Warrant. The name and address of the holder of the Warrant, the transfers thereof and the name and address of
the transferee of the Warrant shall be registered in such Warrant Register. The Person in whose name the Warrant shall be so registered shall be
deemed and treated as the owner and holder thereof for all purposes of this Warrant, and the Company shall not be affected by any notice or
knowledge to the contrary.

(c)           Upon the surrender of this Warrant, properly endorsed, for registration of transfer or for exchange at the office of the
Company maintained pursuant to Section 10.2(a) hereof, the Company at its expense will (subject to compliance with Section 9 hereof, if
applicable) execute and deliver to or upon the order of the Holder thereof a new Warrant of like tenor, in the name of such holder or as such
holder (upon payment by such holder of any applicable transfer taxes) may direct, calling in the aggregate on the face thereof for the number of
shares of Common Stock called for on the face of the Warrant so surrendered (after giving effect to any previous adjustment(s) to the number of
Warrant Shares).

10.3                      Replacement of Warrant.  Upon receipt of evidence reasonably satisfactory to the Company of the loss, theft,
destruction or mutilation of this Warrant and, in the case of any such loss, theft or destruction of this Warrant, upon delivery of indemnity
reasonably satisfactory to the Company in form and amount or, in the case of any mutilation, upon surrender of this Warrant for cancellation at
the office of the Company maintained pursuant to Section 10.2(a) hereof, the Company will execute and deliver, in lieu thereof, a new Warrant of
like tenor and dated the date hereof.

10.4                      Opinions.  In connection with the sale of the Warrant Shares by Holder, the Company agrees to cooperate
with the Holder, and at the Company’s expense, have its counsel provide any legal opinions required to remove the restrictive legends from the
Warrant Shares in connection with a sale, transfer or legend removal request of Holder.

11.           No Rights or Liabilities as Stockholder.  No Holder shall be entitled to vote or receive dividends or be deemed the holder of
any shares of Common Stock or any other securities of the Company which may at any time be issuable on the exercise hereof for any purpose,
nor shall anything contained herein be construed to confer upon the Holder, as such, any of the rights of a stockholder of the Company or any
right to vote for the election of directors or upon any matter submitted to stockholders at any meeting thereof, or to give or withhold consent to
any corporate action (whether upon any recapitalization, issuance of stock, reclassification of stock, change of par value, consolidation, merger,
conveyance, or otherwise) or to receive notice of meetings, or to receive dividends or subscription rights or otherwise until the Warrant shall have
been exercised and the shares of Common Stock purchasable upon the exercise hereof shall have become deliverable, as provided herein. The
Holder will not be entitled to share in the assets of the Company in the event of a liquidation, dissolution or the winding up of the Company.

12.           Notices.  Any notice or other communication in connection with this Warrant shall be given in writing and directed to the
parties hereto as follows: (a) if to the Holder, at the address of the holder in the warrant register maintained pursuant to Section 10 hereof, or (b)
if to the Company, to the attention of its Chief Executive Officer at its office maintained pursuant to Section 10.2(a) hereof; provided, that the
exercise of the Warrant shall also be effected in the manner provided in Section 3 hereof. Notices shall be deemed properly delivered and received
when delivered to the notice party (i) if personally delivered, upon receipt or refusal to accept delivery, (ii) if sent via facsimile, upon mechanical
confirmation of successful transmission thereof generated by the sending telecopy machine, (iii) if sent by a commercial overnight courier for
delivery on the next Business Day, on the first Business Day after deposit with such courier service, or (iv) if sent by registered or certified mail,
five (5) Business Days after deposit thereof in the U.S. mail.
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13.           Payment of Taxes.  The Company will pay all documentary stamp taxes attributable to the issuance of shares of Common
Stock underlying this Warrant upon exercise of this Warrant; provided, however, that the Company shall not be required to pay any tax which
may be payable in respect of any transfer involved in the transfer or registration of this Warrant or any certificate for shares of Common Stock
underlying this Warrant in a name other that of the Holder.  The Holder is responsible for all other tax liability that may arise as a result of
holding or transferring this Warrant or receiving shares of Common Stock underlying this Warrant upon exercise hereof.

14.           Miscellaneous.  This Warrant and any term hereof may be changed, waived, discharged or terminated only by an instrument in
writing signed by the party against which enforcement of the change, waiver, discharge or termination is sought.  This Warrant shall be construed
and enforced in accordance with and governed by the laws of the State of New York. Each of the parties consents to the exclusive jurisdiction of
the Federal courts whose districts encompass any part of the County of New York located in the City of New York in connection with any
dispute arising under this Agreement and hereby waives, to the maximum extent permitted by law, any objection, including any objection based
on forum non conveniens, to the bringing of any such proceeding in such jurisdictions. Each party to this Agreement irrevocably consents to the
service of process in any such proceeding by any manner permitted by law.  The section headings in this Warrant are for purposes of
convenience only and shall not constitute a part hereof.  When used herein, the term “Reasonable Commercial Efforts” means, with respect to
the applicable obligation of the Company, reasonable commercial efforts for similarly situated publicly-traded companies.

IN WITNESS WHEREOF, the Company has caused this Underwriter’s Warrant to be duly executed as of the date first above written.

 

IDEAL POWER INC.
 
 
By:_________________________________

Name:___________________________
Title:____________________________

 
-11-



 

EXHIBIT A
FORM OF EXERCISE NOTICE

[To be executed only upon exercise of Warrant]

To IDEAL POWER INC.:

The undersigned registered holder of the within Warrant hereby irrevocably exercises the Warrant pursuant to Section 3.1 of the Warrant
with respect to Warrant Shares, at an exercise price per share of $ [____], and requests that the certificates for such Warrant Shares be issued,
subject to Sections 9 and 10, in the name of, and delivered to:

_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________

The undersigned is hereby making payment for the Warrant Shares in the following manner:

[check one]
[  ] by cash in accordance with Section 3.1(b) of the Warrant
[  ] via cashless exercise in accordance with Section 3.1(c) of the Warrant in the following manner:

_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________

The undersigned hereby represents and warrants that it is, and has been since its acquisition of the Warrant, the record and beneficial
owner of the Warrant.

Dated:_______________________

_____________________________________________________________________________________
Print or Type Name

_____________________________________________________________________________________
(Signature must conform in all respects to name of holder as specified on the face of Warrant)

_____________________________________________________________________________________
(Street Address)

_____________________________________________________________________________________
(City) (State) (Zip Code)
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EXHIBIT B
FORM OF ASSIGNMENT

[To be executed only upon transfer of Warrant]

For value received, the undersigned registered holder of the within Warrant hereby sells, assigns and transfers unto ______________
[include name and addresses] the rights represented by the Warrant to purchase _________ shares of Common Stock of IDEAL POWER INC.
to which the Warrant relates, and appoints Attorney to make such transfer on the books of IDEAL POWER INC. maintained for the purpose,
with full power of substitution in the premises.

Dated:

_____________________________________________________________________________________
(Signature must conform in all respects to name of holder as specified on the face of Warrant)

_____________________________________________________________________________________
(Street Address)

_____________________________________________________________________________________
(City) (State) (Zip Code)

Signed in the presence of:

_____________________________________________________________________________________

_____________________________________________________________________________________
(Signature of Transferee)

_____________________________________________________________________________________
(Street Address)

_____________________________________________________________________________________
(City) (State) (Zip Code)

Signed in the presence of:

_____________________________________________________________________________________
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Exhibit 5.1
RICHARDSON & PATEL LLP

September 17, 2013

Ideal Power Inc.
5004 Bee Creek Road, Suite 600
Spicewood, Texas

Re: Issuance and Sale of 2,875,000 Shares of Common Stock of Ideal Power Inc.

Gentlemen:

We are acting as counsel to Ideal Power Inc., a Delaware corporation (the “Company”), in connection with the issuance and sale of up to
2,875,000 shares (the “Shares”) of the Company’s common stock, par value $0.001 per share (the “Common Stock”), which includes an
over-allotment of 375,000 shares, in an aggregate amount of up to $14,375,000, pursuant to the Registration Statement on Form S-1, No. 333-
190414, including the related prospectus included therein (the “Registration Statement”), initially filed by the Company with the Securities
and Exchange Commission (the “Commission”) under the Securities Act of 1933, as amended (the “Securities Act”), on August 6, 2013, as
amended by Amendment No. 1 thereto filed with the Commission on the date hereof.

As counsel to the Company, we have examined originals or copies, certified or otherwise identified to our satisfaction, of such documents,
corporate records, certificates of public officials and other instruments as we have deemed necessary for the purposes of rendering this opinion
and we are familiar with the proceedings taken and proposed to be taken by the Company in connection with the authorization, issuance and sale
of the Shares.  In our examination, we have assumed the genuineness of all signatures, the authenticity of all documents submitted to us as
originals and the conformity with the originals of all documents submitted to us as copies.

Based upon, subject to and limited by the foregoing, we are of the opinion that the Shares have been duly and validly authorized and upon
issuance, delivery and payment therefor in the manner contemplated by the Registration Statement will be legally issued, fully paid and
nonassessable.

We express no opinion as to matters governed by any laws other than the substantive laws of the State of Delaware and the federal
laws of the United States of America, as in effect on the date hereof.

We hereby consent to the filing of this opinion as an exhibit to the Registration Statement and to the reference to our firm under the
caption “Legal Matters” in the prospectus included in the Registration Statement.  In giving such permission, we do not admit hereby that we
come within the category of persons whose consent is required under Section 7 of the Securities Act or the rules and regulations of the
Commission thereunder.  This opinion is expressed as of the date hereof, and we disclaim any undertaking to advise you of any subsequent
changes in the facts stated or assumed herein or of any subsequent changes in applicable law.

Very truly yours,

/s/ RICHARDSON & PATEL LLP



/s/ RICHARDSON & PATEL LLP



Exhibit 10.4

SUBSCRIPTION AND STOCK PURCHASE AGREEMENT
OF

IDEAL POWER CONVERTERS, INC.

NOTICE: THE SECURITIES REPRESENTED BY THIS INSTRUMENT HAVE NOT BEEN REGISTERED UNDER THE
SECURITIES ACT OF 1933, AS AMENDED, OR QUALIFIED UNDER APPLICABLE STATE SECURITIES LAWS AND MAY NOT
BE SOLD, TRANSFERRED, ASSIGNED, PLEDGED OR HYPOTHECATED UNLESS AND UNTIL REGISTERED UNDER SUCH
ACT AND QUALIFIED UNDER APPLICABLE STATE SECURITIES LAWS, OR UNLESS THE CORPORATION HAS RECEIVED
AN OPINION OF COUNSEL OR OTHER EVIDENCE, REASONABLY SATISFACTORY TO THE CORPORATION AND ITS
COUNSEL, THAT SUCH REGISTRATION OR QUALIFICATION IS NOT REQUIRED.

WHEREAS, Ideal Power Converters, Inc., a Texas corporation, (“IPC”) desires to acquire investment capital for the development of
innovative power converters to be developed, marketed and sold in the world market; and

WHEREAS, ______________________, of ____________________________, after due diligence, holding significant assets and
good business acumen, desires to invest substantial funds and acquire common stock in IPC.

THEREFORE, KNOW ALL MEN BY THESE PRESENTS:

This Agreement is hereby made and effective on the last date executed by the parties herein, between Ideal Power Converters, Inc., a
Texas corporation, hereinafter referred to as “IPC” or “Company,” and _________________, hereinafter referred to as “Investor,” on the
following terms and conditions:

1. THE COMPANY AND VALUATION

1.1    Company:                              Ideal Power Converters, Inc. a Texas corporation
         Address:                                 5004 Bee Creek Road, Suite 600                                                      
        Spicewood, Texas 78669

1.2 Certificate of Formation:  Attached hereto as Exhibit A is a true, correct and complete copy of IPC’s Certificate of Formation, as amended,
and as in effect on the date hereof, and no amendment thereto has been made since the date thereof. An amendment reflecting a change in the
business address may be made in the future.

1.3 Bylaws:  Attached hereto as Exhibit B is a true, correct and complete copy of the bylaws of IPC, including an amendment increasing the
number of Directors to four.

1.4 Current Capitalization:  Attached hereto as Exhibit C is a true, correct and complete capitalization table as of June 30, 2010 showing all
authorized and outstanding securities of the Company as of the date hereof, including all stock, options, warrants and other rights of any kind,
whether oral or written, to purchase or acquire securities of the Company.
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1.5 Current Officers and Directors:

President and Director:     William C. Alexander
1225 Overlook Circle
Spicewood, Texas 78669

Director:                               David Breed, M.D.
1310 S College St.
Georgetown, TX 78626

Director:                               Hamo Hacopian
10375 Richmond Avenue, Suite 1515
Houston, Texas 77042
Director and
Secretary-Treasurer
And CFO:                              Charles De Tarr
7105 Valburn Drive
Austin, Texas 78731

Vice-President of
Business Development:      Paul Bundschuh
1159 Lost Creek Blvd
Austin, Texas 78746

1.6 Tax Status:

The Company is currently a C-corporation for tax purposes.

1.7 Voting Rights:

Each share of issued common stock has equal shareholder voting rights, and the voting rights of any Investor shall be treated equally
with respect to any and all incremental investors.  Currently, all shareholders have no anti-dilution protection or preemptive rights, but in the event
any such protection or rights are granted to any subsequent shareholder, the shares of all previously issued shares shall inure to such protection
or rights.
1.8 Share Value:

For the purposes of this agreement, the fair market value of a Share is agreed to be determined at $______ per share.

2. THE INVESTOR

2.1 The Investor:
                                Name:     ____________________
Address: ____________________
                  ____________________

2.2 Investment Representations and Covenants of the Investor:

With respect to the acquisition of any of the Securities, the Investor hereby represents and warrants to the Company as follows:

2.2 (a) Experience. The Investor is capable of evaluating the merits and risks of his investment in the Company and has the capacity to
protect his own interests.
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2.2 (b) Investment. The Investor is acquiring the Securities for investment for his own account, not as a nominee or agent, and not with
the view to, or for resale in connection with, any distribution thereof. The Investor understands that the Securities have not been, and will
not be, registered under the Securities Act by reason of a specific exemption from the registration provisions of the Securities Act, the
availability of which depends upon, among other things, the bona fide nature of the investment intent and the accuracy of the Investor’s
representations as expressed herein.

2.2 (c) Assumption of Risk. The Investor acknowledges the investment made under this agreement is highly at risk as (1) the goals of
the Company in developing new technology is speculative, (2) the marketing of the technology thereof is uncertain  (3) any income
predicted may not be attained as projected, and (4) all capital invested may be lost.  Investor represents that a total loss of invested capital
will not materially affect his net worth.

2.2 (d) Rule 144. The Investor acknowledges that the Securities must be held indefinitely unless subsequently registered under the
Securities Act, or unless an exemption from such registration is available. The Investor understands that the Company is not under any
obligation to register any of the Securities. The Investor is aware of the provisions of Rule 144 promulgated under the Securities Act that
permit limited resale of securities purchased in a private placement subject to satisfaction of certain conditions.

2.2 (e) Accredited Purchaser. Such Purchaser is an "accredited investor" within the meaning of Securities and Exchange Commission
("SEC") Rule 501 of Regulation D, as presently in effect.

3. STOCK PURCHASE AND SUBSCRIPTION

3.1 Consideration and Stock Description: For the consideration of ________________ __________________________ dollars
($_________.00) paid by Investor, the receipt of which is hereby acknowledged, and other covenants expressly contained herein, Ideal Power
Converters, Inc., acting by and through its President, William C. Alexander, hereby sells, conveys and issues ________ shares of common stock
unto said Investor, together with all rights and privileges thereto.
 

4. GENERAL

4.1 Assignment: The Investor may not assign this Agreement or any of its rights hereunder without the prior written consent of IPC
which consent IPC may reasonably withhold should any assignment cause IPC to be in violation of any security laws or cause IPC to
lose the Regulation D exemption of the Securities and Exchange Commission.   Any attempt to assign any of the rights, duties or
obligations under this Agreement without such consent shall be void.

4.2 Waivers:  The waiver or failure of either party to exercise any right provided for herein shall not be deemed a waiver of any further
right hereunder.  This Agreement constitutes the entire Agreement between the parties with respect to the subject matter hereof and
supersedes all proposals and all previous negotiations and agreements, written or oral, between the parties with respect to the subject
matter hereof.

4.3 Notices: Any notice required or authorised to be given hereunder may be served personally or be sent by prepaid certified letter to the
relevant party at its designated address or such other address as either party may from time to time notify to the other party hereto for this
purpose in writing.  Any notice so given by such certified mail shall be deemed to have been given when actually received.

4.4 Governing Law:  This agreement shall in all respects be governed by and construed in accordance with the laws of the United States
and State of Texas.  In the event of any litigation between the parties, the successful party shall be entitled to reasonable attorney fees and
costs.

 
4.5 Authority: William C. Alexander as President of Ideal Power Converters, Inc., has all rights and authority required to enter into this
Agreement on behalf of IPC and  that it has taken all requisite corporate and other action to approve the execution, delivery and
performance of the Agreement, and agrees to produce to Investor evidence of such action upon reasonable request.

 
-3-



 

IN WITNESS whereof this Agreement has been signed and effective on this ___ day of ____________, 20__.
 

 
IDEAL POWER CONVERTERS, INC.

 
________________________________

 
By: William C. Alexander, President

 
INVESTOR

 
______________________________

 
           by:____________________________



           by:____________________________



Exhibit 10.5

SUBSCRIPTION AND STOCK PURCHASE AGREEMENT
OF

IDEAL POWER CONVERTERS, INC.

NOTICE: THE SECURITIES REPRESENTED BY THIS INSTRUMENT HAVE NOT BEEN REGISTERED UNDER THE
SECURITIES ACT OF 1933, AS AMENDED, OR QUALIFIED UNDER APPLICABLE STATE SECURITIES LAWS AND MAY
NOT BE SOLD, TRANSFERRED, ASSIGNED, PLEDGED OR HYPOTHECATED UNLESS AND UNTIL REGISTERED UNDER
SUCH ACT AND QUALIFIED UNDER APPLICABLE STATE SECURITIES LAWS, OR UNLESS THE CORPORATION HAS
RECEIVED AN OPINION OF COUNSEL OR OTHER EVIDENCE, REASONABLY SATISFACTORY TO THE CORPORATION
AND ITS COUNSEL, THAT SUCH REGISTRATION OR QUALIFICATION IS NOT REQUIRED.

WHEREAS, Ideal Power Converters, Inc., a Texas corporation, (“IPC”) desires to acquire investment capital for the development of
innovative power converters to be developed, marketed and sold in the world market; and

WHEREAS, ______________________, of ____________________________, after due diligence, holding significant assets and
good business acumen, desires to invest substantial funds and acquire common stock in IPC.

THEREFORE, KNOW ALL MEN BY THESE PRESENTS:

This Agreement is hereby made and effective on the last date executed by the parties herein, between Ideal Power Converters, Inc., a
Texas corporation, hereinafter referred to as “IPC” or “Company,” and _________________, hereinafter referred to as “Investor,” on the
following terms and conditions:

1. THE COMPANY AND VALUATION

1.1    Company:    Ideal Power Converters, Inc. a Texas corporation
         Address:       5004 Bee Creek Road, Suite 600                                                                           
  Spicewood, Texas 78669

1.2 Certificate of Formation:  Attached hereto as Exhibit A is a true, correct and complete copy of IPC’s Certificate of Formation, as amended,
and as in effect on the date hereof, and no amendment thereto has been made since the date thereof. An amendment reflecting a change in the
business address may be made in the future.

1.3 Bylaws:  Attached hereto as Exhibit B is a true, correct and complete copy of the bylaws of IPC, including an amendment increasing the
number of Directors to four.

1.4 Current Capitalization:  Attached hereto as Exhibit C is a true, correct and complete capitalization table as of June 30, 2010 showing all
authorized and outstanding securities of the Company as of the date hereof, including all stock, options, warrants and other rights of any kind,
whether oral or written, to purchase or acquire securities of the Company.
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1.5 Current Officers and Directors:

President and Director: William C. Alexander
1225 Overlook Circle
Spicewood, Texas 78669

Director:                            David Breed, M.D.
1310 S College St.
Georgetown, TX 78626

Director:                            Hamo Hacopian
10375 Richmond Avenue, Suite 1515
Houston, Texas 77042
Director and
Secretary-Treasurer
And CFO:                          Charles De Tarr
7105 Valburn Drive
Austin, Texas 78731

Vice-President of
Business Development:  Paul Bundschuh
1159 Lost Creek Blvd
Austin, Texas 78746

1.6 Tax Status:

The Company is currently a C-corporation for tax purposes.

1.7 Voting Rights:

Each share of issued common stock has equal shareholder voting rights, and the voting rights of any Investor shall be treated equally
with respect to any and all incremental investors.  Currently, all shareholders have no anti-dilution protection or preemptive rights, but in the
event any such protection or rights are granted to any subsequent shareholder, the shares of all previously issued shares shall inure to such
protection or rights.

1.8 Share Value:

For the purposes of this agreement, the fair market value of a Share is agreed to be determined at $______ per share.

2. THE INVESTOR

2.1 The Investor:
                                Nane:     ____________________
Address: ____________________
               ____________________

2.2 Investment Representations and Covenants of the Investor:

With respect to the acquisition of any of the Securities, the Investor hereby represents and warrants to the Company as follows:

2.2 (a) Experience. The Investor is capable of evaluating the merits and risks of his investment in the Company and has the capacity to
protect his own interests.
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2.2 (b) Investment. The Investor is acquiring the Securities for investment for his own account, not as a nominee or agent, and not with
the view to, or for resale in connection with, any distribution thereof. The Investor understands that the Securities have not been, and
will not be, registered under the Securities Act by reason of a specific exemption from the registration provisions of the Securities Act,
the availability of which depends upon, among other things, the bona fide nature of the investment intent and the accuracy of the
Investor’s representations as expressed herein.

2.2 (c) Assumption of Risk. The Investor acknowledges the investment made under this agreement is highly at risk as (1) the goals of
the Company in developing new technology is speculative, (2) the marketing of the technology thereof is uncertain  (3) any income
predicted may not be attained as projected, and (4) all capital invested may be lost.  Investor represents that a total loss of invested capital
will not materially affect his net worth.

2.2 (d) Rule 144. The Investor acknowledges that the Securities must be held indefinitely unless subsequently registered under the
Securities Act, or unless an exemption from such registration is available. The Investor understands that the Company is not under any
obligation to register any of the Securities. The Investor is aware of the provisions of Rule 144 promulgated under the Securities Act
that permit limited resale of securities purchased in a private placement subject to satisfaction of certain conditions.

2.2 (e) Accredited Purchaser. Such Purchaser is an "accredited investor" within the meaning of Securities and Exchange Commission
("SEC") Rule 501 of Regulation D, as presently in effect.

3. STOCK PURCHASE AND SUBSCRIPTION

3.1 Consideration and Stock Description: For the consideration of ________________ __________________________ dollars
($_________.00) paid by Investor, the receipt of which is hereby acknowledged, and other covenants expressly contained herein, Ideal Power
Converters, Inc., acting by and through its President, William C. Alexander, hereby sells, conveys and issues ________ shares of common
stock unto said Investor, together with all rights and privileges thereto.
 

4. GENERAL

4.1 Assignment: The Investor may not assign this Agreement or any of its rights hereunder without the prior written consent of IPC
which consent IPC may reasonably withhold should any assignment cause IPC to be in violation of any security laws or cause IPC to
lose the Regulation D exemption of the Securities and Exchange Commission.   Any attempt to assign any of the rights, duties or
obligations under this Agreement without such consent shall be void.

4.2 Waivers:  The waiver or failure of either party to exercise any right provided for herein shall not be deemed a waiver of any further
right hereunder.  This Agreement constitutes the entire Agreement between the parties with respect to the subject matter hereof and
supersedes all proposals and all previous negotiations and agreements, written or oral, between the parties with respect to the subject
matter hereof.

4.3 Notices: Any notice required or authorised to be given hereunder may be served personally or be sent by prepaid certified letter to
the relevant party at its designated address or such other address as either party may from time to time notify to the other party hereto for
this purpose in writing.  Any notice so given by such certified mail shall be deemed to have been given when actually received.

4.4 Governing Law:  This agreement shall in all respects be governed by and construed in accordance with the laws of the United
States and State of Texas.  In the event of any litigation between the parties, the successful party shall be entitled to reasonable attorney
fees and costs.

 
4.5 Authority: William C. Alexander as President of Ideal Power Converters, Inc., has all rights and authority required to enter into this
Agreement on behalf of IPC and  that it has taken all requisite corporate and other action to approve the execution, delivery and
performance of the Agreement, and agrees to produce to Investor evidence of such action upon reasonable request.
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IN WITNESS whereof this Agreement has been signed and effective on this ___ day of ____________, 20__.
 

 
IDEAL POWER CONVERTERS, INC.

 
________________________________

 
By: William C. Alexander, President

 
INVESTOR

 
______________________________

 
           by:____________________________
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Exhibit 10.6

THIS NOTE AND THE SECURITIES ISSUABLE UPON CONVERSION HEREOF HAVE NOT BEEN REGISTERED UNDER
THE SECURITIES ACT OF 1933, AS AMENDED, OR THE SECURITIES LAWS OF ANY STATE.  THEY MAY NOT BE
SOLD, OFFERED FOR SALE, PLEDGED OR HYPOTHECATED IN THE ABSENCE OF A REGISTRATION STATEMENT IN
EFFECT WITH RESPECT TO THE SECURITIES UNDER SUCH ACT AND/OR APPLICABLE STATE SECURITIES LAWS,
OR AN OPINION OF COUNSEL SATISFACTORY TO THE COMPANY THAT SUCH REGISTRATION IS NOT REQUIRED
OR UNLESS SOLD PURSUANT TO RULE 144 OF SUCH ACT.

IDEAL POWER CONVERTERS, INC.
CONVERTIBLE PROMISSORY NOTE

$__________.00 July __, 2012
 

FOR VALUE RECEIVED Ideal Power Converters, Inc., a Texas corporation (the “Company”), promises to pay to ________ (the
“Holder”), or its registered assigns, the principal amount of _____________________ and No/100ths dollars ($      .00), or such lesser amount
as shall equal the outstanding principal amount hereof, together with simple interest from the date of this Convertible Promissory Note (this
“Note”) on the unpaid principal balance at a rate equal to six percent (6%) per annum, computed on the basis of the actual number of days elapsed
and a year of 365 days.  All unpaid principal, together with any then accrued but unpaid interest and any other amounts payable hereunder, shall
be due and payable on the earlier to occur of (i) December 31, 2013, and (ii) the occurrence of an Event of Default (as defined below) (the earlier
of (i) or (ii) is hereinafter referred to as “Maturity”).  Holder acknowledges that this Note may be issued in connection with other “Notes” to raise
interim financing of up to $500,000, and if, as and when other Notes are issued shall be deemed to be one of a series of Notes.

The following is a statement of the rights of the Holder of this Note and the conditions to which this Note is subject, to which the Holder, by the
acceptance of this Note, and the Company by issuance, agrees:

1. Certain Definitions».

1.1 “Ceiling Conversion Price” means $2.65754 per share (as appropriately adjusted to reflect stock dividends, stock splits,
combinations, recapitalizations and the like with respect to the Company’s capital stock after the date hereof).

1.2 “Change of Control” means a Liquidation Event (as such term is defined in the Company’s Amended and Restated
Certificate of Formation).

1.3 “Common Stock” means the Company’s common stock, par value $0.001 per share.

1.4 “Next Financing” means any transaction (or series of related transactions) after the date of this Note and before Maturity
in which the Company issues and sells its equity securities in any transaction; provided however, that none of the following issuances of
securities shall constitute a “Next Financing”: (i) this Note or the other Notes; (ii) securities issued in connection with any stock or unit split of or
stock or unit dividend on the Company’s securities; (iii) securities issued to the Company’s employees, officers, directors, consultants, advisors
or service providers pursuant to any plan, agreement or similar arrangement unanimously approved by the Company’s board of directors or
managers, as applicable; (iv) securities issued to banks or equipment lessors; (v) securities issued in connection with sponsored research,
collaboration, technology license, development, OEM, marketing or other similar agreements or strategic partnerships; (vi) securities issued in a
firm commitment underwritten public offering pursuant to an effective registration statement under the Securities Act of 1933, as amended (the
“Securities Act”); (vii) securities issued in connection with a bona fide business acquisition of or by the Company (whether by merger,
consolidation, sale of assets, sale or exchange of stock or otherwise); (viii) securities issued for a charitable purpose; (ix) securities issued in
connection with the conversion of the Company to a corporation; (x) securities issued in connection with or pursuant to that Investment Unit
dated October 1, 2010, issued by the Company to the Office of the Governor Economic Development and Tourism; or (xi) any right, option or
warrant to acquire any security convertible into or exercisable for the securities listed in clauses (i) through (x) above.
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1.5 “Next Financing Securities” means the equity securities issued by the Company in a Next Financing, with such rights,
preferences, privileges and restrictions, contractual or otherwise, as are applicable to the securities issued by the Company in the Next Financing.

1.6 “Note Conversion Price” means the lower of (i) the lowest per share purchase price paid in cash for the Next Financing
Securities by the investors in the Next Financing or (ii) the Ceiling Conversion Price.

1.7 “On a Fully Diluted Basis” means the total number of shares of Common Stock that are issued and outstanding, plus the
total number of shares of Common Stock that would be issued and outstanding assuming the exercise of all outstanding options and warrants and
the conversion of all outstanding shares of preferred stock of the Company.

1.8 “Securities” means this Note and the convertible securities underlying this Note.  In the event that the Company converts or
reincorporates its form of entity and/or state of jurisdiction, the securities issuable upon conversion of this Note will be the securities of the
converted or reincorporated entity.

2. Interest».  Accrued interest on this Note shall be payable upon Maturity of this Note.

3. Prepayment».  The Note may be prepaid at any time with the consent of the Holder.

4. Ranking».  The Holder acknowledges and agrees that the payment of all or any portion of the outstanding principal amount of this
Note and all interest hereon shall be pari passu in right of payment and in all other respects to the other Notes.  In the event the Holder receives
payments in excess of its pro rata share of the Company’s payments to the Holders of all of the Notes, then the Holder shall hold in trust all such
excess payments for the benefit of the holders of the other Notes and shall pay such amounts held in trust to such other holders upon demand by
such holders.

5. Conversion».

5.1 Upon a Next Financing.  In the event that the Company consummates a Next Financing, at the option of the Holder all or
part of the outstanding principal amount of this Note, any accrued but unpaid interest and any other amounts payable under this Note may be
converted into Next Financing Securities.  In the event of such conversion, this Note shall be converted into that number of Next Financing
Securities determined by dividing (x) the aggregate outstanding principal amount of this Note, any accrued but unpaid interest and any other
amounts payable under this Note (or any lesser amount, as applicable) by (y) the lower of (i) the lowest per share or unit, as applicable, purchase
price paid for the Next Financing Securities by the investors in the Next Financing or (ii) the Ceiling Conversion Price.  The Company shall give
the Holder at least ten days’ advance written notice of a Next Financing.

5.2 Optional Conversion.  At any time prior to its conversion pursuant to Section 5.1, including in the event that the Company
consummates a Change of Control, at the option of the Holder all or part of the outstanding principal amount of this Note, any accrued but unpaid
interest and any other amounts payable under this Note may be converted into shares of the Company’s Common Stock.  In the event of such
conversion, this Note shall be converted into that number of shares Common Stock determined by dividing (x) the aggregate outstanding
principal amount of this Note, any accrued but unpaid interest and any other amounts payable under this Note (or any lesser amount, as
applicable) by (y) the Ceiling Conversion Price.  The Company shall give the Holder at least ten days’ advance written notice of a Change of
Control.

 
-2-



 

5.3 Conversion Procedure.  If this Note is voluntarily converted, the Holder shall give written notice to the Company notifying
the Company of its election to convert this Note and specifying the amount of the unpaid principal amount of this Note, any accrued but unpaid
interest and any other amounts payable under this Note to be converted.  Before the Holder shall be entitled to voluntarily convert this Note, the
Holder shall surrender this Note at the Company’s principal executive office, or, if this Note has been lost, stolen, destroyed or mutilated, then, in
the case of loss, theft or destruction, the Holder shall deliver an indemnity agreement reasonably satisfactory in form and substance to the
Company (without the requirement of a bond) or, in the case of mutilation, the Holder shall surrender and cancel this Note.  The Company shall,
as soon as practicable thereafter, issue and deliver to such Holder at such principal executive office a certificate or certificates for the number of
Next Round Securities to which the Holder shall be entitled upon such conversion (bearing such legends as are required by applicable state and
federal securities laws in the opinion of counsel to the Company), together with a replacement Note (if any principal amount or interest is not
converted).  Such conversion shall be deemed to have been made immediately prior to the close of business on the date of the surrender of this
Note or the delivery of an indemnification agreement (or such later date requested by the Holder or such earlier date agreed to by the Company
and the Holder).  The person or persons entitled to receive securities issuable upon such conversion shall be treated for all purposes as the record
holder or holders of such securities on such date.

5.4 Fractional Interests; Nonassessable; Effect of Conversion.  No fractional shares or units, as applicable, or scrip
representing fractional shares or units, as applicable, shall be issued upon conversion of this Note.  With respect to any fraction of a share or unit
called for upon the conversion of this Note, such fractional share or unit shall be rounded down to the nearest whole share or unit, and the
Company shall pay to the Holder the amount of such fractional share or unit multiplied by the Note Conversion Price, Non-Qualified Financing
Note Conversion Price or Change of Control Conversion Price, as applicable.  The Company covenants that the securities issuable upon the
conversion of this Note will, upon conversion of this Note, be validly issued, fully paid and nonassessable and free from all taxes, liens and
charges in respect of the issue thereof.  Upon conversion of this Note in full and the payment of the amounts specified in this Section 5.5 the
Company shall be forever released from all its obligations and liabilities under this Note.

5.5 Investor Agreements.  In connection with the conversion of this Note, the Holder shall be entitled to, and, as a condition to
any conversion of this Note, the Holder agrees by acceptance of this Note that it shall be required to, execute all agreements and other documents
executed by the investors in the Qualified Financing or the Non-Qualified Financing in which this Note is converted, and shall be entitled to be
treated as an “investor” with respect to the rights granted thereunder, which agreements and documents are expected to include rights of first
refusal and co-sale on sales by founders, preemptive rights with respect to future equity financings, registration rights, a voting agreement, and a
market stand-off agreement.

6. Default; Remedies».

6.1 Default.  The Company shall be in default under this Note upon the happening of any condition or event set forth below
(each, an “Event of Default”):

(a) the Company’s failure to pay (i) when due any principal or interest payment on the due date hereunder or (ii) any
other payment required under the terms of the Notes on the date due, and such default shall continue unremedied for a period of 30 days
following receipt of written notice signed by the Holder(s) of such failure to pay;

(b) the Company shall (i) apply for or consent to the appointment of a receiver, trustee, liquidator or custodian of itself
or of all or a substantial part of its property, (ii) be unable, or admit in writing its inability, to pay its debts as they mature, (iii) make a general
assignment for the benefit of its or any of its creditors, (iv) be dissolved or liquidated, (v) become insolvent (as such term may be defined or
interpreted under any applicable statute), (vi) commence a voluntary case or other proceeding seeking liquidation, reorganization or other relief
with respect to itself or its debts under any bankruptcy, insolvency or other similar law now or hereafter in effect or consent to any such relief or
to the appointment of or taking possession of its property by any official in an involuntary case or other proceeding commenced against it, or (vii)
take any action for the purpose of effecting any of the foregoing;
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(c) proceedings for the appointment of a receiver, trustee, liquidator or custodian of the Company or of all or a
substantial part of the property thereof, or an involuntary case or other proceedings seeking liquidation, reorganization or other relief with respect
to the Company or the debts thereof under any bankruptcy, insolvency or other similar law now or hereafter in effect shall be commenced and an
order for relief entered or such proceeding shall not be dismissed or discharged within 90 days of commencement; or

(d) the Notes shall cease to be, or be asserted by the Company not to be, a legal, valid and binding obligation of the
Company enforceable in accordance with their terms.

6.2 Remedies.  Upon the occurrence or existence of any Event of Default (other than an Event of Default described in Sections
6.1(b) or 6.1(c)) and at any time thereafter during the continuance of such Event of Default, the holders of a majority in principal amount of the
Notes then outstanding may, by written notice to the Company, declare the entire outstanding principal amount of the Notes, any accrued but
unpaid interest and any other amounts payable under the Notes to be immediately due and payable without presentment, demand, protest or any
other notice of any kind, all of which are hereby expressly waived, anything contained herein to the contrary notwithstanding.  Upon the
occurrence or existence of any Event of Default described in Sections 6.1(b) or 6.1(c), immediately and without notice, all outstanding obligations
payable by the Company hereunder and under the other Notes shall automatically become immediately due and payable, without presentment,
demand, protest or any other notice of any kind, all of which are hereby expressly waived, anything contained herein to the contrary
notwithstanding.  In addition to the foregoing remedies, upon the occurrence or existence of any Event of Default, Holder may exercise any other
right power or remedy granted to it by this Note or otherwise permitted to it by law, either by suit in equity or by action at law, or both.

7. Representations of Holder».

7.1 Investment Experience.  The Holder is an investor in securities of companies in the development stage and acknowledges
that it is able to fend for itself, can bear the economic risk of its investment and has such knowledge and experience in financial or business
matters that it is capable of evaluating the merits and risks of the investment in the Securities.

7.2 Investment Intent.  The Holder is acquiring the Securities for investment for Holder’s own account and not with a view to,
or for resale in connection with, any distribution thereof.  The Holder understands that the Securities have not been registered under the Act by
reason of a specific exemption from the registration provisions of the Act that depends upon, among other things, the bona fide nature of the
investment intent as expressed herein.

7.3 Rule 144.  The Holder acknowledges that the Securities must be held indefinitely unless subsequently registered under the
Act or unless an exemption from such registration is available.  The Holder is aware of the provisions of Rule 144 promulgated under the Act
which permits limited resale of securities purchased in a private placement subject to the satisfaction of certain conditions.

7.4 Information.  The Holder believes it has received all the information it considers necessary or appropriate for deciding
whether to purchase the Securities.

7.5 Tax and Legal Advice.  The Holder is not relying on nor has relied on the Company or any of the Company’s officers,
directors, managers,  equity holders, representatives, agents or advisers (including, without limitation, Andrews Kurth LLP), for any advice,
including, without limitation, any financial, tax or legal advice in connection with the transactions contemplated by this Note and the other
Securities.  The Holder has had an opportunity to consult with its legal counsel and tax and other advisers regarding the purchase of the Note and
associated Securities.  The Holder shall be responsible for any and all taxes, duties and other similar charges payable in connection with the
issuance of the Securities, and hereby agrees to indemnify the Company and its successors and assigns with respect to same.  The Holder
understands and acknowledges that Andrews Kurth LLP has acted solely as legal counsel for the Company with respect to the preparation of this
Note, and the transactions contemplated hereby, and has not acted as legal counsel for the Holder in connection therewith.
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7.6 Accredited Investor Status.  The Holder represents to the Company that the Holder is an “accredited investor” within the
meaning of Rule 501 of Regulation D promulgated under the Securities Act, as such rule is presently in effect.  If other than an individual, the
Holder also represents that the Holder has not been organized for the purpose of acquiring the Securities.  As used in this Section 7.6, the term
“net worth” means the excess of total assets over total liabilities.  For the purpose of determining a person’s net worth, the principal residence
owned by an individual should be valued at fair market value, including the cost of improvements, net of current encumbrances.  As used in this
Section 7.6, “income” means actual economic income, which may differ from adjusted gross income for income tax purposes.  Accordingly, the
Holder should consider whether the Holder should add any or all of the following items to the Holder’s adjusted gross income for income tax
purposes in order to reflect more accurately the Holder’s actual economic income: any amounts attributable to tax-exempt income received, losses
claimed as a limited partner in any limited partnership, deductions claimed for depletion, contributions to an IRA or Keogh retirement plan and
alimony payments.

8. Charges, Taxes and Expenses».  Issuance of certificates for equity securities issued upon the conversion of this Note shall be made
without charge to the Holder hereof for any issue or transfer tax or other incidental expense in respect of the issuance of such certificate, all of
which taxes and expenses shall be paid by the Company, and such certificates shall be issued in the name of the Holder.

9. Saturdays, Sundays, Holidays, etc».  If the last or appointed day for the taking of any action or the expiration of any right required or
granted herein shall be a Saturday, a Sunday or a legal holiday, then such action may be taken or such right may be exercised on the next
succeeding day that is not a Saturday, Sunday or legal holiday.

10. Cumulative Rights».  No delay on the part of the Holder in the exercise of any power or right under this Note shall operate as a
waiver of any such power or right, nor shall a single or partial exercise of any power or right preclude other or further exercise of such power or
right or the exercise of any other power or right.

11. Miscellaneous».

11.1 Loss, Theft, Destruction or Mutilation of Note.  Upon receipt of evidence reasonably satisfactory to the Company of the
loss, theft, destruction or mutilation of this Note and, in the case of loss, theft or destruction, and delivery of an agreement satisfactory to the
Company to indemnify the Company from any loss incurred by it connection with the Note (without the requirement of a bond) or, in the case of
mutilation, on surrender and cancellation of this Note, the Company shall execute and deliver, in lieu of this Note, a new Note executed in the
same manner as this Note, in the same principal amount as the unpaid principal amount of this Note and dated the date to which interest shall have
been paid on this Note or, if no interest shall have yet been so paid, dated the date of this Note.

11.2 Payment.  All payments under this Note shall be made in lawful tender of the United States.

11.3 Waivers and Amendments.  This Note and the obligations of the Company and the rights of the Holder under this Note
may be amended, waived, discharged or terminated (either generally or in a particular instance, either retroactively or prospectively and either for
a specified period of time or indefinitely) with the written consent of the Company and the holders of an aggregate majority of the principal
amount of the Notes then outstanding; provided that the principal balance or interest rate of a Note may not be amended or modified without the
consent of the Holder of such Note.  This Note may not be changed, waived, discharged or terminated orally but only by a signed statement in
writing.
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11.4 Notices.  All notices and other communications hereunder shall be in writing and shall be deemed given if delivered
personally or by commercial delivery service, mailed by registered or certified mail (return receipt requested), sent via facsimile (with
confirmation of receipt), or by Electronic Notice as provided below to the parties at the address for such party set forth on the signature page
hereto (or at such other address for a party as shall be specified).  An electronic communication (“Electronic Notice”) shall be deemed written
notice for purposes of this section if sent with return receipt requested to the electronic mail address specified by the receiving party.  Electronic
Notice shall be deemed received at the time (during normal business hours) the party sending Electronic Notice receives verification of receipt by
the receiving party.  Any party receiving Electronic Notice may request and shall be entitled to receive the notice on paper, in a nonelectronic
form, which shall be sent to the requesting party within ten (10) days of receipt of the written request therefor.  Any party may change any
address to which notice is to be given to it by giving notice as provided above of such change of address.

11.5 Severability.  If one or more provisions of this Note are held to be unenforceable under applicable law, such provision(s)
shall be excluded from this Note and the balance of this Note shall be interpreted as if such provision(s) were so excluded and shall be
enforceable in accordance with its terms.

11.6 Successors and Assigns.  Neither this Note nor any rights hereunder are transferable without the prior written consent of
the Company.  Notwithstanding the foregoing, the Holder shall be permitted to transfer this Note to any affiliate (as that term is defined in the
Act) of the Holder.  If a transfer is permitted pursuant to this Section, the transfer shall be recorded on the books of the Company upon the
surrender of this Note, properly endorsed, to the Company at its principal offices, and the payment to the Company of all transfer taxes and other
governmental charges imposed on such transfer.  In the event of a partial transfer, the Company shall issue to the holders one or more appropriate
new notes.  Subject to the foregoing, the provisions of this Note shall inure to the benefit of, and be binding upon, the successors, assigns, heirs,
executors and administrators of the Company and the Holder.

11.7 Usury.  All agreements between the Company and the Holder, whether now existing or hereafter arising and whether
written or oral, are expressly limited so that in no contingency or event whatsoever, whether by acceleration of the maturity of this Note or
otherwise, shall the amount paid, or agreed to be paid, to the Holder for the use, forbearance or detention of the money to be loaned under this
Note or otherwise, exceed the maximum amount permissible under applicable law.  If from any circumstances whatsoever fulfillment of any
provision of this Note or of any other document evidencing, securing or pertaining to the indebtedness evidenced by this Note, at the time
performance of such provision shall be due, shall involve transcending the limit of validity prescribed by law, then ipso facto, the obligation to be
fulfilled shall be reduced to the limit of such validity, and if from any such circumstances the Holder shall ever receive anything of value as
interest or deemed interest by applicable law under this Note or any other document evidencing, securing or pertaining to the indebtedness
evidenced by this Note or otherwise an amount that would exceed the highest lawful rate, such amount that would be excessive interest shall be
applied to the reduction of the principal amount owing under this Note or on account of any other indebtedness of the Company to the Holder
relating to this Note, and not to the payment of interest, or if such excessive interest exceeds the unpaid balance of principal of this Note and such
other indebtedness, such excess shall be refunded to the Company.  In determining whether or not the interest paid or payable with respect to any
indebtedness of the Company to the Holder, under any specific contingency, exceeds the highest lawful rate, the Company and the Holder shall,
to the maximum extent permitted by applicable law, (i) characterize any nonprincipal payment as an expense, fee or premium rather than as
interest, (ii) amortize, prorate, allocate and spread the total amount of interest throughout the full term of such indebtedness so that the actual rate
of interest on account of such indebtedness is uniform throughout the term of such indebtedness, and/or (iii) allocate interest between portions of
such indebtedness, to the end that no such portion shall bear interest at a rate greater than that permitted by law.  The terms and provisions of this
Section shall control and supersede every other conflicting provision of all agreements between the Company and the Holder.  The Holder has
been advised by the Company to seek the advice of an attorney and an accountant in connection with the issuance of this Note.  The Company
has had the opportunity to seek the advice of any attorney and accountant of the Company’s choice in connection with issuance of this Note.
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11.8 Delays or Omissions.  No delay or omission to exercise any right, power, or remedy accruing to the Holder, upon any
breach or default of the Company under this Note shall impair any such right, power, or remedy of the Holder nor shall it be construed to be a
waiver of any such breach or default, or an acquiescence therein, or of or in any similar breach or default thereafter occurring; nor shall any
waiver of any single breach or default be deemed a waiver of any other breach or default therefore or thereafter occurring.  Any waiver, permit,
consent, or approval of any kind or character on the part of the Holder of any breach or default under this Note or any waiver on the part of the
Holder of any provisions or conditions of this Note must be made in writing and shall be effective only to the extent specifically set forth in such
writing.  All remedies, either under this Note or by law or otherwise afforded to the Holders, shall be cumulative and not alternative.

11.9 Titles and Subtitles.  The titles of the paragraphs and subparagraphs of this Note are for convenience of reference only and
are not to be considered in construing this Note.

11.10 Construction.  The language used in this Note will be deemed to be the language chosen by the parties to express their
mutual intent and no rules of strict construction will be applied against any party.

11.11 Governing Law; Venue.  THIS NOTE SHALL BE GOVERNED IN ALL RESPECTS BY THE LAWS OF THE
STATE OF TEXAS AS SUCH LAWS ARE APPLIED TO AGREEMENTS BETWEEN TEXAS RESIDENTS ENTERED INTO AND TO
BE PERFORMED ENTIRELY WITHIN TEXAS.  ANY DISPUTES OR LITIGATION THAT MAY ARISE WITH RESPECT TO THIS
AGREEMENT SHALL BE BROUGHT AND PROSECUTED IN TRAVIS COUNTY, TEXAS.

[Signature page follows]
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IN WITNESS WHEREOF, Ideal Power Converters, Inc. has caused this Convertible Promissory Note to be executed by its duly
authorized officers.

 
Ideal Power Converters, Inc.
 
 
By:                                                                         

Name:  Charles De Tarr
Title:    Chief Financial Officer

 
 
Address:
 
5004 Bee Creek Rd., Suite 600
Spicewood, TX 78669
Attn:  Chief Executive Officer
 
with a copy (which shall not constitute notice) to:
 
Andrews Kurth LLP
111 Congress Avenue
Suite 1700
Austin, TX  78701
Fax:           (512) 320-9292
Attn:           J. Matthew Lyons

ACCEPTED AND AGREED:
 
____________________________
_________
Address:
____________________
____________________
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Exhibit 10.7

No. __ Issue Date: July____, 2012
 
THIS WARRANT AND THE SECURITIES ISSUABLE UPON EXERCISE HEREOF HAVE NOT BEEN REGISTERED UNDER THE
SECURITIES ACT OF 1933, AS AMENDED, OR THE SECURITIES LAWS OF ANY STATE.  THEY MAY NOT BE SOLD,
OFFERED FOR SALE, PLEDGED OR HYPOTHECATED IN THE ABSENCE OF A REGISTRATION STATEMENT IN EFFECT
WITH RESPECT TO THE SECURITIES UNDER SUCH ACT AND/OR APPLICABLE STATE SECURITIES LAWS, OR AN OPINION
OF COUNSEL SATISFACTORY TO THE COMPANY THAT SUCH REGISTRATION IS NOT REQUIRED OR UNLESS SOLD
PURSUANT TO RULE 144 OF SUCH ACT.
 

IDEAL POWER CONVERTERS, INC.
 

STOCK PURCHASE WARRANT
 

THIS CERTIFIES that __________________ (the “Holder”) is entitled, upon the terms and subject to the conditions hereinafter set
forth in this Warrant (this “Warrant”), at any time on or after (except as otherwise limited below) the date of the applicable event specified below
and on or prior to the Expiration Date, but not thereafter, to subscribe for and purchase from Ideal Power Converters, Inc., a Texas corporation
(the “Company”), the number of whole Shares (as defined below) of the Company determined as follows:  the number of whole Shares equal to
the quotient obtained by dividing (a) by (b), where (a) is an amount equal to $___________ and (b) is equal to the Exercise Price.
 

This Warrant is issued in connection with the issuance to the Holder of a Convertible Promissory Note (the “Note”) of even date
herewith, and is one of the Warrants (collectively, the “Warrants”) being issued in connection with the issuance of a series of Convertible
Promissory Notes of like tenor (collectively, “Notes”) being issued by the Company to raise interim financing of up to $500,000 (subject to
increase in the Company’s discretion).  Capitalized terms used herein, but not otherwise defined, shall have the meanings ascribed to such terms
in the Note.
 

The following is a statement of the rights of the Holder of this Warrant and the conditions to which this Warrant is subject, to which the
Holder, by the acceptance of this Warrant, agrees:

1. Certain Definitions.

1.1 “Change of Control” means any liquidation, dissolution or winding up of the Company, either voluntary or involuntary,
and shall be deemed to be occasioned by, or to include, (i) the acquisition of the Company by another entity by means of any transaction or series
of related transactions (including, without limitation, any stock acquisition, reorganization, merger or consolidation) unless the Company’s
stockholders of record as constituted immediately prior to such acquisition or sale will, immediately after such acquisition or sale (by virtue of
securities issued as consideration for the Company’s acquisition or sale or otherwise) hold at least a majority of the voting power of the surviving
or acquiring entity, or its direct or indirect parent entity (except that the sale by the Company of shares of its capital stock to investors in bona fide
equity financing transactions shall not be deemed a Change of Control for this purpose) or (ii) a sale, exclusive license or other disposition of all
or substantially all of the assets of the Company, including a sale, exclusive license or other disposition of all or substantially all of the assets of
the Company’s subsidiaries, if such assets constitute substantially all of the assets of the Company and such subsidiaries taken as a whole.

1.2 “Exercise Price” means:

(i) in the event the Note to which this Warrant relates shall be converted into Shares issued in a Next Financing, the Note
Conversion Price;

(ii) in the event the Note to which this Warrant relates shall be converted into shares of the Company’s Common Stock, the
Ceiling Conversion Price; or

 
-1-



 

(ii) in the event the Note to which this Warrant relates reaches Maturity and is repaid in full, the Ceiling Conversion Price.

1.3 “Expiration Date” means, unless earlier terminated pursuant to Section 8 hereof, that date that is seven (7) years after the
issue date set forth above.

1.4 “IPO” means a firm underwritten initial public offering of the Company’s Common Stock pursuant to a registration
statement declared effective by the Securities and Exchange Commission.

1.5 “Maturity” has the meaning assigned to such term in the Notes.

1.6 “Next Financing” means any transaction (or series of related transactions) after the date of this Warrant and before
Maturity in which the Company issues and sells its equity securities in any transaction; provided however, that none of the following issuances of
securities shall constitute a “Next Financing”: (i) the Note or the other Notes; (ii) securities issued in connection with any stock or unit split of or
stock or unit dividend on the Company’s securities; (iii) securities issued to the Company’s employees, officers, directors, consultants, advisors
or service providers pursuant to any plan, agreement or similar arrangement unanimously approved by the Company’s board of directors or
managers, as applicable; (iv) securities issued to banks or equipment lessors; (v) securities issued in connection with sponsored research,
collaboration, technology license, development, OEM, marketing or other similar agreements or strategic partnerships; (vi) securities issued in a
firm commitment underwritten public offering pursuant to an effective registration statement under the Securities Act of 1933, as amended (the
“Securities Act”); (vii) securities issued in connection with a bona fide business acquisition of or by the Company (whether by merger,
consolidation, sale of assets, sale or exchange of stock or otherwise); (viii) securities issued for a charitable purpose; (ix) securities issued in
connection with the conversion of the Company to a corporation; (x) securities issued in connection with or pursuant to that Investment Unit
dated October 1, 2010, issued by the Company to the Office of the Governor Economic Development and Tourism; or (xi) any right, option or
warrant to acquire any security convertible into or exercisable for the securities listed in clauses (i) through (x) above.

1.7 “Shares” means:
 

(i) if the Note to which this Warrant relates is converted into shares issued in a Next Financing, the equity securities issued by
the Company in a Next Financing;

 
(ii) if the Note to which this Warrant relates is converted into shares of the Company’s Common Stock, the Company’s

Common Stock; and
 

(iii) if the Note to which this Warrant relates reaches Maturity and is repaid in full, the Company’s Common Stock.

2. Exercise of Warrant».

2.1 Unless earlier terminated pursuant to Section 8 hereof, the purchase rights represented by this Warrant are exercisable by
the Holder, in whole or in part, by the surrender of this Warrant and the Notice of Exercise annexed hereto duly executed at the Company’s
principal executive office (or such other office or agency of the Company as it may designate by notice in writing to the Holder at the address of
the Holder appearing on the books of the Company), and upon payment of the aggregate Exercise Price of the Shares thereby purchased (by cash
or by check or bank draft payable to the order of the Company); whereupon the Holder shall be entitled to receive a certificate for the number of
Shares so purchased. The Company agrees that if at the time of the surrender of this Warrant and purchase of the Shares, the Holder shall be
entitled to exercise this Warrant, the Shares so purchased shall be and be deemed to be issued to the Holder as the record owner of such Shares as
of the close of business on the date on which this Warrant shall have been exercised as aforesaid or on such later date requested by the Holder or
on such earlier date agreed to by the Holder and the Company.
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2.2 Unless earlier terminated pursuant to Section 8 hereof, in lieu of exercising this Warrant by payment of cash or check or
bank draft payable to the order of the Company pursuant to subsection 2.1 above, the Holder may elect to receive Shares equal to the value of this
Warrant (or the portion thereof being exercised), at any time after the date hereof and before the close of business on the Expiration Date, by
surrender of this Warrant at the principal executive office of the Company, together with the Notice of Conversion annexed hereto, in which event
the Company will issue to the Holder, Shares in accordance with the following formula:
 

Y(A-B)
X     =         A                 

 
Where, X = The number of Shares to be issued to Holder;
 Y = The number of Shares for which the Warrant is being exercised;
 A = The fair market value of one Share; and
 B = The Exercise Price.
 

(a) For purposes of this subsection 2.2, the fair market value of a Share is defined as follows:

(i) if the exercise is conditioned upon the Company’s IPO, and if the Company’s registration statement
relating to such IPO has been declared effective by the Securities and Exchange Commission, then the fair market value shall be the initial “Price
to Public” specified in the final prospectus with respect to the IPO;

(ii) if the exercise is conditioned upon a Change of Control, then the fair market value shall be the value
received in such Change of Control by the holders of the securities as to which purchase rights under this Warrant exist;

(iii) if the exercise occurs after, and not in connection with the Company’s IPO, and:

(1) if the Common Stock is traded on a securities exchange or the Nasdaq Stock Market, the
value shall be deemed to be the average of the closing prices on such exchange or market over the thirty (30) day period ending three (3)
days prior to the date of the Notice of Conversion; or

(2) if the Common Stock is actively traded over-the-counter, the value shall be deemed to be
the average of the closing bid prices over the thirty (30) day period ending three (3) days prior to the date of the Notice of Conversion;

(iv) if there is no active public market, the value shall be the fair market value thereof, as determined in good
faith by the Company’s Board of Directors.

2.3 The exercise or conversion of this Warrant in connection with a Change of Control may, at the election of the Holder, be
conditioned upon the closing of such Change of Control, in which event the Holder shall not be deemed to have exercised or converted this
Warrant until immediately prior to the closing of such Change of Control.
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2.4 In connection with any exercise of this Warrant, the Holder agrees that the Shares (and any shares of Common Stock
issued or issuable upon conversion thereof) shall become subject to the rights and obligations under the Company’s stockholder agreements,
including, as applicable, the Investor Agreements, to which Holder is subject at such time with respect to the class of shares issued upon exercise
hereof.

3. Nonassessable».  The Company covenants that all Shares which may be issued upon the exercise of rights represented by this
Warrant will, upon exercise of the rights represented by this Warrant, be validly issued, fully paid and nonassessable and free from all taxes, liens
and charges in respect of the issue thereof.  Certificates for Shares purchased hereunder shall be delivered to the Holder promptly after the date on
which this Warrant shall have been exercised.

4. Fractional Shares».  No fractional shares or scrip representing fractional shares shall be issued upon the exercise of this
Warrant.  With respect to any fraction of a share called for upon the exercise of this Warrant, such fractional share shall be rounded down to the
nearest whole share, and the Company shall pay to the Holder the amount of such fractional share multiplied by an amount equal to such fraction
multiplied by the then current fair market value (determined in accordance with Section 2.2(a)) of a Share shall be paid in cash to the Holder.

5. Charges, Taxes and Expenses».  Issuance of certificates for Shares upon the exercise of this Warrant shall be made without charge
to the Holder hereof for any issue or transfer tax or other incidental expense in respect of the issuance of such certificate, all of which taxes and
expenses shall be paid by the Company, and such certificates shall be issued in the name of the Holder.

6. No Rights as Stockholders».  This Warrant does not entitle the Holder to any voting rights or other rights as a stockholder of the
Company prior to the exercise hereof.

7. Saturdays, Sundays, Holidays, etc».  If the last or appointed day for the taking of any action or the expiration of any right required
or granted herein shall be a Saturday, a Sunday or a legal holiday, then such action may be taken or such right may be exercised on the next
succeeding day that is not a Saturday, Sunday or legal holiday.

8. Early Termination».  Notwithstanding anything in this Warrant to the contrary, this Warrant shall terminate upon the closing of a
Change of Control.

9. Adjustments».  The Exercise Price and the number of Shares purchasable hereunder are subject to adjustment from time to time as
set forth in this Section 9.

9.1 Reclassification, etc.  If the Company, at any time while this Warrant, or any portion hereof, remains outstanding and
unexpired by reclassification of securities or otherwise, shall change any of the securities as to which purchase rights under this Warrant exist
into the same or a different number of securities or any other class or classes, this Warrant shall thereafter represent the right to acquire such
number and kind of securities as would have been issuable as the result of such change with respect to the securities that were subject to the
purchase rights under this Warrant immediately prior to such reclassification or other change and the Exercise Price therefor shall be appropriately
adjusted, all subject to further adjustment as provided in this Section 9.

9.2 Subdivision or Combination of Shares.  In the event that the Company shall at any time subdivide the outstanding securities
as to which purchase rights under this Warrant exist, or shall issue a stock dividend on the securities as to which purchase rights under this
Warrant exist, the number of securities as to which purchase rights under this Warrant exist immediately prior to such subdivision or to the
issuance of such stock dividend shall be proportionately increased, and the Exercise Price shall be proportionately decreased, and in the event that
the Company shall at any time combine the outstanding securities as to which purchase rights under this Warrant exist, the number of securities
as to which purchase rights under this Warrant exist immediately prior to such combination shall be proportionately decreased, and the Exercise
Price shall be proportionately increased, effective at the close of business on the date of such subdivision, stock dividend or combination, as the
case may be.
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9.3 Cash Distributions.  No adjustment on account of cash dividends or interest on the securities as to which purchase rights
under this Warrant exist will be made to the Exercise Price under this Warrant.

10. Notice of Certain Events».  The Company shall provide the Holder with notice (similar in manner and in substance to the notice
provided by the Company to its stockholders and/or optionholders) of a Change of Control and/or an IPO, but in any event shall make
commercially reasonable efforts to provide at least 20 days notice prior to the closing of a Change of Control or IPO.

11. Miscellaneous».

11.1 Loss, Theft, Destruction or Mutilation of Warrant.  Upon receipt of evidence reasonably satisfactory to the Company of
the loss, theft, destruction or mutilation of this Warrant and, in the case of loss, theft or destruction, delivery of an indemnity agreement
reasonably satisfactory in form and substance to the Company or, in the case of mutilation, on surrender and cancellation of this Warrant, the
Company shall execute and deliver, in lieu of this Warrant, a new Warrant executed in the same manner as this Warrant and of like tenor and
amount.

11.2 Waivers and Amendments.  This Warrant and the obligations of the Company and the rights of the Holder under this
Warrant may be amended, waived, discharged or terminated (either generally or in a particular instance, either retroactively or prospectively and
either for a specified period of time or indefinitely) with the written consent of the Company (which shall not be required in connection with a
waiver of rights in favor of the Company) and the holders of at least a majority of the then-outstanding aggregate principal amount under the
Notes; provided, however, that no such amendment or waiver shall reduce the number of Shares represented by this Warrant without the consent
of the Holder hereof; and provided further, however, that nothing shall prevent the Holder from individually agreeing to waive the observation of
any term of this Warrant.  Any amendment, waiver discharge or termination effected in accordance with this Section 11.2 shall be binding upon
the Company, the Holder, and except pursuant to a waiver by an individual holder of another Warrant pursuant to the final proviso in the
immediately preceding sentence, each other holder of Warrants.

11.3 Notices.  Any notice, request or other communication required or permitted hereunder shall be given in accordance with
the Purchase Agreement.

11.4 Severability.  If one or more provisions of this Warrant are held to be unenforceable under applicable law, such
provision(s) shall be excluded from this Warrant and the balance of this Warrant shall be interpreted as if such provision(s) were so excluded and
shall be enforceable in accordance with its terms.

11.5 Successors and Assigns.  Neither this Warrant nor any rights hereunder are transferable without the prior written consent
of the Company.  Notwithstanding the foregoing, the Holder shall be permitted to transfer this Warrant to any affiliate (as that term is defined in
the Securities Act of 1933) of the Holder.  If a transfer is permitted pursuant to this Section, the transfer shall be recorded on the books of the
Company upon the surrender of this Warrant, properly endorsed, to the Company at its principal offices, and the payment to the Company of all
transfer taxes and other governmental charges imposed on such transfer.  In the event of a partial transfer, the Company shall issue to the holders
one or more appropriate new warrants.  Subject to the foregoing, the provisions of this Warrant shall inure to the benefit of, and be binding upon,
the successors, assigns, heirs, executors and administrators of the Company and the Holder.

11.6 Delays or Omissions.  No delay or omission to exercise any right, power, or remedy accruing to the Holder, upon any
breach or default of the Company under this Warrant shall impair any such right, power, or remedy of the Holder nor shall it be construed to be a
waiver of any such breach or default, or an acquiescence therein, or of or in any similar breach or default thereafter occurring; nor shall any
waiver of any single breach or default be deemed a waiver of any other breach or default therefore or thereafter occurring.  Any waiver, permit,
consent, or approval of any kind or character on the part of the Holder of any breach or default under this Warrant or any waiver on the part of
the Holder of any provisions or conditions of this Warrant must be made in writing and shall be effective only to the extent specifically set forth
in such writing.  All remedies, either under this Warrant or by law or otherwise afforded to the Investors, shall be cumulative and not alternative.
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11.7 Titles and Subtitles.  The titles of the paragraphs and subparagraphs of this Warrant are for convenience of reference only
and are not to be considered in construing this Warrant.

11.8 Construction.  The language used in this Warrant will be deemed to be the language chosen by the parties to express their
mutual intent and no rules of strict construction will be applied against any party.

11.9 Governing Law.  THIS WARRANT SHALL BE GOVERNED IN ALL RESPECTS BY THE LAWS OF THE STATE
OF DELAWARE AS SUCH LAWS ARE APPLIED TO AGREEMENTS BETWEEN DELAWARE RESIDENTS ENTERED INTO AND
TO BE PERFORMED ENTIRELY WITHIN DELAWARE.
 

[Remainder of page intentionally left blank]
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IN WITNESS WHEREOF, the Company has caused this Warrant to be executed by its officers thereunto duly authorized.
 
Ideal Power Converters, Inc.

By:                                                                           
Charles De Tarr
Chief Financial Officer

Address:   5004 Bee Creek Rd. Suite 600
                  Spicewood TX 78669
Attn:          Charles De Tarr
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NOTICE OF EXERCISE

 
TO:           Ideal Power Converters, Inc.

 
ATTN:  Secretary

 
1.  The undersigned hereby elects to purchase ______________ shares (the “Shares”) of the _________________ Stock of Ideal Power

Converters, Inc., pursuant to the terms of the attached Warrant, and tenders herewith payment of the purchase price in full.
 

2.  Please issue a certificate or certificates representing the Shares in the name of the undersigned or in such other name as is specified below:
 

(Print Name)
Address:                                                      

 
 

3.  The undersigned confirms that the undersigned is an “accredited investor,” and that the Shares are being acquired for the account of the
undersigned for investment only and not with a view to, or for resale in connection with, the distribution thereof, and that the undersigned
has no present intention of distributing or selling the Shares.

 

 
(Date)                                                                      (Signature)
 
(Print Name)
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NOTICE OF CONVERSION
 

 
TO:           Ideal Power Converters, Inc.
 
ATTN:  Secretary

 
1.  The undersigned hereby elects to convert the attached Warrant into __________ shares (the “Shares”) of the _________________ Stock

(the “Shares”) of Ideal Power Converters, Inc., pursuant to Section 2.2 of such Warrant, which conversion shall be effected pursuant to the
terms of the attached Warrant.

 
2.  Please issue a certificate or certificates representing the Shares in the name of the undersigned or in such other name as is specified below:

 
(Print Name)
 
 
Address:                                                      
 

3.  The undersigned represents that the undersigned is an “accredited investor,” and that the Shares are being acquired for the account of the
undersigned for investment and not with a view to, or for resale in connection with, the distribution thereof, and that the undersigned has no
present intention of distributing or reselling such shares.

 
 
(Date)                                                                    
 
 
(Signature)
 
 
(Print Name)
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Exhibit 10.8

AMENDMENT NO. 1
TO

IDEAL POWER CONVERTERS, INC.
CONVERTIBLE PROMISSORY NOTE

This AMENDMENT NO. 1 is an amendment (this “Amendment”) to the convertible promissory notes issued by Ideal Power
Converters, Inc., a Texas corporation (the “Company”), to the holders whose names are set forth on Schedule A attached hereto (each, a
“Holder” and collectively, the “Holders”) (collectively the “Notes”, and each individually, a “Note”).

A. The Company contemplates a new offering (“Bridge Financing”) consisting of its senior secured convertible promissory notes in a
one or more tranches or series, initially in the amount of $750,000.

B. As a condition to closing the Bridge Financing, the Notes must be converted into shares of the Company's common stock in the event
that the Company closes a firm commitment underwritten initial public offering of the Company's common stock that raises at least $10 million
("IPO").

NOW THEREFORE, for good and valuable consideration the receipt of which is hereby acknowledged, the parties agree as follows:

1. Revision to Definition of Maturity. The definition of "Maturity" in the first paragraph of the Notes shall be revised to state, "All
unpaid principal, together with any then accrued but unpaid interest and any other amounts payable hereunder, shall be due and payable on the
earliest to occur of (i) December 31, 2013, (ii) the closing of a firm commitment underwritten initial public offering of the Company's Common
Stock that raises at least $10 million ("IPO") (iii) the closing of a Qualified Financing (as defined below) and (iv) the occurrence of an Event of
Default (as defined below) (the earlier of (i), (ii), (iii) or (iv) is hereinafter referred to as "Maturity").

2. Amendment to Section 5. Section 5 of the Notes shall be amended by adding the following Section 5.3 and by renumbering the
current Section 5.3 as Section 5.4:

5.3 Upon an IPO. In the event that the Company consummates an IPO, the entire outstanding principal amount of this Note, any
accrued but unpaid interest and any other amounts payable under this Note shall be converted automatically into the Company's
Common Stock at the price per share of the Company's Common Stock offered to public investors in such IPO (the "IPO
Price"). In the event of an automatic conversion, this Note shall be converted into that number of shares of Common Stock
determined by dividing (i) the aggregate outstanding principal amount of this Note, any accrued but unpaid interest, and any
other amounts payable under this Note by (ii) the IPO Price.

3. Miscellaneous

3.1 Titles and Subtitles. The titles of the paragraphs and subparagraphs of this Amendment are for convenience of reference only and are not to
be considered in construing this Amendment or the Notes.

3.2 Construction. The language used in this Amendment will be deemed to be the language chosen by the parties to express their mutual intent
and no rules of strict construction will be applied against any party.
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3.3 Governing Law; Venue. THE NOTES AND THIS AMENDMENT SHALL BE GOVERNED IN ALL RESPECTS BY THE LAWS OF
THE STATE OF TEXAS AS SUCH LAWS ARE APPLIED TO AGREEMENTS BETWEEN TEXAS RESIDENTS ENTERED INTO
AND TO BE PERFORMED ENTIRELY WITHIN TEXAS. ANY DISPUTES OR LITIGATION THAT MAY ARISE WITH RESPECT
TO THIS AGREEMENT SHALL BE BROUGHT AND PROSECUTED IN TRAVIS COUNTY, TEXAS.

3.4 Representations of Holder. The representations made by each Holder at Section 7 of the Note or Notes are hereby remade and may be relied
upon by the Company.

[Signature page follows]
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IN WITNESS WHEREOF, Ideal Power Converters, Inc. and the Holder hereto have caused this Amendment to be executed and
delivered as of the date set forth below.

Ideal Power Converters, Inc.
 
 
By:

Name:
Title:

 
 
Address:
 
5004 Bee Creek Rd., Suite 600
Spicewood, TX 78669
Attn: Chief Executive Officer
 

ACCEPTED AND AGREED:
 
 
__________________________________________
Name of Holder
 
By:

Name:
Title:

 
 
Address:
 
 
 
 

 
-3-



 

SCHEDULE A
NOTES

Note Holder Date of Note  Note Amount  
Passel LTD 4/26/2011  $ 100,000.00 
Fred Beach 6/21/2011  $ 50,000.00 
Mr Redwine 9/1/2011  $ 70,000.00 
Don Barr 9/29/2011  $ 100,000.00 
Charles De Tarr 10/9/2011  $ 40,000.00 
Dr Breed 2/24/2012  $ 25,000.00 
Joel Sher 3/25/2012  $ 15,000.00 
Sher's Family Trust 3/25/2012  $ 10,000.00 
John Mike Barron 4/7/2012  $ 26,575.40 
Bundschuh, John P 4/12/2012  $ 13,000.00 
Bundschuh, Paul 4/12/2012  $ 13,000.00 
Bundschuh, Peter W 4/12/2012  $ 13,000.00 
Budschuh, William 4/12/2012  $ 13,000.00 
Mike Barron 4/18/2012  $ 26,575.40 
Passel LTD 4/23/2012  $ 100,000.00 
Chris Cobb 5/22/2012  $ 200,000.00 
Charles De Tarr 5/22/2012  $ 150,000.00 
R Andrew Webb 6/11/2012  $ 40,000.00 
Magnus Le'Vicki 7/17/2012  $ 50,000.00 
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Exhibit 10.9

No. __Issue Date: July____, 2012
 
THIS WARRANT AND THE SECURITIES ISSUABLE UPON EXERCISE HEREOF HAVE NOT BEEN REGISTERED UNDER THE
SECURITIES ACT OF 1933, AS AMENDED, OR THE SECURITIES LAWS OF ANY STATE.  THEY MAY NOT BE SOLD,
OFFERED FOR SALE, PLEDGED OR HYPOTHECATED IN THE ABSENCE OF A REGISTRATION STATEMENT IN EFFECT
WITH RESPECT TO THE SECURITIES UNDER SUCH ACT AND/OR APPLICABLE STATE SECURITIES LAWS, OR AN OPINION
OF COUNSEL SATISFACTORY TO THE COMPANY THAT SUCH REGISTRATION IS NOT REQUIRED OR UNLESS SOLD
PURSUANT TO RULE 144 OF SUCH ACT.
 
 

IDEAL POWER CONVERTERS, INC.
 

STOCK PURCHASE WARRANT
 

THIS CERTIFIES that __________________ (the “Holder”) is entitled, upon the terms and subject to the conditions hereinafter set
forth in this Warrant (this “Warrant”), at any time on or after (except as otherwise limited below) the date of the applicable event specified below
and on or prior to the Expiration Date, but not thereafter, to subscribe for and purchase from Ideal Power Converters, Inc., a Texas corporation
(the “Company”), the number of whole Shares (as defined below) of the Company determined as follows:  the number of whole Shares equal to
the quotient obtained by dividing (a) by (b), where (a) is an amount equal to $___________ and (b) is equal to the Exercise Price.
 

This Warrant is issued in connection with the issuance to the Holder of a Convertible Promissory Note (the “Note”) of even date
herewith, and is one of the Warrants (collectively, the “Warrants”) being issued in connection with the issuance of a series of Convertible
Promissory Notes of like tenor (collectively, “Notes”) being issued by the Company to raise interim financing of up to $500,000 (subject to
increase in the Company’s discretion).  Capitalized terms used herein, but not otherwise defined, shall have the meanings ascribed to such terms
in the Note.
 

The following is a statement of the rights of the Holder of this Warrant and the conditions to which this Warrant is subject, to which the
Holder, by the acceptance of this Warrant, agrees:
 

1. Certain Definitions.
 

1.1 “Change of Control” means any liquidation, dissolution or winding up of the Company, either voluntary or involuntary,
and shall be deemed to be occasioned by, or to include, (i) the acquisition of the Company by another entity by means of any transaction or series
of related transactions (including, without limitation, any stock acquisition, reorganization, merger or consolidation) unless the Company’s
stockholders of record as constituted immediately prior to such acquisition or sale will, immediately after such acquisition or sale (by virtue of
securities issued as consideration for the Company’s acquisition or sale or otherwise) hold at least a majority of the voting power of the surviving
or acquiring entity, or its direct or indirect parent entity (except that the sale by the Company of shares of its capital stock to investors in bona fide
equity financing transactions shall not be deemed a Change of Control for this purpose) or (ii) a sale, exclusive license or other disposition of all
or substantially all of the assets of the Company, including a sale, exclusive license or other disposition of all or substantially all of the assets of
the Company’s subsidiaries, if such assets constitute substantially all of the assets of the Company and such subsidiaries taken as a whole.
 

1.2 “Exercise Price” means:
 

(i) in the event the Note to which this Warrant relates shall be converted into Shares issued in a Next Financing, the Note
Conversion Price;
 

(ii) in the event the Note to which this Warrant relates shall be converted into shares of the Company’s Common Stock, the
Ceiling Conversion Price; or
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(ii) in the event the Note to which this Warrant relates reaches Maturity and is repaid in full, the Ceiling Conversion Price.
 

1.3 “Expiration Date” means, unless earlier terminated pursuant to Section 8 hereof, that date that is seven (7) years after the
issue date set forth above.
 

1.4 “IPO” means a firm underwritten initial public offering of the Company’s Common Stock pursuant to a registration
statement declared effective by the Securities and Exchange Commission.
 

1.5 “Maturity” has the meaning assigned to such term in the Notes.
 

1.6 “Next Financing” means any transaction (or series of related transactions) after the date of this Warrant and before
Maturity in which the Company issues and sells its equity securities in any transaction; provided however, that none of the following issuances of
securities shall constitute a “Next Financing”: (i) the Note or the other Notes; (ii) securities issued in connection with any stock or unit split of or
stock or unit dividend on the Company’s securities; (iii) securities issued to the Company’s employees, officers, directors, consultants, advisors
or service providers pursuant to any plan, agreement or similar arrangement unanimously approved by the Company’s board of directors or
managers, as applicable; (iv) securities issued to banks or equipment lessors; (v) securities issued in connection with sponsored research,
collaboration, technology license, development, OEM, marketing or other similar agreements or strategic partnerships; (vi) securities issued in a
firm commitment underwritten public offering pursuant to an effective registration statement under the Securities Act of 1933, as amended (the
“Securities Act”); (vii) securities issued in connection with a bona fide business acquisition of or by the Company (whether by merger,
consolidation, sale of assets, sale or exchange of stock or otherwise); (viii) securities issued for a charitable purpose; (ix) securities issued in
connection with the conversion of the Company to a corporation; (x) securities issued in connection with or pursuant to that Investment Unit
dated October 1, 2010, issued by the Company to the Office of the Governor Economic Development and Tourism; or (xi) any right, option or
warrant to acquire any security convertible into or exercisable for the securities listed in clauses (i) through (x) above.
 

1.7 “Shares” means:
 

(i) if the Note to which this Warrant relates is converted into shares issued in a Next Financing, the equity securities issued by
the Company in a Next Financing;

 
(ii) if the Note to which this Warrant relates is converted into shares of the Company’s Common Stock, the Company’s

Common Stock; and
 

(iii) if the Note to which this Warrant relates reaches Maturity and is repaid in full, the Company’s Common Stock.
 

2. Exercise of Warrant»
 

2.1 Unless earlier terminated pursuant to Section 8 hereof, the purchase rights represented by this Warrant are exercisable by
the Holder, in whole or in part, by the surrender of this Warrant and the Notice of Exercise annexed hereto duly executed at the Company’s
principal executive office (or such other office or agency of the Company as it may designate by notice in writing to the Holder at the address of
the Holder appearing on the books of the Company), and upon payment of the aggregate Exercise Price of the Shares thereby purchased (by cash
or by check or bank draft payable to the order of the Company); whereupon the Holder shall be entitled to receive a certificate for the number of
Shares so purchased. The Company agrees that if at the time of the surrender of this Warrant and purchase of the Shares, the Holder shall be
entitled to exercise this Warrant, the Shares so purchased shall be and be deemed to be issued to the Holder as the record owner of such Shares as
of the close of business on the date on which this Warrant shall have been exercised as aforesaid or on such later date requested by the Holder or
on such earlier date agreed to by the Holder and the Company.
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2.2 Unless earlier terminated pursuant to Section 8 hereof, in lieu of exercising this Warrant by payment of cash or check or
bank draft payable to the order of the Company pursuant to subsection 2.1 above, the Holder may elect to receive Shares equal to the value of this
Warrant (or the portion thereof being exercised), at any time after the date hereof and before the close of business on the Expiration Date, by
surrender of this Warrant at the principal executive office of the Company, together with the Notice of Conversion annexed hereto, in which event
the Company will issue to the Holder, Shares in accordance with the following formula:

 
Y(A-B)

X     =     A
 
Where, X = The number of Shares to be issued to Holder;
 Y = The number of Shares for which the Warrant is being exercised;
 A = The fair market value of one Share; and
 B = The Exercise Price.
 

(a) For purposes of this subsection 2.2, the fair market value of a Share is defined as follows:
 

(i) if the exercise is conditioned upon the Company’s IPO, and if the Company’s registration statement
relating to such IPO has been declared effective by the Securities and Exchange Commission, then the fair market value shall be the initial “Price
to Public” specified in the final prospectus with respect to the IPO;
 

(ii) if the exercise is conditioned upon a Change of Control, then the fair market value shall be the value
received in such Change of Control by the holders of the securities as to which purchase rights under this Warrant exist;
 

(iii) if the exercise occurs after, and not in connection with the Company’s IPO, and:
 

(1) if the Common Stock is traded on a securities exchange or the Nasdaq Stock Market, the
value shall be deemed to be the average of the closing prices on such exchange or market over the thirty (30) day period ending three (3)
days prior to the date of the Notice of Conversion; or

 
(2) if the Common Stock is actively traded over-the-counter, the value shall be deemed to be

the average of the closing bid prices over the thirty (30) day period ending three (3) days prior to the date of the Notice of Conversion;
 

(iv) if there is no active public market, the value shall be the fair market value thereof, as determined in good
faith by the Company’s Board of Directors.
 

2.3 The exercise or conversion of this Warrant in connection with a Change of Control may, at the election of the Holder, be
conditioned upon the closing of such Change of Control, in which event the Holder shall not be deemed to have exercised or converted this
Warrant until immediately prior to the closing of such Change of Control.
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2.4 In connection with any exercise of this Warrant, the Holder agrees that the Shares (and any shares of Common Stock
issued or issuable upon conversion thereof) shall become subject to the rights and obligations under the Company’s stockholder agreements,
including, as applicable, the Investor Agreements, to which Holder is subject at such time with respect to the class of shares issued upon exercise
hereof.
 

3. Nonassessable»
 

The Company covenants that all Shares which may be issued upon the exercise of rights represented by this Warrant will, upon exercise
of the rights represented by this Warrant, be validly issued, fully paid and nonassessable and free from all taxes, liens and charges in respect of
the issue thereof.  Certificates for Shares purchased hereunder shall be delivered to the Holder promptly after the date on which this Warrant shall
have been exercised.
 

4. Fractional Shares»
 

No fractional shares or scrip representing fractional shares shall be issued upon the exercise of this Warrant.  With respect to any
fraction of a share called for upon the exercise of this Warrant, such fractional share shall be rounded down to the nearest whole share, and the
Company shall pay to the Holder the amount of such fractional share multiplied by an amount equal to such fraction multiplied by the then current
fair market value (determined in accordance with Section 2.2(a)) of a Share shall be paid in cash to the Holder.
 

5. Charges, Taxes and Expenses»
 

Issuance of certificates for Shares upon the exercise of this Warrant shall be made without charge to the Holder hereof for any issue or
transfer tax or other incidental expense in respect of the issuance of such certificate, all of which taxes and expenses shall be paid by the
Company, and such certificates shall be issued in the name of the Holder.
 

6. No Rights as Stockholders»
 

This Warrant does not entitle the Holder to any voting rights or other rights as a stockholder of the Company prior to the exercise
hereof.
 

7. Saturdays, Sundays, Holidays, etc»
 

If the last or appointed day for the taking of any action or the expiration of any right required or granted herein shall be a Saturday, a
Sunday or a legal holiday, then such action may be taken or such right may be exercised on the next succeeding day that is not a Saturday,
Sunday or legal holiday.
 

8. Early Termination»
 

Notwithstanding anything in this Warrant to the contrary, this Warrant shall terminate upon the closing of a Change of Control.
 

9. Adjustments»
 

The Exercise Price and the number of Shares purchasable hereunder are subject to adjustment from time to time as set forth in this
Section 9.
 

9.1 Reclassification, etc.  If the Company, at any time while this Warrant, or any portion hereof, remains outstanding and
unexpired by reclassification of securities or otherwise, shall change any of the securities as to which purchase rights under this Warrant exist
into the same or a different number of securities or any other class or classes, this Warrant shall thereafter represent the right to acquire such
number and kind of securities as would have been issuable as the result of such change with respect to the securities that were subject to the
purchase rights under this Warrant immediately prior to such reclassification or other change and the Exercise Price therefor shall be appropriately
adjusted, all subject to further adjustment as provided in this Section 9.
 

9.2 Subdivision or Combination of Shares.  In the event that the Company shall at any time subdivide the outstanding securities
as to which purchase rights under this Warrant exist, or shall issue a stock dividend on the securities as to which purchase rights under this
Warrant exist, the number of securities as to which purchase rights under this Warrant exist immediately prior to such subdivision or to the
issuance of such stock dividend shall be proportionately increased, and the Exercise Price shall be proportionately decreased, and in the event that
the Company shall at any time combine the outstanding securities as to which purchase rights under this Warrant exist, the number of securities
as to which purchase rights under this Warrant exist immediately prior to such combination shall be proportionately decreased, and the Exercise
Price shall be proportionately increased, effective at the close of business on the date of such subdivision, stock dividend or combination, as the
case may be.
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9.3 Cash Distributions.  No adjustment on account of cash dividends or interest on the securities as to which purchase rights
under this Warrant exist will be made to the Exercise Price under this Warrant.
 

10. Notice of Certain Events»
 

The Company shall provide the Holder with notice (similar in manner and in substance to the notice provided by the Company to its
stockholders and/or optionholders) of a Change of Control and/or an IPO, but in any event shall make commercially reasonable efforts to provide
at least 20 days notice prior to the closing of a Change of Control or IPO.
 

11. Miscellaneous»
 

11.1 Loss, Theft, Destruction or Mutilation of Warrant.  Upon receipt of evidence reasonably satisfactory to the Company of
the loss, theft, destruction or mutilation of this Warrant and, in the case of loss, theft or destruction, delivery of an indemnity agreement
reasonably satisfactory in form and substance to the Company or, in the case of mutilation, on surrender and cancellation of this Warrant, the
Company shall execute and deliver, in lieu of this Warrant, a new Warrant executed in the same manner as this Warrant and of like tenor and
amount.
 

11.2 Waivers and Amendments.  This Warrant and the obligations of the Company and the rights of the Holder under this
Warrant may be amended, waived, discharged or terminated (either generally or in a particular instance, either retroactively or prospectively and
either for a specified period of time or indefinitely) with the written consent of the Company (which shall not be required in connection with a
waiver of rights in favor of the Company) and the holders of at least a majority of the then-outstanding aggregate principal amount under the
Notes; provided, however, that no such amendment or waiver shall reduce the number of Shares represented by this Warrant without the consent
of the Holder hereof; and provided further, however, that nothing shall prevent the Holder from individually agreeing to waive the observation of
any term of this Warrant.  Any amendment, waiver discharge or termination effected in accordance with this Section 11.2 shall be binding upon
the Company, the Holder, and except pursuant to a waiver by an individual holder of another Warrant pursuant to the final proviso in the
immediately preceding sentence, each other holder of Warrants.
 

11.3 Notices.  Any notice, request or other communication required or permitted hereunder shall be given in accordance with
the Purchase Agreement.
 

11.4 Severability.  If one or more provisions of this Warrant are held to be unenforceable under applicable law, such
provision(s) shall be excluded from this Warrant and the balance of this Warrant shall be interpreted as if such provision(s) were so excluded and
shall be enforceable in accordance with its terms.
 

11.5 Successors and Assigns.  Neither this Warrant nor any rights hereunder are transferable without the prior written consent
of the Company.  Notwithstanding the foregoing, the Holder shall be permitted to transfer this Warrant to any affiliate (as that term is defined in
the Securities Act of 1933) of the Holder.  If a transfer is permitted pursuant to this Section, the transfer shall be recorded on the books of the
Company upon the surrender of this Warrant, properly endorsed, to the Company at its principal offices, and the payment to the Company of all
transfer taxes and other governmental charges imposed on such transfer.  In the event of a partial transfer, the Company shall issue to the holders
one or more appropriate new warrants.  Subject to the foregoing, the provisions of this Warrant shall inure to the benefit of, and be binding upon,
the successors, assigns, heirs, executors and administrators of the Company and the Holder.
 

11.6 Delays or Omissions.  No delay or omission to exercise any right, power, or remedy accruing to the Holder, upon any
breach or default of the Company under this Warrant shall impair any such right, power, or remedy of the Holder nor shall it be construed to be a
waiver of any such breach or default, or an acquiescence therein, or of or in any similar breach or default thereafter occurring; nor shall any
waiver of any single breach or default be deemed a waiver of any other breach or default therefore or thereafter occurring.  Any waiver, permit,
consent, or approval of any kind or character on the part of the Holder of any breach or default under this Warrant or any waiver on the part of
the Holder of any provisions or conditions of this Warrant must be made in writing and shall be effective only to the extent specifically set forth
in such writing.  All remedies, either under this Warrant or by law or otherwise afforded to the Investors, shall be cumulative and not alternative.
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11.7 Titles and Subtitles.  The titles of the paragraphs and subparagraphs of this Warrant are for convenience of reference only
and are not to be considered in construing this Warrant.
 

11.8 Construction.  The language used in this Warrant will be deemed to be the language chosen by the parties to express their
mutual intent and no rules of strict construction will be applied against any party.
 

11.9 Governing Law.  THIS WARRANT SHALL BE GOVERNED IN ALL RESPECTS BY THE LAWS OF THE STATE
OF DELAWARE AS SUCH LAWS ARE APPLIED TO AGREEMENTS BETWEEN DELAWARE RESIDENTS ENTERED INTO AND
TO BE PERFORMED ENTIRELY WITHIN DELAWARE.
 
 

[Remainder of page intentionally left blank]
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IN WITNESS WHEREOF, the Company has caused this Warrant to be executed by its officers thereunto duly authorized.

 
Ideal Power Converters, Inc.

By:                                                                           
Charles De Tarr
Chief Financial Officer

Address:   5004 Bee Creek Rd. Suite 600
                  Spicewood TX 78669

 
Attn:          Charles De Tarr
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NOTICE OF EXERCISE
 
 
TO:           Ideal Power Converters, Inc.
 
ATTN:  Secretary
 

1.  The undersigned hereby elects to purchase ______________ shares (the “Shares”) of the _________________ Stock of Ideal Power
Converters, Inc., pursuant to the terms of the attached Warrant, and tenders herewith payment of the purchase price in full.

 
2.  Please issue a certificate or certificates representing the Shares in the name of the undersigned or in such other name as is specified below:

 
 
(Print Name)
Address:                                                      
 

3.  The undersigned confirms that the undersigned is an “accredited investor,” and that the Shares are being acquired for the account of the
undersigned for investment only and not with a view to, or for resale in connection with, the distribution thereof, and that the undersigned
has no present intention of distributing or selling the Shares.

 
 
(Date)                                                                         
 
(Signature)
 
(Print Name)
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NOTICE OF CONVERSION
 
TO:           Ideal Power Converters, Inc.

ATTN:  Secretary
 
 

1.  The undersigned hereby elects to convert the attached Warrant into __________ shares (the “Shares”) of the _________________ Stock
(the “Shares”) of Ideal Power Converters, Inc., pursuant to Section 2.2 of such Warrant, which conversion shall be effected pursuant to the
terms of the attached Warrant.

 
2.  Please issue a certificate or certificates representing the Shares in the name of the undersigned or in such other name as is specified below:

 
(Print Name)
 
Address:                                                
 
 

3.  The undersigned represents that the undersigned is an “accredited investor,” and that the Shares are being acquired for the account of the
undersigned for investment and not with a view to, or for resale in connection with, the distribution thereof, and that the undersigned has no
present intention of distributing or reselling such shares.

 
 
(Date)                                                                         
 
(Signature)
 
(Print Name)
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Exhibit 10.22

TEXAS EMERGING TECHNOLOGY FUND AWARD
AND SECURITY AGREEMENT

BETWEEN THE STATE OF TEXAS
AND

IDEAL POWER CONVERTERS, INC.

THIS TEXAS EMERGING TECHNOLOGY FUND AWARD AND SECURITY AGREEMENT (this "Agreement") shall be effective as of
the last date of execution hereof by the parties hereto, as reflected on the signature page hereto (the "Effective Date"), and is by and between the
State of Texas, acting by and through the Office of the Governor Economic Development and Tourism (the "OOGEDT') and Ideal Power
Converters, Inc., a Texas corporation (the "Company").

RECITALS

A. Pursuant to Texas Government Code Chapter 490, the State of Texas has allocated $300 million, to be used with the express
written approval of the Governor, Lieutenant Governor, and Speaker of the House of Representatives to develop and diversify the economy of
the State of Texas by expediting innovation and commercialization of research; attracting, creating, or expanding private sector entities that will
promote a substantial increase in high-quality jobs; and increasing higher education applied technology research capabilities.

B. Article Ill, Section 52-a of the Texas Constitution expressly authorizes the State of Texas to use public funds for the public
purposes of development and diversification of the economy of the State of Texas, the elimination of unemployment or underemployment in the
State of Texas, or the development of commerce in the State of Texas.

C. The Governor, Lieutenant Governor, and Speaker have each approved the Award (as defined below) from the Emerging
Technology Fund to the Company, as evidenced in the letter attached as Exhibit A hereto.

D. To ensure that the benefits the OOGEDT provides under this Agreement are utilized in a manner consistent with Article III, Section
52-a of the Texas Constitution, and other applicable laws, the Company has agreed to comply with certain conditions and deliver certain
performance, in exchange for receiving the benefits associated with the Award to the Company.

E. The Company and the OOGEDT desire to set forth herein the provisions relating to the awarding of such monies and the
disbursement thereof to the Company.

IN CONSIDERATION of the Award and the premises, covenants, agreements and provisions contained in this Agreement, the
parties to this Agreement, intending to be legally bound, agree as follows:

Article I
DEFINITIONS

Section 1.01 Defined Terms. As used in this Agreement, the following terms shall have the meanings set out respectively after each
such term (the meanings to be equally applicable to both the singular and plural forms of the terms defined), unless the context specifically
indicates otherwise:

A. "Additional Amount" -has the meaning set forth in Section 3.02.
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B.           "Agreement" has the meaning set forth in the preamble .

C.           "Application" -has the meaning set forth in Section 2.02.

D.           "Award" - means an award of monies from the OOGEDT to the Company in an amount equal to the sum of the Initial
Amount plus any Additional Amounts that may be disbursed pursuant to the terms and conditions of this Agreement.

E.           "Collateral" -has the meaning set forth in Section 4.01.

F.           "Common Stock" -has the meaning set forth in the Unit.

G.           "Company"-has the meaning set forth in the preamble.

H.           "Compliance Verification" -has the meaning set forth in Section 5.05.

I.             "Effective Date"-has the meaning set forth in the preamble.

J.             "Event of Default" -has the meaning set forth in Section 2.07. K. "GAAP" -has the meaning set forth in Section l2.07

L.            "Initial Amount" -has the meaning set forth in Section 3.03.

M.           "Lien" - means, with respect to any asset, any mortgage, deed of trust, pledge, hypothecation, assignment, charge, deposit
arrangement, encumbrance, easement, lien (statutory or other), security interest or other security arrangement relating to such asset and
any other preference, priority or preferential arrangement of any kind or nature whatsoever relating to such asset.

N.           "Note"-has the meaning set forth in Section 3.04(B).

O.         "Office of the Governor Economic Development and Tourism" - means the Economic Development and Tourism Division
within the Office of the Governor, and any designated representatives thereof.

P.               "OOGEDT"-has the meaning set forth in the preamble.

Q.           "Opinion Letter" -has the meaning set forth in Section 3.04(C).

R.           "Permitted Liens"-means, with respect to any Person, any of the following:

(i)       Liens (1) with respect to the payment of truces, assessments or other governmental charges or (2) of suppliers, carriers,
materialmen, warehousemen, workmen or mechanics and other similar Liens, in each case imposed by law or arising in the ordinary
course of business, and, for each of the Liens in clauses (1) and illabove for amounts that are not yet due or that are being contested
in good faith by appropriate proceedings diligently conducted and with respect to which adequate reserves or other appropriate
provisions are maintained on the books of such Person;

(ii)                  Liens of a collection bank on items in the course of collection arising under Section 4.208 of the Texas UCC or any
similar section under the Uniform Commercial Code of any other applicable state;

(iii)                  Liens, pledges or cash deposits made in the ordinary course of business (1) in connection with workers'
compensation, unemployment insurance or other types of social security benefits (other than any Lien imposed by ERISA), (2) to
secure the performance of bids, tenders, leases, sales or other trade contracts (other than for the repayment of borrowed money) or
(3) made in lieu of, or to secure the performance of, surety, customs, reclamation or performance bonds (in each case not related to
judgments or litigation);
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(iv)                  judgment liens (not including those for the payment of taxes, assessments or other governmental charges covered in
(i) above) securing judgments and other proceedings not greater than $25,000 and pledges or cash deposits made in lieu of, or to
secure the performance of, judgment or appeal bonds in respect of such judgments and proceedings;

(v)                  Liens (1) ansmg by reason of zoning restrictions, easements, licenses, reservations, restrictions, covenants, rights-of-
way, encroachments, minor defects or irregularities in title (including leasehold title) and other similar encumbrances, restrictions or
limitations on the use of real property or (2) consisting of leases, licenses or subleases granted by a lessor, licensor, sublessor or
sublicensor on its property (in each case other than capital leases)
otherwise permitted hereunder that, for each of the Liens in clauses (1) and ffi
above, do not, in the aggregate, materially (x) impair the value or marketability of such real property or (y) interfere with the
ordinary conduct of the business conducted and proposed to be conducted at such real property;

(vi)                  Liens of landlords and mortgagees of landlords (1) arising by statute or under any lease or related contractual
obligation entered into in the ordinary course of business, (2) on fixtures and movable tangible property located on the real property
leased or subleased from such landlord, (3) for amounts not yet due or that are being contested in good faith by appropriate
proceedings diligently conducted and (4) for which adequate reserves or other appropriate provisions are maintained on the books
of such Person to the extent required by generally accepted accounting principals ("GAAP");

(vii)                  Liens arising by virtue of any statutory or common law provisions relating to banker's Liens, rights of set-off or
similar rights and remedies as to deposit accounts or other funds maintained with a depositary or financial institution; and

(viii)                  the title and interest of a lessor, sublessor, licensor or sublicensor in and to personal property leased, subleased,
licensed or sublicensed, in each case extending only to such personal property and any Liens arising from UCC Financing
Statements filed in connection therewith.

S.           "Person" - means any individual, corporation (including any non-profit corporation), general or limited partnership, limited
liability company, joint venture, estate, trust, association, organization, labor union, or other entity or governmental agency or body.

T.           "Right to Purchase"-has the meaning set forth in Section 3.04(8).

U.           "SEC" -means the United States Securities and Exchange Commission.

V.           "Secured Obligations" - means all obligations of the Company and its successors and assigns now or hereafter existing under
this Agreement and the Unit (including the Note), whether (i) for the prompt payment when due, whether at stated maturity or
otherwise) of principal , interest, costs, fees, expenses or otherwise (including the payment of amounts which would become due but for
the operation of the automatic stay under Section 362 of the United States Bankruptcy Code, 11 U.S.C. § 362), and/or (ii) for the
prompt performance or payment when due of any other obligation of the Company and its successors and assigns to the OOGEDT,
now or hereafter owing, whether direct or indirect, primacy or secondary, fixed or contingent, joint or several, regardless of how
created, evidenced or arising.

W.           "Security Term" - means the period commencing on the date of the disbursement of the Initial Amount and ending on the
earliest of the date on which (i) the Company has paid all principal and interest due under the Note pursuant to the terms of this
Agreement and the Unit; (ii) the OOGEDT has fully exercised the Right to Purchase under the Unit; and (iii) the OOGEDT's Right to
Purchase expires pursuant to the terms of the Unit.

X.           "Texas Emerging Technology Fund" - means the "fund" as defined under the Chapter 490 of the Texas Government Code.
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Y.           . "Texas UCC" - means the Uniform Commercial Code as from time to time in effect in the State of Texas.

Z.           "Unit" -has the meaning set forth in Section 3.04(B).

AA. "Unit Amendment" -has the meaning set forth in Section 3.02.

BB.           The following terms have the meanings given to them in the Texas UCC and terms used herein without definition that are
defined in the Texas UCC have the meanings given to them in the Texas UCC (such meanings to be equally applicable to both the
singular and plural forms of the terms defined): ''account", "account debtor", "as¬ extracted collateral", "certificated security", "chattel
paper", "commercial tort claim", "commodity contract", "deposit account'', "electronic chattel paper'', "equipment", "farm products",
"fixture", "general intangible", "goods", "health-care-insurance receivable'', "instruments", "inventory", "investment property", "letter-
of-credit right", "proceeds", "record", "securities account", "security", "supporting obligation" and "tangible chattel paper".

Article II
AWARD

Section 2.01 Award of Monies. The OOGEDT shall issue the Award to the Company and disburse the proceeds in accordance with
the conditions subsequent to its retention contained herein and the other provisions of this Agreement.

Section 2.02 Use of Award Proceeds. The Company shall use the Award to expedite commercialization that is intended to lead to an
increase in high-quality jobs in the State of Texas by adding the Award to its working capital and using the Award in the development of its
business, through acquisition of capital assets and/or reasonable and appropriate business expenses only in furtherance of the commercialization
of large scale photovoltaic inverters as described in the application previously submitted by the Company the OOGEDT (the "Application").
Notwithstanding the foregoing, the Award shall not be used for repayment of debt, in any form, including but not limited to (i) repayment to
any members of the Company's board of directors, its officers, its investors, its shareholders or any other affiliates of the Company, (ii) any
restructuring of any existing debt (other than repayment of the Note pursuant to the terms of this Agreement and the terms of the Unit, and other
than accounts payable (excluding capital leases) incurred in the ordinary course of business upon customary industry terms) or (iii) payment on
any capital leases.

Section 2.03 Commercialization Milestones. The Company commits to using all of its reasonable efforts to meet the commercialization
milestones attached as Exhibit C hereto as promptly as practicable. Promptly following the attainment of any such milestone, the Company shall
provide the OOGEDT with sufficient evidence, to the satisfaction of the OOGEDT, that the milestones have been met by the date listed for each
milestone. The Company agrees that new milestones shall be submitted to and approved by the OOGEDT prior to any disbursements of
Additional Amounts pursuant to Section 3.02 hereof.

Section 2.04 Guarantee of Commercialization or Manufacturing/Principal Place of Business. The Company agrees that a substantial
percentage of any new or expanded commercialization or manufacturing of any real or intellectual product resulting from the Award shall be
established in the State of Texas. New or expanded commercialization may include, but shall not be limited to, the occurrence of the following in
the State of Texas: employment, capital investment, intellectual property development, manufacturing production, business expansion,
development of supplier relationships, financing, outside sources of capital, and university collaboration. Further, the Company agrees that it
shall maintain its principal place of business and its principal executive offices headquartered in the State of Texas throughout the term of this
Agreement.

Section 2.05 Use and Retention of Texas Suppliers. The Company shall use reasonable efforts to use qualified Texas-based suppliers
to provide products and services under this Agreement; provided, however, that the Company may in its sole discretion select suppliers and
contractors based on program needs, scientific criteria, and industry standards.
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Section 2.06 Company Representations, Warranties and Covenants. Without limiting the covenants, representations and warranties
provided in other sections of this Agreement , including without limitation those provided wider Article IV hereof, the Company further
covenants with, and represents and warrants to, the OOGEDT as of the Effective Date as follows:

A. The Company has all necessary corporate and legal authority to enter into, execute, and deliver this Agreement, the Unit and
all other documents referred to herein, and it has taken all actions necessary to duly execute and deliver all such agreements, instruments
and documents.

B. The Company shall comply with all of the terms, conditions, provlSlons, covenants, requirements, and warranties in this
Agreement and all other documents referred to herein.

C. The Company has made no material false statement or misstatement of fact in connection with its receipt of the Award, and
all of the information it previously submitted to the OOGEDT or which it shall submit to the OOGEDT in the future relating to the
Award or the disbursement of any of the Award is and shall be true and correct as of the date such information is submitted to the
OOGEDT.

D. The Company is not in violation of any provisions of its certificate of formation or bylaws (or other charter documents) or
of the laws of the State of Texas, the laws of the state in which it was formed or any other federal, state or local statutes, laws,
ordinances and regulations applicable to the Company and its business, and there are no actions, suits, or proceedings pending, or to its
knowledge threatened, before any judicial body or governmental authority against or affecting it, other than those specifically disclosed
in the Application, and it is not in default with respect to any order, writ, injunction, decree, or demand of any court or any governmental
authority which would impair its ability to enter into this Agreement, execute and issue the Unit, or perform any of its ob1igations
hereunder or thereunder or as required by the transactions contemplated hereby.

E. Neither the execution and delivery of this Agreement, or any document referred to herein, nor compliance with any of the
terms, conditions, requirements, or provisions contained in this Agreement or any documents referred to herein is prevented by,
constitutes a breach of, or shall result in a breach of, any term, condition, or provision of any agreement or document to which the
Company is now a party or by which it is bound.

F. The Company is a corporation duly organized, validly existing and in good standing under the laws of its jurisdiction of
incorporation and any other jurisdiction in which it is qualified to transact business as a foreign cotp0ration, and has provided the
OOGEDT sufficient evidence of such, and certifies that it owes no delinquent taxes to any taxing entity of the State of Texas as of the
Effective Date.

G. Except as set forth on Schedule 2.06(0), the Company, directly or indirectly, owns and has good title to or, in the case of
leased or licensed property and assets, has valid leasehold or license interests in, all property and assets necessary for the conduct of the
Company's business, in each case free and clear of all Liens and other encumbrances other than Permitted Liens.

H. Except as set forth on Schedule 2.06(H), there are no existing or contemplated transactions of a material nature involving the
Company by and between the members of the Company's board of directors, its officers, and/or its investors, shareholders or other
affiliates of the Company.

I. The Company is not the direct or indirect subsidiary of another operating company and is not reasonably susceptible, and
shall not in the future be reasonably susceptible, of being substantively consolidated with another Person in the context of bankruptcy or
insolvency proceedings.
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J. The Company has no subsidiaries as of the Effective Date and the Company hereby covenants and agrees that it shall not,
without the prior written consent of the OOGEDT (such consent to be granted or withheld in the sole discretion of the OOGEDT),
create or acquire any subsidiary during the Security Term. If the OOGEDT shall consent to the formation or acquisition of a subsidiary
(in its sole discretion), the Company shall provide the OOGEDT with a written supplement to Schedule 2.06(J) to this Agreement
providing in reasonable detail the following information regarding such subsidiary: (i) its name, (ii) its jurisdiction of formation and (iii)
the shares of capital stock (number of shares and percentage) of such subsidiary that are beneficially owned, directly or indirectly, by the
Company. The Company shall promptly provide the OOGEDT with an amended Schedule 2.06(J) to reflect any change with respect to
any such subsidiary that occurs during the Security Term.

K. The Company's jurisdiction of formation, legal name and organizational identification number, if any, and the location of the
Company's chief executive office or sole place of business, in each case as of the Effective Date, are specified on Schedule 2.06(K), and
such Schedule 2.06(K) also lists any jurisdictions of incorporation, legal names and locations of the Company's chief executive office or
sole place of business for the five (5) years preceding the Effective Date. The Company hereby covenants and agrees that it shall not
change its jurisdiction of formation, legal name, organizational identification number (if any) or the location of the Company's chief
executive office or sole place of business without first providing the OOGEDT with thirty (30) days prior written notice of the same,
and then only in accordance with the other terms and conditions of this Agreement.

L. The Company shall furnish a certificate executed by the Chief Executive Officer or Chief Financial Officer of the Company
on behalf of the Company certifying that the representations and warranties made by Company in this Section 2.06 (as modified by the
disclosure in any schedule or exhibit hereto) shall be true and correct in all material respects as of the Effective Date.

Section 2.07 Event(s) of Default. The following events shall, unless waived in writing by the OOGEDT, constitute an event of default
(each, an "Event of Default") under this Agreement upon the OOGEDT giving the Company thirty (30) days written notice of such event, and
the Company's failure to cure such event during such thirty (30) day time period for those Events of Default that can be cured within thirty (30)
days or within whatever time period is needed to cure those Events of Default that cannot be cured within thirty (30) days as long as the
Company is using its best efforts to cure, and is making reasonable progress in curing, such Events of Default; provided, however, that in no
event shall the time period to cure any Event of Default exceed three (3) months; provided, further, that notwithstanding the foregoing, any of
the following events that are not reasonably expected to be cured within such three (3) months shall, unless waived in writing by the OOGEDT,
constitute an Event of Default under this Agreement immediately upon the OOGEDT giving the Company written notice of such event:

A. The Company's failure, for any reason, to commercialize large scale photovoltaic inverters as described in the Application,
including but not limited to the discontinuance of (or an inability to continue) business operations for any reason.

B. The Company's failure to maintain its principal place of business or its principal executive offices headquartered in the State
of Texas throughout the term of this Agreement.

C. The Company or any business, branch, division, or department of the Company being convicted of a violation under Section
1324a(f) of the Immigrant and Nationality Act, 8 U .S.C. § 1324a(f).

D. The Company's failure to fully comply with any provision, term, condition or covenant contained in this Agreement, the
Unit, the Application, or any other document referred to herein.

E. If any representation or warranty made by the Company herein, or in the Application for funding, in any other document
furnished by Company pursuant to this Agreement, or in order to induce the OOGEDT to disburse any of the Award, shall prove to
have been untrue or incorrect in any material respect or materially misleading as of the time such representation or warranty was made.
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F.           The occurrence of any "Event of Default" (as defined in the Unit) under the Unit.

Section 2.08 Remedies. Subject to the notice and cure prov1s1ons in Section 2.07 hereof, upon the occurrence of an Event of Default
and at any time thereafter until such Event of Default is cured to the satisfaction of the OOGEDT, the OOGEDT may enforce any or all of the
following remedies (such rights and remedies being in addition to and not in lieu of any rights or remedies set forth in Section 4.10 below).

A. The OOGEDT may refrain from disbursing any amount of the Award not previously disbursed; provided, however, the
OOGEDT may make such a disbursement after the occurrence of an Event of Default without thereby waiving its rights and remedies
hereunder .

B. The OOGEDT, in its sole discretion, may demand that the full amount of the Award previously disbursed to the Company
be repaid with interest pursuant to the terms of the Note .

C. If the Company fails to repay the full amount under the Note as specified in Section 2.08(B) hereof within thirty (30) days
of demand by the OOGEDT, then such amount may, unless precluded by law, be taken from or off-set against any funds, grants,
awards, aids or other monies that the Company is otherwise entitled to receive from the State of Texas.

D. The OOGEDT may enforce (cumulatively and not exclusively, without the need to elect one or more remedies) any
additional remedies it may have in law or equity.

Section 2.09 Notification of Event of Default. The Company shall notify the OOGEDT in writing, as soon as possible and in any
event within five (5) days after its executive officers have obtained knowledge of the occurrence of each Event of Default or any condition,
occurrence or event which, after notice or lapse of time or both, would constitute an Event of Default. The Company shall include a statement
setting forth details of each Event of Default or condition, occurrence or event which, after notice or lapse of time or both, would constitute an
Event of Default, and the action which the Company proposes to take with respect thereto.

Section 2.10 Termination/Modification of Award. If the Company does not meet all conditions precedent in Section 3.04 below to the
satisfaction of the OOGEDT, or does not request in writing the first disbursement in Section 3.03 by the date that is three (3) months after the
Effective Date, then the OOGEDT' s obligation to disburse any of the Award shall terminate as of such day, and this Agreement shall become
null and void.

Section 2.11 Effect of Event of Defaultff ermination. If an Event of Default occurs and the Company is required to and does repay the
amount specified in Section 2.08(B) to the OOGEDT under the Note, then this Agreement shall automatically terminate as of the date full
repayment of the Note is received by the OOGEDT. Further, in any event OOGEDT may terminate this Agreement at any time following an
Event of Default following the expiration of any relevant opportunity to cure as provided by Section 2. 07.

Section 2.12 Right to Notice of Intellectual Property and/or Business Status. Upon any business dissolution, sale, merger, liquidation of
assets, bankruptcy of the Company or the occurrence of any material adverse effect regarding the Company or its business (or the existence of
facts that would reasonably be expected to result in a material adverse effect regarding the Company or its business), the Company shall provide
the OOGEDT with full business information as necessary to fully inform the OOGEDT, and provide an opportunity to participate in assisting
the Company in finding other avenues for fully developing and using the Company's intellectual property if appropriate. However, the
Company shall not be obligated to provide any information that it reasonably considers in good faith to constitute a trade secret or other highly
confidential information under this Section 2.12.

Section 2.13 Right to Terminate upon Repayment. Unless terminated earlier pursuant to Section 5.0l(B), the Company may at any time
following eighteen (18) months after the Effective Date, terminate this Agreement and be released from its obligations hereunder by paying the
OOGEDT an amount equal to the full amount of the principal and interest (and any other amounts) due under the Note pursuant to the terms of
the Unit.
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Section 2. 14 Survival of Right to Purchase. Anything herein to the contrary notwithstanding, the Unit and the Right to Purchase under
the Unit shall survive any termination of this Agreement and any repayment of the Note in accordance with the terms of the Unit.

Article III
DISBURSEMENT OF AWARD PROCEEDS

Section 3.01 Disbursement of Award. OOGEDT shall disburse the Award to the Company in accordance with Sections 3. 02 and
3.03 below, and only after all conditions precedent have been complied with to the satisfaction of the OOGEDT in Section 3.04 below. Under
no circumstance shaJl the OOGEDT be required to disburse funds in excess of the amount requested by the Company under the provisions
contained in Section 3.02 below, and the Company may not request less than the full amount of the Initial Amount outlined in Section 3.03
below.

Section 3.02 Disbursement. The Initial Amount of the Award shall be disbursed to the Company in accordance with Section 3.03
subject to the terms and conditions in this Agreement. At any time after the disbursement of the Initial Amount until the thirtieth (30th) month
after the Effective Date, the Company may request additional Award amounts be disbursed based on completion, or substantial completion, of
the milestones as set forth in Section 2.03 above. The OOGEDT, in its sole discretion, shall decide if any additional Award amounts (each, an
"Additional Amount") shall be disbursed to the Company and on what terms.After the OOGEDT's review of Company's performance under
this Agreement, the OOGEDT may decide to disburse Additional Amounts, may terminate this Agreement, or may decide to allow the
Agreement to continue under the terms and conditions herein without any disbursement of any Additional Amounts. The OOGEDT shall notify
the Company in writing of its decision as soon as practicable .If the Company is approved by the OOGEDT for any Additional Amounts, the
Company shall submit new milestones for the OOGEDT's approval. Upon the OOGEDT's approval of such new milestones, Exhibit C hereto
shall be amended as necessary to reflect the new milestones and such new milestones shall become a part of this Agreement and be incorporated
into Section 2.03 hereto. No Additional Amount may be disbursed until the OOGEDT has approved the new milestones and, if applicable
under Section 3.04(F), the Company has entered into an amendment to the Unit in the form attached hereto as Exhibit D (the "Unit
Amendment") and furnished the OOGEDT with the related information and officer's certificate required pursuant to Section 3.04(F). The
Company shall have until the thirtieth (30th) month after the Effective Date to request Additional Amounts. The parties hereto agree to execute
additional documents as needed to effectuate the terms of this Section 3. 02.

Section 3.03 Initial Disbursement. The OOGEDT shall disburse to the Company the initial Award disbursement amount of Two
Hundred Fifty Thousand Dollars ($250,000) (the "Initial Amount") as soon as practicable following the Effective Date provided that all other
requirements prior to receiving any disbursements pursuant to this Agreement have been satisfied.

Section 3.04 Conditions Precedent to Disbursement of Award. All of the following conditions precedent shall be met to the reasonable
satisfaction of the OOGEDT prior to any disbursement of the Award :

A. Prior to the Company receiving a disbursement outlined in Sections 3.02 or 3.3 above, the OOGEDT shall have received a
written request for disbursement of the Award.

B. Prior to the disbursement of the Initial Amount, the OOGEDT shall have received evidence, in fonn and substance
acceptable to the OOGEDT, showing that the Company has issued the OOGEDT a duly executed Investment Unit in the form attached
hereto as Exhibit B (the "Unit") providing OOGEDT with (i) a promissory note pursuant to which the Company promises to repay the
OOGEDT, in accordance with the terms of this Agreement and the Unit, the full amount of the Award with interest (the 'Note") and (ii)
a right to acquire (the "Right to Purchase") shares of the Company's capital stock.
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C. Prior to the disbursement of the Initial Amount, the OOGEDT shall have received an outside counsel opinion letter provided
by Company's counsel (the "Opinion Letter"). The Opinion Letter shall provide that the Company is in compliance with the following:

1.           The Company is a corporation validly existing and in good standing under the laws of its state of incorporation.
 
2.           The Company has the requisite corporate power and authority to own, operate and lease its properties and to carry on
its business as presently conducted .
 
3.           The Company is duly qualified to transact business (as either a domestic corporation or a foreign corporation) in the
State of Texas.
 
4.           The Company has the corporate power to enter into this Agreement and to issue the Unit and the securities issuable
upon exercise of the Right to Purchase under the Unit.
 
5.           All issued and outstanding equity securities of the Company have been duly authorized and validly issued and are
fully-paid and non-assessable.
 
6.           The execution and delivery of the Award and Security Agreement and the Investment Unit does not violate the
Company's certificate of formation and bylaws (or other similar governing documents) or any of the material agreements
specifically identified in the opinion as "Reviewed Agreements. "
 
7.           Assuming timely filing of all relevant federal and state securities filings necessary to perfect any relevant registration
exemptions, the issuance of the Unit and the equity securities issuable upon exercise of the Right to Purchase under the Unit do
not require registration under applicable state and federal securities laws and regulations.

D. No Event of Default under this Agreement or event which would constitute an Event of Default but for the requirement that
notice be given or that a period of grace or time elapse shall have occurred and be continuing .

E. The Company has supplied to the OOGEDT all other documentation that the OOGEDT may reasonably require.

F. If the "First Qualifying Financing Transaction" (as defined in the Unit) occurs prior to the disbursement of an Additional
Amount, then prior to the disbursement of the Additional Amount, the Company shall:

(i)           Prepare for execution by the parties the Unit Amendment reflecting the Additional Amount;

(ii)           furnish the OOGEDT with a statement containing the information required in Section 3.04(B)(ii) above with respect
to the percentage as of the date of the disbursement of the Additional Amount of the Commnon Stock that the amended Right
to Purchase represents as determined on a fully diluted basis; and

(iii)           furnish the OOGEDT with a certificate executed by the Chief Executive Officer or Chief Financial Officer of the
Company on behalf of the Company certifying, as of the date of the disbursement of the Additional Amount, that

(1) the percentage set forth in the statement provided pursuant to Section 3.04(F)(ii) above is true and correct and (2)
the representations and warranties made by the Company in Section 2.06 (as modified in any schedule or exhibit hereto) are true and correct in
all material respects.
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The process of this Section 3.04(F) shall be repeated for any subsequent disbursements of any Additional Amounts that occur
after a "First Qualifying Financing Transaction" under any subsequently issued Additional Unit. Except as context requires otherwise in this
Section 3.04, after the issuance of any Additional Unit, each reference in this Agreement to the "Unit" shall be deemed to include the Unit (as
amended by any Unit Amendments), each reference to the "Note" shall be deemed to include the Note (as amended by any Unit Amendments),
and each reference to the "Right to Purchase “shall be deemed to include the Right to Purchase (as amended by any Unit Amendments). Prior to
any disbursement of any Additional Amount for which the execution of a Unit Amendment is required, the Company agrees to execute and
deliver such further instruments and take such further actions as the OOGEDT may reasonably request in order to carry out the intent of this
Section 3.04(F).

Article IV
SECURITY INTEREST IN COLLATERAL

Section 4.01 Grant of Security Interest. As collateral security to secure the prompt payment and performance to the OOGEDT of the
Secured Obligations during the Security Term, the Company hereby assigns, pledges and grants to the OOGEDT for its benefit a continuing
first and prior security interest and Lien in and to all assets of the Company now owned or hereafter acquired, including, without limitation, (A)
all of the Company's present and future accounts, accounts receivable, contract rights, general intangibles, letter of credit rights, payment
intangibles, patents, trademarks, trademark rights, copyrights, intellectual property, chattel paper, documents, instruments, raw materials, work
in process, materials used or consumed in the Company's business, equipment, furniture, fixtures, vehicles and inventory, wherever located and
whether in the possession of the Company or any other person, now owned or hereafter acquired by the Company; (B) all present and future
increases, profits, combinations, reclassifications, improvements and products of, assessions, attachments and other additions to, tools, parts
and equipment used in connection with, and substitutes and replacements for, all or part of the foregoing assets of the Company; (C) all cash
and non-cash proceeds and other rights arising from or by virtue of, or from the voluntary or involuntary sale, lease or other disposition of, or
collections with respect to, or insurance proceeds payable with respect to, or proceeds payable by virtue of warranty or other claims against
manufacturers of, or claims against any other person with respect to, all or any part of the foregoing assets of the Company; (D) all present and
future security for the payment to the Company of any of the foregoing assets of the Company; (E) all goods which gave or will give rise to any
of the foregoing assets of the Company or are evidenced, identified or represented therein or thereby; and (F) all certificates of title,
manufacturer's statements of origin, other documents, accowits and chattel paper arising from or related to any of the foregoing assets of the
Company (collectively, the "Collateral"). The Company shall mark its books and records as may be necessary or appropriate to evidence, protect
and perfect the OOGEDT's security interest and shall cause its financial statements to reflect such security interest. During the Security Tenn,
the Company shall promptly provide the OOGEDT with written notice of all commercial tort claims in which it is the plaintiff, such notice to
contain the case title together with the applicable court and a brief description of the claim(s). Upon delivery of each such notice, the Company
shall be deemed to hereby grant to the OOGEDT a security interest and Lien in and to such commercial tort claims and all proceeds thereof.

Section 4.02 Subsidiaries. Without limiting the generality of Section 4.01 above, to secure the Secured Obligations and the prompt
payment and performance to the OOGEDT wider the Note, if at any time during the Security Tenn the OOGEDT (in its sole discretion)
consents to permit the Company to create or acquire any subsidiaries (in each case in accordance with Section 2.06(1)), the Company hereby
assigns, pledges and grants to the OOGEDT for its benefit a continuing security interest in and to all the issued and outstanding equity interests
of each such subsidiary and shall cause each such subsidiary to promptly execute and deliver a security agreement in form and substance
reasonably satisfactory to the OOGEDT granting to the OOGEDT a security interest and Lien in all of such subsidiary's assets.
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Section 4.03 Perfection of Security Interest. The Company shall take all actions during the Security Term that may be necessary or
desirable, or that OOGEDT may reasonably request, so as to maintain the validity , perfection , enforceability and priority of the OOGEDT's
first and prior security interest in the Collateral or to enable the OOGEDT to protect, exercise or enforce its rights hereunder and in the
Collateral, including without limitation (A) the preparation and filing of all financing statements (including any continuation or amendment
statements), (B) delivering to the OOGEDT (or its designee) any and all instruments, tangible chattel paper, certificated securities or other
Collateral in which a security interest may be perfected by possession as set forth in the Texas UCC, (C) granting OOGEDT (or its designee)
"control" (as defined in the Texas UCC) over any and all investment property, deposit accounts, securities accounts, (D) filing security
agreements and other notices with the United States Patent and Trademark Office and any other government agency in connection with the
perfection of security interests in intellectual property Collateral and (E) using commercially reasonable efforts to obtain any and all consents or
approvals from any applicable third parties. The OOGEDT (or its designee) is hereby authorized to file financing statements without signature
in accordance with the Texas UCC or the Uniform Commercial Code of any other jurisdiction from time to time and by its signature hereto, the
Company hereby authorizes the OOGEDT to file against the Company, one or more financing statements (including any continuation or
amendment statements) pursuant to the Texas UCC or the Uniform Commercial Code of any other jurisdiction from time to time in form and
substance satisfactory to the OOGEDT (which statements may have a description of collateral which is broader than that set forth herein
provided that, in the event of conflict, the description of the Collateral set forth herein shall be controlling as to the property or assets in which
the OOGEDT has been granted a security interest and Lien).

Section 4.04 Disposition of Collateral. During the Security Term, the Company hereby covenants and agrees to safeguard and protect
all Collateral, to maintain all Collateral in good working order (subject to ordinary wear and tear) and make no disposition thereof except for
goods or inventory sold in the ordinary course of business.

Section 4.05 Preservation of Collateral. Following the occurrence, and during the continuance, of an Event of Default during the
Security Term and in addition to other rights and remedies available to the OOGEDT, the OOGEDT may take such steps as the OOGEDT
deems necessary to protect the OOGEDT's interest in and to preserve the Collateral. The Company shall cooperate fully with all of the
OOGEDT's efforts to preserve the Collateral and shall take such actions to preserve the Collateral as the OOGEDT may direct.

Section 4.06 Defense of OOGEDT's Interests. Until the expiration of the Security Term, the OOGEDT's interests in the Collateral
shall continue in full force and effect. The Company shall defend the OOGEDT's first and prior security interest and its other interests in the
Collateral against any and all persons whatsoever. At any time following demand by the OOGEDT for payment in accordance with the terms of
this Agreement and the Note, the OOGEDT shall have the right to take possession of the indicia of the Collateral and the Collateral in whatever
physical form contained. After the occurrence of an Event of Default, the OOGEDT, at its option, may instruct all suppliers, customers, carriers,
forwarders, warehousers or others receiving or holding cash, checks, inventory, documents or instruments in which the OOGEDT holds a
security interest to deliver same to the OOGEDT.

Section 4.07 Notification of Assignment of Receivables; Cash and Cash Equivalents. At any time following the occurrence and during
the continuance of an Event of Default during the Security Term, the OOGEDT shall have the right to send notice of the assignment of, and the
OOGEDT's security interest in and Lien on, the Company's account receivables to any and all customers or any third party holding or otherwise
concerned with any of the Collateral. Thereafter, the OOGEDT shall have the sole right to collect the accounts receivables, take possession of
the Collateral, or both, to the extent necessary secure the obligations of the Company under the Note and all proceeds of any Collateral received
by the Company in cash or cash equivalents shall be held by the Company in trust for the OOGEDT, segregated from other funds of the
Company, and shall, promptly upon receipt by the Company of such proceeds, be turned over to the OOGEDT in the exact form received (with
any necessary endorsement).
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Section 4.08 Exculpation of Liability. Nothing herein contained shall be construed to constitute OOGEDT as the Company's agent for
any purpose whatsoever, nor shall the OOGEDT be responsible or liable for any shortage, discrepancy, damage, loss or destruction of any part
of the Collateral wherever the same may be located and regardless of the cause thereof. The OOGEDT, whether by anything herein or in any
assignment or otherwise, does not assume any of the Company's obligations under any contract or agreement assigned to the OOGEDT, and
the OOGEDT shall not be responsible in any way for the perfonnance by the Company of any of the terms and conditions thereof. Anything
herein to the contrary notwithstanding, (A) the Company shall remain liable under the contracts and agreements included in the Collateral, to the
extent set forth therein, and shall perform all of its duties and obligations under such contracts and agreements to the same extent as if this
Agreement had not been executed, and (B) the exercise by the OOGEDT of any of its rights hereunder shall not release the Company from any
of its duties or obligations under any such contracts or agreements included in the Collateral.

Section 4.09 Financing Statements. Except for the financing statements filed by the OOGEDT and the financing statements described
on Schedule 4.09 hereto, no financing statement covering any of the Collateral or any proceeds thereof is on file in any public office.

Section 4.10 Remedies with Respect to the Collateral. If the OOGEDT shall proceed to realize its benefits under this Agreement or any
other documents granting the OOGEDT a Lien upon any Collateral, either by judicial foreclosure or by non-judicial sale or enforcement, the
OOGEDT may, at its sole option, determine which of its remedies or rights it may pursue without affecting any of its rights and remedies under
this Agreement. If, in the exercise of any of its rights and remedies, the OOGEDT shall forfeit any of its rights or remedies, including its right
to enter a deficiency judgment against the Company or any other Person, whether because of any applicable laws pertaining to "election of
remedies" or the like, the Company hereby consents to such action by the OOGEDT and waives any claim based upon such action, even if such
action by the OOGEDT shall result in a full or partial loss of any rights of subrogation that the Company might otherwise have had but for such
action by the OOGEDT. In addition to any other rights or remedies hereunder or under applicable law, the Company hereby agrees that the
OOGEDT and its successors and assigns shall have all of the following rights and remedies with respect to the Collateral:

A. UCC Remedies. During the continuance of an Event of Default, the OOGEDT may exercise, in addition to all other rights
and remedies granted to it in this Agreement and in any other instrument or agreement securing, evidencing or relating to any Secured
Obligation, all rights and remedies of a secured party under the Texas UCC or any other applicable law.

B. Disposition of Collateral. Without limiting the generality of the foregoing, the OOGEDT may, without demand of
performance or other demand, presentment, protest, advertisement or notice of any kind (except any notice required by law referred to
below) to or upon the Company or any other Person (all and each of which demands, defenses, advertisements and notices are hereby
waived), during the continuance of any Event of Default (personally or through its agents or attorneys), (i) enter upon the premises
where any Collateral is located, without any obligation to pay rent, through self-help, without judicial process, without first obtaining a
final judgment or giving the Company or any other Person notice or opportunity for a hearing on the OOGEDT' s claim or action, (ii)
collect, receive, appropriate and realize upon any Collateral and (iii) sell, grant option or options to purchase and deliver any Collateral,
in one or more parcels at public or private sale or sales, at any exchange, broker's board or office of the OOGEDT or its designee or
elsewhere upon such terms and conditions as it may deem advisable and at such prices as it may deem best, for cash or on credit or for
future delivery without assumption of any credit risk. The OOGEDT shall have the right, upon any such public sale or sales and, to the
extent permitted by the Texas UCC and other applicable requirements of law, upon any such private sale, to purchase the whole or any
part of the Collateral so sold, free of any right or equity of redemption of the Company, which right or equity is hereby waived and
released.
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C. Management of the Collateral. The Company further agrees, that, during the continuance of any Event of Default, (i) at the
OOGEDT's request, it shall assemble the Collateral and make it available to the OOGEDT at places that the OOGEDT shall reasonably
select, whether at the Company's premises or elsewhere, (ii) without limiting the foregoing, the OOGEDT also has the right to require
that the Company store and keep any Collateral pending further action by the OOGEDT and, while any such Collateral is so stored or
kept, provide such guards and maintenance services as shall be necessary to protect the same and to preserve and maintain such
Collateral in good condition, (iii) until the OOGEDT is able to sell any Collateral, the OOGEDT shall have the right to hold or use such
Collateral to the extent that it deems appropriate for the purpose of preserving the Collateral or its value or for any other purpose deemed
appropriate by the OOGEDT and (iv) the OOGEDT may, if it so elects, seek the appointment of a receiver or keeper to take possession
of any Collateral and to enforce any of the OOGEDT' s remedies, with respect to such appointment without prior notice or hearing as to
such appointment. The OOGEDT shall not have any obligation to the Company to maintain or preserve the rights of the Company as
against third parties with respect to any Collateral while such Collateral is in the possession of the OOGEDT.

D.     Application of Proceeds. The OOGEDT shall apply the cash proceeds of any action taken by it pursuant to this Section 4.
10, after deducting all reasonable costs and expenses of every kind incurred in connection therewith or incidental to the care or
safekeeping of any Collateral or in any way relating to the Collateral or the rights of the OOGEDT hereunder, including reasonable
attorneys' fees and disbursements, to the payment in whole or in part of the Secured Obligations and, only after such application and
after the payment by the OOGEDT of any other amount required by applicable law, the surplus, if any, to the Company.

E. Direct Obligation. The OOGEDT shall not be required to make any demand upon, or pursue or exhaust any right or remedy
against, the Company or any other Person with respect to the payment of the Secured Obligations or to pursue or exhaust any right or
remedy with respect to any Collateral therefor or any direct or indirect guaranty thereof. All of the rights and remedies of the OOGEDT
hereunder and under the Unit shall be cumulative, may be exercised individually or concurrently and not exclusive of any other rights or
remedies provided by any requirement of law. To the extent it may lawfully do so, the Company absolutely and irrevocably waives and
relinquishes the benefit and advantage of, and covenants not to assert against the OOGEDT, any valuation, stay, appraisement,
extension, redemption or similar laws and any and all rights or defenses it may have as a surety, now or hereafter existing, arising out of
the exercise by them of any rights hereunder. If any notice of a proposed sale or other disposition of any Collateral shall be required by
law, such notice shall be deemed reasonable and proper if given at least ten (10) days before such sale or other disposition.

F. Commercially Reasonable. To the extent that applicable requirements of law impose duties on the OOGEDT to exercise
remedies in a commercially reasonable manner, the Company acknowledges and agrees that it is not commercially unreasonable for the
OOGEDT to do any of the following:

(i) fail to incur significant costs, expenses or other liabilities reasonably deemed as such by the OOGEDT to prepare any
Collateral for disposition or otherwise to complete raw material or work in process into finished goods or other finished
products for disposition;

(ii) fail to obtain permits, or other consents, for access to any Collateral to sell or for the collection or sale of any Collateral, or,
if not required by other requirements of law, fail to obtain permits or other consents for the collection or disposition of any
Collateral;

(iii) fail to exercise remedies against account debtors or other Persons obligated on any Collateral or to remove Liens on any
Collateral or to remove any adverse claims against any Collateral;

(iv) advertise dispositions of any Collateral through publications or media of general circulation , whether or not such Collateral
is of a specialized nature or to contact other Persons, whether or not in the same business as the Company, for expressions of
interest in acquiring any such Collateral;
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(v) exercise collection remedies against account debtors and other Persons obligated on any Collateral, directly or through the
use of collection agencies or other collection specialists, hire one or more professional auctioneers to assist in the disposition of
any Collateral, whether or not such Collateral is of a specialized nature or, to the extent deemed appropriate by the OOGEDT,
obtain the services of other brokers, investment bankers, consultants and other professionals to assist the OOGEDT in the
collection or disposition of any Collateral, or utilize internet sites that provide for the auction of assets of the types included in
the Collateral or that have the reasonable capacity of doing so, or that match buyers and sellers of assets to dispose of any
Collateral;

(vi)           dispose of assets in wholesale rather than retail markets;

(vii) disclaim disposition warranties, such as title, possession or quiet enjoyment; or

(viii) purchase insurance or credit enhancements to insure the OOGEDT against risks of loss, collection or disposition of any
Collateral or to provide to the OOGEDT a guaranteed return from the collection or disposition of any Collateral.

The Company acknowledges that the purpose of this Section 4. 10 is to provide a non¬ exhaustive list of actions or omissions
that are commercially reasonable when exercising remedies against any Collateral and that other actions or omissions by the OOGEDT
shall not be deemed commercially unreasonable solely on account of not being indicated in this Section 4.10.Without limitation upon the
foregoing, nothing contained in this Section 4.10 shall be construed to grant any rights to the Company or to impose any duties on the
OOGEDT that would not have been granted or imposed by this Agreement or by applicable requirements of law in the absence of this
Section 4.10.

 
G. IP Licenses and Real Property Licenses. For the purpose of enabling the OOGEDT to exercise rights and remedies under

this Section 4.10 (including in order to take possession of, collect, receive, assemble, process, appropriate, remove, realize upon, sell or
grant options to purchase any Collateral) at such time as the OOGEDT shall be lawfully entitled to exercise such rights and remedies,
the Company hereby grants to the OOGEDT, effective only upon the occurrence of an Event of Default (following the expiration of any
applicable cure period) and during the continuation thereof, (i) an irrevocable, transferable, nonexclusive, worldwide license (exercisable
without payment of royalty or other compensation to the Company), including in such license the right to sublicense, use and practice
any intellectual property now owned or hereafter acquired by the Company and access to all media in which any of the licensed items
may be recorded or stored and to all software and programs used for the compilation or printout thereof and (ii) an irrevocable license
(without payment of rent or other compensation to the Company) to use, operate and occupy all real property owned, operated, leased,
subleased or otherwise occupied by the Company.

Section 4.11 Notices. In addition to any other notices required hereunder, the Company shall promptly notify the OOGEDT in writing
of its acquisition of any interest hereafter in property that is of a type where (A) perfection can be determined or effected by control or
possession (each as defined in the Texas UCC) or (B) a security interest or Lien must be or may be registered, recorded or filed under, or notice
thereof given under, any federal statute or regulation.

Article V
MISCELLANEOUS

Section 5.01 Term of Agreement. Unless terminated earlier pursuant to the terms of this Agreement, except for Section 5.18 hereof and
the Unit (which shall survive any termination of this Agreement), this Agreement shall terminate on the earlier of (A) the date ten (10) years
after the Effective Date and (8) the date on which the OOGEDT receives a full return in connection with a Qualifying Liquidation Event (as
defined in the Unit) as contemplated by Section J .6(b) of the Unit.
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Section 5.02 Record Keeping and Reporting. The Company shall maintain or cause to be maintained books, records, documents and
other evidence pertaining to compliance with the requirements contained in this Agreement, and upon request shall allow the OOGEDT, or
auditors for the OOGEDT, including the State Auditor for the State of Texas, to inspect, audit, copy, or abstract, all of its books, records,
papers, or other docwnents relevant to the Award. The Company shall use GAAP in the maintenance of such books and records, and shall
retain or cause to be retained all of such books, records, documents and other evidence for a period of seven (7) years from and after the later of
(A) the date that this Agreement is terminated or this Agreement's term expires and (B) unless the Right to Purchase under the Unit (as it may
be amended hereunder) expires without having been exercised, the date on which the OOGEDT fully divested all rights and ownership of all
stock that was issued upon the OOGEDT's exercise of its Right to Purchase under the Unit.

Section 5.03 Unit Records/Information. If at any point following the execution and issuance of the Unit the OOGEDT becomes
obligated to file disclosure reports with the SEC pursuant to Section 13 or Section 16 of the Securities Exchange Act of 1934, as amended, by
virtue of the OOGEDT holding the Unit or securities issuable upon exercise of the Right to Purchase under the Unit, the Company agrees to
provide any and all information reasonably necessary to assist the OOGEDT in making any such timely filings with the SEC.

Section 5.04 Certification Relating to Undocumented Workers. By execution of this Agreement, the Company, including any business,
branch, division, and department of the Company, certifies that it does not currently employ any undocumented worker (as defined in Texas
Government Code Section 2264.001(4)) and that the Company shall not knowingly employ an undocumented worker hereafter .

Section 5.05 Compliance Verification Reporting. Each year throughout the term of this Agreement, on each anniversary of the
Effective Date, the Company shall deliver to the OOGEDT a compliance verification report signed by a duly authorized representative of the
Company that shall verify the Company 's compliance with each of the Company's agreements, covenants and obligations under this Agreement
(each, a "Compliance Verification"). Further, the Company shall provide the OOGEDT reasonable access to the Company's annual financial
reports. In addition to each annual Compliance Verification, the Company shall also provide the OOGEDT a Compliance Verification on the
earlier of (i) six (6) months after the Effective Date and (ii) the date on which the Company makes a request to the OOGEDT for disbursement
of an Additional Amount. Each Compliance Verification that has become due shall be submitted prior to the Company receiving any Additional
Amounts. All Compliance Verifications shall be in a form reasonably satisfactory to the OOGEDT and shall include appropriate back-up data.

Section 5.06 Liability. In no event shall either party be liable to the other party for any indirect, special, punitive, exemplary, incidental
or consequential damages. This limitation shall apply regardless of whether or not the other party has been advised of the possibility of such
damages.

Section 5.07 Indemnification by the Company and Hold llarmless. The Company agrees to indemnify and hold the OOGEDT, the
maker of the Award, and its agents, officers, employees and assigns harmless for any and all losses, claims, suits, actions, and liability,
including any litigation costs, that arise from any act or omission of the Company or any of its officers, and employees, agents, contractors,
assignees, and affiliates relating to the project for which the Award is made regardless of whether the act or omission is related to job creation or
other stated purpose of the Award.

Section 5.08 EX.PRESS NEGLIGENCE. THE INDEMNITY SET FORTH IN THIS AGREEMENT IS INTENDED TO BE
ENFORCEABLE AGAINST THE COMPANY AND ITS SUCCESSORS AND ASSIGNS IN ACCORDANCE WITH THE EXPRESS
TERMS AND SCOPE HEREOF NOTWITHSTANDING TEXAS' EXPRESS NEGLIGENCE RULE OR ANY SIMILAR DIRECTIVE
THAT WOULD PROHIBIT OR OTHERWISE LIMIT INDEMNITIES BECAUSE OF THE NEGLIGENCE (WHETHER SOLE,
CONCURRENT, ACTIVE OR PASSIVE) OR OTHER FAULT OR STRICT LIABILITY OF THE OOGEDT AND/OR ITS AGENTS,
OFFICERS, EMPLOYEES AND ASSIGNS.
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Section 5.09 Relationship of the Parties. The parties shall perform their respective obligations under this Agreement as independent
contractors and not as agents, employees, partners, joint venturers, or representatives of the other party. Neither party shall be permitted or
empowered to make representations or commitments that bind the other party. The Company is not a "governmental body" by virtue of this
Agreement or the use of the Award under the Texas Emerging Technology Fund, any other funding, the issuance of the Unit or the issuance of
capital stock upon exercise of the Right to Purchase under the Unit.

Section 5.10 Binding Effect and Assignment. The Company may not assign this Agreement or any of its rights or obligations
hereunder without the prior written consent of the OOGEDT . The OOGEDT may assign this Agreement and any of its rights or obligations
hereunder without the consent of the Company. Subject to the foregoing, this Agreement and all terms, provisions and obligations set forth
herein shall be binding upon and shall inure to the benefit of the parties and their respective successors and assigns and all other state agencies
and any other agencies, departments, divisions, governmental entities, public corporations and other entities that shall be successors to each of
the parties or that shall succeed to or become obligated to perform or become bound by any of the covenants, agreements or obligations
hereunder of each of the parties hereto.

Section 5.11 Waiver. Neither the failure by the Company or the OOGEDT, in any one or more instances to insist upon the complete
and total observance or performance of any term or provision hereof, nor the failure of the Company or the OOGEDT to exercise any right,
privilege, or remedy conferred hereunder or afforded by law shall be construed as waiving any breach of such term, provision, or the right to
exercise such right, privilege, or remedy thereafter. In addition, no delay on the part of either the Company or the OOGEDT, in exercising any
right or remedy hereunder shall operate as a waiver thereof, nor shall any single or partial exercise of any right or remedy preclude other or
further exercise thereof or the exercise of any other right or remedy .

Section 5.12 Entire Agreement. This Agreement, the Unit and the other documents referred to and incorporated herein by reference
embody the entire agreement between the Company and the OOGEDT, and there are no other agreements, either oral or written, between the
Company and the OOGEDT on the subject matter hereof. This Agreement may be amended, modified and supplemented only by written
agreement between the parties hereto.

Section 5.13 Applicable Law and Venue. This Agreement is made and entered into in the State of Texas, and this Agreement and all
disputes arising out of or relating thereto shall be governed by the laws of the State of Texas, without regard to any otherwise applicable conflict
of law rules or requirements.

The Company agrees that any action, suit, litigation or other proceeding (collectively "litigation") arising out of or in any way relating
to this Agreement, or the matters referred to therein, shall be commenced exclusively in the Travis County District Court or the United States
District Court for the Western District of Texas, Austin Division, and hereby irrevocably and unconditionally consents to the exclusive
jurisdiction of those courts for the purpose of prosecuting and/or defending such litigation. The Company hereby waives and agrees not to
assert by way of motion, as a defense, or otherwise, in any suit, action or proceeding, any claim that (A) the Company is not personally subject
to the jurisdiction of the abovenamed courts, (B) the suit, action or proceeding is brought in an inconvenient forum or (C) the venue of the suit,
action or proceeding is improper.

Section 5.14 Dispute Resolution.

A. Informal Meetings. The parties' representatives shall meet as needed to implement the terms of this Agreement and shall
make a good faith attempt to informally resolve any disputes.

B. Non-binding Mediation. Except to prevent irreparable harm for which there is no adequate remedy at law, neither party shall
file suit to enforce this Agreement without first submitting the dispute to confidential , non-binding mediation before a mediator mutually
agreed upon by the parties.

Section 5.15 Publicity. The parties agree to cooperate fully to coordinate with each other in connection with all press releases and
publications regarding this Agreement. The Company shall not issue any press releases or other publicity regarding this Agreement or the
Award without the prior written consent of OOGEDT.
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Section 5.16 No Waiver of Sovereign Immunity. Nothing in this Agreement may be
construed to be a waiver of the sovereign immunity of the OOGEDT to suit.

Section 5.17 Severability. If any provision of this Agreement is finally judged by any court to be invalid, then the remaining provisions
shall remain in full force and effect and they shall be interpreted, performed , and enforced as if the invalid provision did not appear herein.

Section 5.18 Survival of Promises. Notwithstanding any expiration, termination or cancellation of this Agreement, the rights and
obligations pertaining to payment or repayment of funds confidentiality, disclaimers and limitation of liability, indemnification, and any other
provision implying survivability shall remain in effect after this Agreement ends.

Section 5.19 Force Majeure. Except for the obligation to make payments under this Agreement and the Unit when due and
indemnification obligations arising hereunder, neither party shall be required to perform any obligation under this Agreement or be liable or
responsible for any loss or damage resulting from its failure to perform so long as performance is delayed by force majeure or acts of God,
including but not limited to strikes, lockouts or labor shortages, embargo, riot, war, revolution, terrorism, rebellion, insurrection, flood, natural
disaster, or interruption of utilities from external causes.

Section 5.20 Counterparts. This Agreement may be executed in any number of counterparts, each of which when so executed and
delivered shall be an original, but such counterparts shall together constitute one and the same instrument.

Section 5.21 Notices. All notices, requests, demands and other communications shall be in writing and shall be deemed given and
received (A) on the date of delivery when delivered by hand, (B) on the following business day when sent by confirmed simultaneous telecopy,
(C) on the following business day when sent by receipted overnight courier or (D) three (3) business days after deposit in the United States
Mail when mailed by registered or certified mail, return receipt requested, first class postage prepaid, as follows:

Ifto the OOGEDT to:

Financial Services ETF Compliance PO Box 12878
Austin, TX 78711-2878
Email: ETF.Compliance@govemor .state.tx.us

with a concurrent copy to:

ATTN: Emerging Technology Fund Award Program General Counsel
Office of the Governor
P.0 Box 12428 Austin, Texas 78711 Phone:512-463-1788 Fax: 512-463-1932

If to Company to:

William C. Alexander , President
 

Ideal Power Converters, Inc.
1225 Overlook Circle Spicewood, Texas 78669

Phone: (512) 560-0774
Fax: (512) 687-5357

with a concurrent copy to:
Thomas F. Ryan Attorney at Law
1216 Edgewater Dr.
Spicewood, Texas 78669
Phone: (512) 289-7382
Fax:(830) 596-0400
Attn: Tom Ryan
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provided, however, that if any party shall have designated a different address by written notice to the other party, then to the last address so
designated.

Section 5.22 Construction. The language in all parts of this Agreement shall be construed, in all cases, according to its fair meaning.
The parties acknowledge that each party and its counsel have reviewed this Agreement and that any rule of construction to the effect that any
ambiguities are to be resolved against the drafting party shall not be employed in the interpretation of this Agreement. Whenever used herein, the
terms "include," "includes" and "including" shall be deemed to be followed by the phrase, "without limitation,".

Section 5.23 Headings. The headings of the sections and subsections of this Agreement are inserted for convenience only and shall not
be deemed to constitute a part hereof.

Section 5.24 Schedules and Exhibits. The schedules and exhibits referred to herein and required to be delivered pursuant to the terms
hereof are hereby incorporated fully herein by this reference.

Section 5.25 Saturdays, Sundays, Holidays, etc. If the last or appointed day for the taking of any action or the expiration of any right
required or granted herein shall be a Saturday or a Sunday or shall be a legal holiday in the State of Texas, then such action may be taken or
such right may be exercised on the next succeeding day not a legal holiday.

Section 5.26 Additional Requirements. The Company and the OOGEDT agree to comply with the following additional requirements .

(Ifthere are no additional requirements then insert the word "NONE".)

[NONE.]

(THE REMAINING PORTION OF THIS PAGE WAS INTENTIONALLY LEFT BLANK)
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IN TESTIMONY HEREOF, the Company and the OOGEDT have executed this Texas Emerging Technology Fund Award and
Security Agreement on the day and date indicated immediately below their respective signatures.

The State of Texas

/s/ Raymond C. Sullivan
Chief of Staff
Officer of the Governor
 
10-1-10
Date

Ideal Power Converters, Inc.

/s/ William All"xander
President
 
8-25-10
Date
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Exhibits and Schedules

Exhibits

Exhibit A Approval Letter from Governor, Lieutenant Governor and Speaker
Exhibit B Investment Unit
Exhibit C Milestones
Exhibit D Form of Unit Amendment

Schedules

Schedule 2.06(G) Title to Assets

Schedule 2.06(H) Related Party Transaction
Schedule 2.06(J) Subsidiaries
Schedule 2.06(K) Organizational Information
Schedule 4.09 Financing Statements
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S T A T E   O F   T E X A S

DAVID DEWHURST
LIEUTENANT GOVERNOR

P.O. Box 12068
Austin, Texas 78711-2068

(512) 463..0001

RICK PERRY
GOVERNOR

P.O. Box 12428
Austin, Texas 78711-2428

(512) 463-2000

JOE STRAUS
SPEAKER OF THE HOUSE

P.O. Box 2910
Austin, Texas 78768-2910

(512) 463-3000
 
 

July 22, 2010

Mr. William Alexander Chief Executive Officer
Ideal Power Converters, Inc. 5004 Bee Creek Road, Suite 600
Spicewood, Texas 78669

Dear Mr. Alexander:

The State of Texas is honored that Ideal Power Conve11ers, Inc. is dedicated to the commercialization of large scale photovoltaic inverters that
will lead to an increase in high quality job s in our state. We are confident that you will find Texas to have an ideal environment for expediting
your emerging teleology to the market.

During the 79th Texas Legislative Session, the Texas Emerging Technology Fund was created as a tool to develop and diversify the Texas
economy by expediting innovation and commercialization of research . Allocations from the fund support the creation of high-quality jobs,
address priorities in emerging technology fields and leverage private investment for activities that will strengthen the economic future of the
state.

 We value your commercial drive and commitment to advance technology in our state, and are prepared to award $250,000 of a reserved amount
of up to $1,000,000 contingent upon execution of a formal• Texas Emerging Technology FundAg1:eement to be negotiated. Any additional
awards from the reserved amount other than the initial $250,000 award will be contingent upon certain achievements or deliverables to be
specified in the agreement. This offer may be rescinded if a finalized agreement is nor executed by all applicable parties within three months of
the date of this letter.

Texas is pleased to provide this incentive for economic development purposes, and we look forward to working with you to help you achieve
your objectives for this project.

Sincerely

Rick Perry, Governor
David Dewhurst, Lieutenant Governor
Joe Straus, Speaker of the House

cc: Mr. Ray Sullivan, Chief of Staff; Office of the Governor, Mr. Aaron Demerson, Executive Director, Economic Development and Tourism,
Ms. Susan Davenpo1t, Executive Director, CTRCIC Regional Center of Innovation and Commercialization
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Exhibit B Investment Unit

See attached.
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Exhibit 10.23

NEITHER THIS INVESTMENT UNIT NOR THE PROMISSORY NOTE UNDER ARTICLE I OF THIS INVESTMENT UNIT OR THE
EQUITY SECURITIES ISSUABLE UPON EXERCISE OF THE RIGHT TO PURCHASE UNDER ARTICLE II OF THIS INVESTMENT
UNIT (COLLECTIVELY, THE "SECURITIES REPRESENTED HEREBY") HAVE BEEN REGISTERED UNDER THE SECURITIES
ACT OF 1933 (THE "ACT") OR QUALIFIED UNDER THE SECURITIES LAWS OF ANY STATE. THE SECURITIES REPRESENTED
HEREBY MAY NOT BE SOLD, OFFERED FOR SALE, PLEDGED OR HYPOTHECATED IN THE ABSENCE OF AN EFFECTIVE
REGISTRATION STATEMENT UNDER THE ACT, TOGETHER WITH QUALIFICATION UNDER APPLICABLE STATE
SECURITIES LAW, OR AN OPINION OF COUNSEL OR OTHER EVIDENCE SATISFACTORY TO THE COMPANY AND ITS
COUNSEL THAT SUCH REGISTRATION AND QUALIFICATION ARE NOT REQUIRED.

Ideal Power Converters, Inc.
INVESTMENT UNIT

October 1, 2010

This Investment Unit (this "Unit") has been issued by the undersigned, Ideal Power Converter, Inc.], a Texas corporation (the
"Company"), in connection with that certain Texas Emerging Technology Fund Award and Security Agreement (the "Fund Agreement"),
effective as of the date hereof (the ..Effective Date"), by and between the Company and the State of Texas, acting by and through the Office of
Governor Economic Development and Tourism, together with its nominees or assigns (the "OOGEDT'), pursuant to which the Company is
receiving from the OOGEDT an award of funding under the Emerging Technology Fund subject to conditions which could, upon satisfaction,
require repayment. This Unit is subject to all of the terms and provisions of the Fund Agreement.

This Unit consists of a promissory note (the "Note") and a right to purchase equity securities (the "Right to Purchase").

ARTICLE I
NOTE

Section 1.1 Promissory Note . This Article I consists of the Note.

Section 1.2 Promise to Pay. FOR VALUE RECEIVED, the Company hereby promises to pay to the order of the OOGEDT the
principal sum equal to the full amount of all disbursements of the Award (as defined in the Fund Agreement) that are made prior to the First
Qualifying Financing Transaction (as hereinafter defined) from time to time under the Fund Agreement (collectively, the "Principal") together
with interest thereon at a rate of eight percent (8%) simple interest per annum accruing daily from the date such amounts are disbursed under the
Fund Agreement and calculated on the basis of a 365 or 366 day year, as the case may be ("Interest"), as hereinafter set forth in this Article I.

Section 1.3 General Payment Terms. Principal and Interest due hereunder shall be paid in the lawful currency of the United States of
America at such address as the OOGEDT may designate.

Section 1.4 Mandatory Repayment. The Principal, together with all accrued and unpaid Interest on the Principal balance shall be due
and payable upon demand by the OOGEDT upon the occurrence of an Event of Default (as hereinafter defined) in accordance with the terms
hereinafter set forth and the terms of the Fund Agreement. In the event of any conflict between the terms hereof and the terms of the Fund
Agreement with respect to mandatory repayment, the terms of the Fund Agreement shall control.

Section 1.5 Optional Prepayment. The Company may pay, at its option, all sums of unpaid Principal and accrued but unpaid Interest at
any time on or after eighteen (18) months following the Effective Date if the Company elects to terminate the Fund Agreement in accordance with
Section 2. 13 of the Fund Agreement.
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Section 1.6 Cancellation of Note. This Note shall be canceled, the Principal and Interest evidenced hereby shall be irrevocably granted to
the Company in its entirety and the Company shall be released of all covenants, liabilities and obligations under this Article I on and after the
earlier of (a) the tenth anniversary of the Effective Date and (b) the date by which the OOGEDT has received a cash return (by way of (i) sale of
shares to persons who are not then Company Associates or Company Affiliates or (ii) payment of a dividend) on the Common Stock, Prior
Financing Shares or Next Financing Shares (each as hereinafter defined) that in aggregate equals or exceeds all sums of unpaid Principal and
accrued but unpaid Interest at such time. The cancellation of this Note, if such event occurs, shall constitute a contribution of capital to the
Company to facilitate the public purposes described in the Fund Agreement.

Section 1.7 Qualifying Liquidation Event. "Qualifying Liquidation Event" means (a) (i) a Stock Acquisition (as hereinafter defined) or
(ii) a sale, conveyance, or other disposition of all or substantially all of the property or business of the Company and its subsidiaries (taken as a
whole) or the Company's merger into or consolidation with any other corporation in which (in the case of (i) or (ii) above) more than fifty percent
(50%) of the voting power of the Company is disposed of to persons who are not then Company Associates or Company Affiliates (each as
hereinafter defined) and, (b) in each such case, in which the aggregate return received by the OOGEDT upon such event with respect to the
Common Stock or Next Financing Shares, as the case may be, is equal to or greater than the total amount of the outstanding Principal and Interest
due under this Note as of the date the OOGEDT receives such return.

Section 1.8 Events of Default.

(a) The occurrence or existence of any one of the following events or conditions shall constitute an "Event of Default"
hereunder:

(i) the breach of any covenant or other tenn or condition of this Unit and the continuance thereof for a period of thirty
(30) days after the OOGEDT's written notice to the Company thereof;

(ii) any of the Company's representations or warranties made in herein or in connection herewith being false or
misleading inany material respect when made or as of the time as of which it was made; or

(iii) any "Event of Default" under the Fund Agreement, as such term is defined in the Fund Agreement.

(b) Upon the occurrence of any Event of Default, the OOGEDT shall have the right to (i) declare all sums of unpaid Principal
and accrued but unpaid Interest and all other amounts properly payable hereon immediately due and payable and (ii) exercise any and all
other rights available to it hereunder or under the Fund Agreement or at law or in equity, all of which rights and powers may be exercised
cumulatively and not alternatively.

Section 1.9 Usury. Notwithstanding any provision to the contrary contained herein, the Fund Agreement or any other agreement
entered into in connection with this Note or as security therefor or otherwise, it is expressly provided that in no case or event shall the aggregate
of (a) all Interest on the unpaid balance of Principal, accrued or paid from the date hereof and (b) the aggregate of any other amounts accrued or
paid pursuant hereto, which under applicable laws are or may be deemed to constitute interest upon the indebtedness evidenced hereby from the
date hereof, ever exceed the Ceiling Rate (as hereinafter defined).In this connection, the Company and the OOGEDT stipulate and agree that it is
their common and overriding intent to contract in strict compliance with applicable usury laws. In furtherance thereof, none of the terms hereof
shall ever be construed to create a contract to pay, as consideration for the use, forbearance or detention of money, interest at a rate in excess of
the Ceiling Rate. The Company or other parties now or hereafter becoming liable for payment of the indebtedness evidenced by the Note shall
never be liable for interest in excess of the Ceiling Rate. If, for any reason whatever, the interest paid or received on the Note during its full term
produces a rate which exceeds the Ceiling Rate, the OOGEDT shall credit against the principal of this Note (or, if such indebtedness shall have
been paid in full, shall refund to the payor of such interest) such portion of said interest as shall be necessary to cause the interest paid on this
Note to produce a
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rate equal to the Ceiling Rate. All sums contracted for, charged or received by the OOGEDT or the holder of this Note for the use, forbearance or
detention of the indebtedness evidenced hereby shall, to the extent required to avoid or minimize usury and to the extent permitted by applicable
law, be amortized, prorated, allocated and spread throughout the fuH stated term of this Note so that the interest rate does not exceed the Ceiling
Rate. The provisions of this Section 1.9 shall control all agreements, whether now or hereafter existing and whether written or oral, between the
Company and any holder of this Note. As used herein, the term "Ceiling Rate" means, on any day, the maximum nonusurious rate of interest
permitted for that day by whichever of applicable federal or Texas laws permits the higher interest rate, stated as a rate per annum.

Section 1.10 Cost of Collection. Ifthe OOGEDT retains an attorney in connection with any Event of Default or to collect, enforce or
defend this Note or any papers intended to secure or guarantee it in any lawsuit or in any probate, reorganization, bankruptcy or other proceeding,
or if the Company sues the OOGEDT in connection herewith or any such papers and does not prevail, then the Company agrees to pay to the
OOGEDT, in addition to the Principal and Interest , all reasonable costs and expenses incurred by the OOGEDT in trying to collect this Note or
in any such suit or proceeding, including reasonable attorneys' fees.

Section 1.11 Waivers. Except for any notices that are specifically required by another provision hereof, the Company and any and all
endorsers, guarantors and sureties severally waive notice (including, but not limited to, notice of intent to accelerate and notice of acceleration,
notice of protest and notice of dishonor), demand, presentment for payment, protest, diligence in collecting and the filing of suit for the purpose
of fixing liability and consent that the time of payment hereof may be extended and re-extended from time to time without notice to any of them.
Each such person agrees that his, her or its liability on or with respect to this Note shall not be affected by any release of or change in any
guaranty or security at any time existing or by any failure to perfect or maintain perfection of any lien against or security interest in any such
security or the partial or complete unenforceability of any guaranty or other surety obligation, in each case in whole or in part, with or without
notice and before or after the term hereof.

Section 1.12 Federal Tax Classification. It is expressly provided that the promise to pay to the order of the OOGEDT that is
evidenced by this Note is not intended to be classified as indebtedness for U.S. federal income purposes unless and until an Event of Default
occurs and the OOGEDT declares payable all sums of unpaid Principal. The Company and any and all endorsers, guarantors and sureties agree
to report the Note consistent with this Section 1.12 for all U.S. federal income tax purposes except as otherwise required by law.

ARTICLE II
RIGHT TO PURCHASE

Section 2.1 Right to Purchase. This Article II consists of the Right to Purchase, which
certifies that, for the value received, the OOGEDT is entitled to purchase from the Company up to the number of shares set forth in Section 2.3
below (subject to adjustment in accordance with the provisions hereof) of either (a) shares of common stock of the Company, $0.01 par value per
share ("Common Stock") or (b) shares ("Next Financing Shares") of the same class of capital stock or series of preferred stock as shall be issued
in the First Qualifying Financing Transaction (as hereinafter defined).

Section 2.2 Purchase Price . The price per share (the "Purchase Price") of Common Stock or Next Financing Shares, as the case may
be, purchased hereunder shall be $0.01 per share.

Section 2.3 Number of Shares.

(a) The number of shares of Common Stock (in the case of Section 2.3(a)(ii)(C) below) or Next Financing Shares (in the case
of Section 2.3(a)(ii)(A) and or (B) below), to be issued upon the OOGEDT's exercise of this Right to Purchase shall be equal to the
quotient obtained by dividing: exercise, by

(i)         The total amount of the Award disbursed as of the date of the exercise, by
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(ii)         Either:
 

 (A) if the First Qualifying Financing Transaction is closed and consummated on or before ninety (90) days after the
Effective Date, then the Stock Price (as hereinafter defined) of such First Qualifying Financing Transaction; or

(B) if the First Qualifying Financing Transaction is closed and consummated after ninety (90) days following the
Effective Date and on or prior to the date thirty (30) months after the Effective Date, then eight-tenths (0.80) multiplied
by the Stock Price of such First Qualifying Financing Transaction; or

(C) if no First Qualifying Financing Transaction is closed and consummated on or before the date thirty (30) months
after the Effective Date or the OOGEDT exercises its Right to Purchase prior to the closing and consummation of a
First Qualifying Financing Transaction, then $7.3768.

(b) No fractional shares shall be issued upon the exercise of this Right to Purchase. Instead of any fractional share that would
otherwise be issuable upon a conversion hereunder, the Company shall pay the OOGEDT a cash amount in respect of such fractional
share based upon the applicable Stock Price of the whole shares of Common Stock or Next Financing Shares, as the case may be,
issuable to the OOGEDT upon such exercise.

(c) The Company shall notify the OOGEDT in writing of the terms of the First Qualifying Financing Transaction at least
fifteen (15) days prior to the anticipated closing of such transaction; (ii) deliver all material closing documentation regarding the First
Qualifying Financing Transaction to the OOGEDT so that the OOGEDT actually receives such documentation within three (3) business
days of the closing of the First Qualifying Financing Transaction; and (iii) and provide promptly such additional information to the
OOGEDT as the OOGEDT may reasonably request.

(d) "Stock Price" means,as applicable:

(i) With respect to Common Stock, (A) if Common Stock is sold in the First Qualifying Financing Transaction , the price per
share at which such Common Stock is sold in the First Qualifying Financing Transaction; (B) if Common Stock is not sold in
the First Qualifying Financing Transaction, the price per share of capital stock that is sold in the First Qualifying Financing
Transaction as determined by dividing (1) the total amount received by the Company as consideration for the sale of such
capital stock, plus the minimum aggregate amount of additional consideration payable to the Company upon the conversion or
exchange of all such capital stock into Common Stock, if any, by (2) the total maximum number of shares of Common Stock
issuable upon the conversion or exchange of such capital stock; or (C) if there has been no First Qualifying Financing
Transactions, then $7.3768 per share; and

(ii) With respect to Next Financing Shares, the lesser of (i) the average price per share of Next Financing Shares, if any, that
are sold to Company Associates and/or Company Affiliates in the First Qualifying Financing Transaction and (ii) the average
price per share of Next Financing Shares that are sold to investors other than Company Associates and/or Company Affiliates
m the First Qualifying Financing Transaction .

(e) "Company Associates" means, as of any particular date, the current shareholders of the Company (including the holders of
Common Stock, preferred stock, or other capital stock of the Company), current debtholders of the Company , and current holders of
convertible securities or holders of any right to purchase or acquire any capital stock of the Company .

(f) "Company Affiliate" means a person who or that directly, or indirectly through one or more intermediaries, controls the
Company or is controlled by, or is under common control with, such a person.
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(g) "Associate Debt" means debt of the Company outstanding on the date of the First Qualifying Financing Transaction
(regardless of whether such debt is evidenced by a promissory note, a convertible promissory note or any other form or instrument) that
is owed to any Company Affiliate or any person (or any affiliate of such person) that is purchasing capital stock from the Company in the
First Qualifying Financing Transaction.

(h) "Stock Acquisition" means the sale by the Company's shareholders of all of the issued and outstanding shares of capital
stock of the Company to an acquiring person or entity.

(i) ''Threshold Amount" means the lesser of (i) Five Hundred Thousand Dollars ($500,000) and (ii) the amount of the Award
disbursed on the date of the closing of the First Qualifying Financing Transaction.

(j) "First Qualifying Financing Transaction" means the earlier of (i) a Qualifying Liquidation Event and (ii) the first issuance and
sale of Common Stock of the Company or other classes or series of authorized capital stock of the Company (excluding, however, (A)
any securities of the Company, other than capital stock, that are convertible into or exchangeable or exercisable for capital stock of the
Company, such as warrants, options, or convertible debt and (B) any capital stock issued in exchange for the retirement or partial
retirement of any Associate Debt, including without limitation any capital stock issued in exchange for any future promise to retire or
partially retire any Associate Debt) to occur following the Effective Date in a public offering or private placement, for an aggregate
amount of cash consideration received by the Company from persons other than Company Associates or Company Affiliates equal to or
greater than the Threshold Amount; provided, however, that, with respect to clause (ii) above, the cash proceeds received as consideration
by the Company in the First Qualifying Financing Transaction shall not be directly used in any single transaction or any series of related
transactions to make payments on any Associate Debt (unless the Company receives cash proceeds in the First Qualifying Financing
Transaction in excess of the Threshold Amount, in which case such excess amount may be used to make payments on Associate Debt) .

Section 2.4 Purchase Procedure .

(a) The purchase rights represented by this Right to Purchase are exercisable by the OOGEOT or its permitted assignee, in
whole or in part, at any time on or after the Vesting Date (as hereinafter defined) and on or before the earlier of ninety (90) days after (a)
the First Qualifying Financing Transaction and (b) the date thirty (30) months after the Effective Date, by delivering to the principal office
of the Company, or at such other office or agency as the Company may designate by notice in writing to the OOGEDT, a duly executed
Notice of Purchase in the form attached hereto as Exhibit A and, upon payment of the per share Purchase Price multiplied by the total
number of shares thereby purchased (the "Aggregate Purchase Price") (at the sole option of the OOGEDT, to be paid by cash or by check
or bank draft payable to the order of the Company, by cashless exercise as described below or by cancellation of indebtedness of the
Company to the OOGEDT), whereupon the OOGEDT shall be entitled to receive a certificate for the number of shares of Common Stock
or Next Financing Shares, as the case may be, so purchased. The OOGEDT, in its sole discretion, shall elect whether to purchase
Common Stock or Next Financing Shares upon its exercise of the purchase rights hereunder.

(b) "Vesting Date"means the earlier of (i) the date thirty (30) months after the Effective Date; (ii) the date on which the First
Qualifying Financing Transaction is closed and consummated; or (iii) the date on which any of the following events occur: (A) any capital
reorganization or any reclassification of the capital stock of the Company; (B) any consolidation or merger of the Company; (C) the
disposition or transfer of assets of the Company other than in the ordinary course of the Company's business; (D) any dividend or other
distribution to the holders of capital stock of the Company in the form of any asset, including without limitation securities of the
Company; or (E) the dissolution, liquidation or winding up of the Company; or(iv) the date of a Stock Acquisition.
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Section 2.5 Cashless Exercise. In lieu of paying the Purchase Price, the OOGEDT may exercise its purchase rights hereunder by
cashless exercise, which shall be effected by converting the Right to Purchase (the "Conversion Right") into shares of Common Stock or Next
Financing Shares, as the case may be, as follows. Upon exercise of the Conversion Right with respect to a particular nwnber of shares of
Common Stock or Next Financing Shares, as the case may be (the «Converted Right"), the Company shall deliver to the OOGEDT (without
payment by the OOGEDT of any cash, cancellation of indebtedness or delivery of any other consideration) that number of shares of Common
Stock or Next Financing Shares, as the case may be, equal to the quotient obtained by dividing (a) the difference between (i) the product of the
Stock Price of a share of Common Stock or Next Financing Shares, as the case may be, and the number of such shares into which the Converted
Right could have been exercised hereunder and (ii) the Aggregate Purchase Price that would have been payable upon such exercise of the
Converted Right, by (b) the applicable Stock Price.

Section 2.6 Issuance of Shares. The issuance of Next Financing Shares upon exercise of the purchase rights under this Right to
Purchase shall be upon and subject to the same terms and conditions (other than price or timing) applicable to the First Qualifying Financing
Transaction and, subject to Section 3. 4 below, the OOGEDT shall be entitled to all the same rights and preferences with respect to each share of
Next Financing Shares held by the OOGEDT to which all other holders of shares of the same class and series of stock are entitled. All shares of
Common Stock or Next Financing Shares, as the case may be, issued to the OOGEDT upon a purchase hereunder shall be validly issued, fully
paid, non-assessable and free from all tax.es, liens and charges. In case the OOGEDT shall exercise this Right to Purchase with respect to less
than all of the shares that may be purchased hereunder, or if future disbursements of the Award are made under the Fund Agreement following
any exercise hereof, this Right to Purchase shall thereafter represent the right to purchase the balance of such shares and any additional shares
represented by such additional Award disbursement. The issuance of certificates for shares upon exercise of this Right to Purchase shall be made
without charge to the holder thereof for any issuance tax in respect thereof or other cost incurred by the Company in connection with such
exercise and the related issuance of the shares. Notwithstanding anything to the contrary provided herein, the OOGEDT shall not be required to
execute, join or become a party to any other agreement, including any shareholders agreement, in connection with the issuance to the OOGEDT
of Next Financing Shares or Common Stock.

Section 2.7 Reservation of Shares. The Company shall at all times reserve and keep available out of its authorized but unissued
Common Stock, and once designated, Next Financing Shares, solely for the purpose of issuance upon the exercise of this Right to Purchase, the
maximum number of shares issuable upon the exercise of this Right to Purchase. If at any time the number of authorized but unissued shares
shall not be sufficient to permit exercise of this Right to Purchase, the Company shall take such corporate action as may be necessary to increase
its authorized but unissued shares of Common Stock and Next Financing Shares to such number of shares as shall be sufficient for such
purpose.

Section 2.8 Certain Adjustments. The number of shares of Common Stock or Next Financing Shares, as the case may be, purchasable
hereunder and the Purchase Price shall be subject to adjustment from time to time as hereinafter provided.

(a) In case of (i) any capital reorganization or any reclassification of the capital stock of the Company, (ii) any consolidation or
merger of the Company, (iii) the disposition or transfer of assets of the Company other than in the ordinary course of the Company's
business , (iv) any dividend or other distribution to the holders of capital stock of the Company in the form of additional shares of capital
stock of the Company or its subsidiaries, property or securities held by the Company or its subsidiaries (other than cash) or=rights,
options or warrants to purchase or otherwise acquire shares of capital stock of the Company or its subsidiaries, or (v) the dissolution,
liquidation or winding up of the Company, this Right to Purchase shall thereafter be exercisable for and the OOGEDT shall thereafter be
entitled to purchase (and it shall be a condition to the consummation of any such transaction or event that appropriate provision shall be
made so that the OOGEDT shall thereafter be entitled to purchase) the kind and amount of shares of stock and other securities and
property receivable in connection with such transaction by a holder of the number of shares of Common Stock or Next Financing Shares,
as the case may be, for which this Right to Purchase entitled the OOGEDT to purchase immediately prior to such capital reorganization,
reclassification of capital stock, non-surviving combination or disposition or other transaction; and in any such case appropriate
adjustments shall be made in the application of the provisions of this paragraph with
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respect to rights and interests thereafter purchasable upon the exercise of this Right to Purchase and the Purchase Price. In the case of a
capital reorganization or reclassification , the number of shares that the OOGEDT is entitled to purchase hereunder shall be
proportionately increased in the case of a split or subdivision or proportionately decreased in the case of a combination and the Purchase
Price shall be proportionately decreased in the case of a split or subdivision or proportionately increased in the case of a combination.

(b) In the case of any cash dividends declared or paid on the Common Stock or the Next Financing Shares, as the case may be,
of the Company prior to the exercise of this Right to Purchase, the OOGEDT shall be entitled, upon exercise of this Right to Purchase, to
receive the value of any such dividends to the full extent as if the OOGEDT had exercised this Right to Purchase as of the date of
declaration or payment of any such dividend. The OOGEDT, in its sole discretion, shall elect one of the two following methods for the
Company to pay the value of such dividends to the OOGEDT: (i) in cash or (ii) by adjusting this Right to Purchase to represent the right
to acquire, in addition to the number of shares receivable upon exercise hereof, and without payment of any additional consideration
therefor, the amount of such other shares of Common Stock or Next Financing Shares, as the case may be, of the Company that such
holder could have purchased with such cash dividend at the Stock Price had it received such cash dividends on the date of their
distribution and had thereafter retained such shares and/or all other additional stock available by it as aforesaid during such period, giving
effect to all adjustments called for during such period by the provisions hereof .

(c) Notice of Ad justments or Dividends. Upon any event that has the effect of causing an adjustment of shares of securities
purchasable (or payment of dividends) upon exercise of this Right to Purchase, a certificate, signed by (i) an authorized officer of the
Company or (ii) an independent firm of certified public accountants selected by the Company at its own expense, setting forth in
reasonable detail the events requiring the adjustment and the method by which such adjustment was calculated, shall promptly be mailed
to the OOGEDT and shall specify the adjusted Purchase Price and the number of shares of securities (and payment of dividends)
purchasable upon exercise of this Right to Purchase after giving effect to the adjustment.

Section 2.9 Stock Certificate Legend. Each certificate representing shares of Common Stock or Next Financing Shares issued pursuant
to this Right to Purchase shall be imprinted with a legend in substantially the following form:

 THE SHARES EVIDENCED BY THIS CERTIFICATE HAVE BEEN ACQUIRED FOR INVESTMENT AND HAVE
NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS AMENDED (THE "ACT''), ANDMAY NOT
BE OFFERED, SOLD, ASSIGNED, PLEDGED, HYPOTHECATED OR OTHERWISE DISPOSED OF UNLESS AND
UNTIL REGISTEREDUNDER THE ACT AND ANY APPLICABLE STATE SECURITIES LAWS, OR UNLESS
SUCH OFFER, SALE, ASSIGNMENT, PLEDGE, HYPOTHECATION, TRANSFER OR OTHER DISPOSITION IS
EXEMPT FROM REGISTRATION OR IS OTHERWISE IN COMPLIANCE WITH THE ACT AND SUCH LAWS, AS
THE SAME MAY BE AMENDED FROM TIME TO TIME.
 
THE SHARES EVIDENCED BY THIS CERTIFICATE ARE SUBJECT TO THE TERMS OF AN INVESTMENT UNIT
AND AN EMERGING TECHNOLOGY FUND SECURITY AND AWARD AGREEMENT, EACH DATED AS OF
OCTOBER 1 2010 BYANDBETWEENTHE COMPANY AND THE STATE OF TEXAS, ACTING BY AND
THROUGH THE OFFICE OF GOVERNOR ECONOMIC DEVELOPMENT AND TOURISM, WHICH INVESTMENT
UNIT AND AGREEMENT CONTAIN, AMONG OTHER PROVISIONS, RESTRICTIONS ON THE TRANSFER
SALE, OR OTHER DISPOSITION OF THE SHARES EVIDENCED BY THIS CERTIFICATE. A COPY OF SUCH
INVESTMENT UNIT AND AGREEMENT HAS BEEN FILED, AND IS AVAILABLE FOR REVIEW BY THE
RECORD HOLDER OF THIS CERTIFICATE, AT THE PRINCIPAL OFFICE OF THE COMPANY.
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Section 2.10 No Impairment. So Jong as this Right to Purchase is outstanding and unexercised, the Company shall not, by
amendment of its certificate of formation (or other formation document) or bylaws or through any reorganization, transfer of assets,
consolidation, merger, dissolution, issue or sale of securities or any other voluntary action avoid or seek to avoid the observance or performance
of any of the terms to be observed or performed hereunder by the Company, but shall at all times in good faith assist in the carrying out of all the
provisions of this section and in the taking of all such action as may be necessary or appropriate in order to protect the rights of the OOGEDT
hereunder against impairment.

ARTICLE III
MISCELLANEOUS

 
Section 3.1 Representations and Covenants of the Company.

(a) The Company shall comply with the Act, all applicable state securities laws, and all other applicable laws and regulations in
respect of the issuance of this Unit and the issuance of any securities issued or issuable under Article II hereof, and shall timely make all
required filings and reports under such laws and regulations.

(b) The Company represents that it has the power to issue this Unit and to carry out the obligations hereunder, and the execution,
delivery and performance by the Company of this Unit has been duly authorized by all necessary corporate action.

(c) The Company shall maintain or cause to be maintained books, records, documents and other evidence pertaining to
compliance with the requirements contained in this Unit, and during all such time when the OOGEDT is holding this Unit or any
securities issued upon the exercise of the Right to Purchase under Article II hereof, upon request shall allow or cause the entity which is
maintaining such items to allow the OOGEDT, or auditors for the OOGEDT, including the State Auditor for the State of Texas, to
inspect, audit, copy, or abstract, all of its books, records, papers, or other documents relevant to this Unit and the securities issued or
issuable upon exercise of the Right to Purchase under Article II hereof. The Company shall use or cause the entity that is maintaining
such books and records to use generally accepted accounting principles in the maintenance of such books and records, and shall retain or
cause to be retained all of such books, records, documents and other evidence for a period of seven (7) years from and after the later of (i)
the date that the Fund Agreement is terminated or the Fund Agreement's tenn expires and (ii) unless the Right to Purchase hereunder
expires without having been exercised, the date on which the OOGEDT fully divested all rights and ownership of all stock that was
issued upon the OOGEDT's exercise of its Right to Purchase under Article II hereof.

Section 3.2 Representations and Covenants of the OOGEDT. The OOGEDT, by acceptance of this Right to Purchase, agrees that the
right to purchase shares of Common Stock, Next Financing Shares or other securities to be issued upon exercise hereof are being acquired for the
OOGEDT's own account to be held on behalf of the State of Texas pursuant to the provisions of Chapter 490 of the Texas Government Code
and that the OOGEDT shall not offer, sell or otherwise dispose of this Right to Purchase or any shares issuable hereunder except under
circumstances that will not result in a violation of the Act or any securities laws of any state. Otherwise, the OOGEDT is permitted at any time
and without limitation to offer, sell or otherwise dispose of this Right to Purchase and any shares of securities issued hereunder in a manner that
is in compliance with the Act and any applicable state securities laws of, including making such offers, sales or dispositions under Rule 144 of
the Act. Prior to any offer, sale, or other disposition of this Right to Purchase and any securities issued hereunder, the OOGEDT shall provide
the Company with fifteen (15) days written notice thereof.

Section 3.3 Notices . Any notice, request or other communication required or permitted hereunder shall be in writing and shall be
deemed to have been duly given if personally delivered or mailed by registered or certified mail, postage prepaid, or by recognized overnight
courier or personal delivery at the respective addresses of the parties as set forth herein or on the register maintained by Company. The Company
and the OOGEDT may by notice so given change the OOGEDT's and the Company's respective address for future notice hereunder. Notice shall
conclusively be deemed to have been given when received. The current addresses for notice are as follows:

 
-8-



 
 
To OOGEDT: Financial Services
ETF Compliance PO Box 12878
Austin, TX 78711-2878
Email: ETF.Compliance@governor.state.tx.us

with a concurrent copy to:

ATTN: Emerging Technology Fund Award Program General Counsel
Office of the Governor
P.0 Box 12428
Austin, Texas 78711
Phone: 512-463-1788
Fax: 512-463-1932

To Company:
William C. Alexander, President
Ideal Power Converters, Inc.
1225 Overlook Circle
Spicewood, Texas 78669
Phone: (512) 560-0774

Fax: (512) 687-5357

with a concurrent copy to:
Thomas F. Ryan Attorney at Law
1216 Edgewater Dr.
Spicewood, Texas 78669
Phone:(512) 289-7382
Fax: (830) 596-0400
Attn: Tom Ryan

Section 3.4 No Rights as Shareholder. Nothing in the Unit shall be construed as conferring on the OOGEDT or any other person any
voting rights or other rights as a shareholder of the Company . Further, from and after any exercise of the Right to Purchase under Article II
hereof, so long as the OOGEDT holds such capital stock, the OOGEDT shall grant a revocable proxy (the "'Proxy") of all its voting rights to the
then-current Chief Executive Officer (or, if no Chief Executive Officer is then serving, President) of the Company with respect to each matter that
is presented for a vote to holders of capital stock held by the OOGEDT, substantially in the form attached hereto as Exhibit B (which form shall
provide, among other things, that such Proxy shall be voted in proportionate accordance to the votes of such other holders (holding shares of the
same class and series of stock as the OOGED1) on the matter). It is the general intent of the OOGEDT not to revoke the Proxy unless the
OOGEDT's rights and interests would be adversely and disproportionately effected in connection with a matter on which the OOGEDT
otherwise would have the right to vote, and any such determination regarding whether any such matter has or would have an adverse or
disproportionate effect on the OOGEDT' s rights and interests shall be made in the sole discretion of the OOGEDT. Notwithstanding anything to
the contrary herein, in the Fund Agreement or in connection with the OOGEDT's grant of the Proxy, upon exercise of the Right to Purchase
hereunder, the OOGEDT shall become the record holder of the Common Stock or Next Financing Shares, as the case may be, and shall have all
legal and beneficial ownership rights thereto at all times (except as is specifically set forth in the Proxy). In addition, notwithstanding the
OOGEDT's grant of the Proxy, the Company shall provide the OOGEDT with all notices to which holders of Common Stock or Next Financing
Shares, as the case may be, are entitled, including without limitation all notices of shareholders' meetings and all notices of any votes upon any
matters submitted for a vote of the holders of Common Stock or the Next Financing Shares, as the case may be, which notices shall be delivered
by the Company to the OOGEDT on or before such date as shall provide the OOGEDT with adequate time to revoke the Proxy prior to such
meeting or vote if the OOGEDT so chooses.
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Section 3.5 Right of First Offer. Ifthe OOGEDT shall decide at any time that it wants to sell, transfer or assign all or any portion of its
Common Stock or Next Financing Shares (as the case may be, the "Offered Shares") to any person or entity that is not another Texas state
agency, the OOGEDT shall first provide the Company with a written offer to sell the Offered Shares to the Company at a specified price per
share. The Company shall then have thirty (30) days to accept or reject such offer with respect to all but not less than all of the Offered Shares. If
the Company irrevocably accepts the offer within the applicable time period, the Company shall have an additional thirty (30) days to complete
the purchase of the Offered Shares. The Company shall be permitted to assign its purchase right under this Section 3.5 to one or more of its
executive officers, but this right shall be otherwise non-assignable by the Company. If the Company rejects the offer or fails to accept the offer
within the applicable time period with respect to all of the Offered Shares, then the OOGEDT may sell all or a portion of the Offered Shares that
have been offered but not accepted for purchase by the Company within one hundred eighty (180) days of such rejection or expiration of the time
period for response to any person or entity; provided, that the OOGEDT does not sell any of the Offered Shares for less than one hundred
percent ( l00%) of the per share price the OOGEDT offered to the Company. If the OOGEDT does not sell the Offered Shares within the time
period and for the price indicated above, it must comply again with the provisions of this Section 3.5 before selling all or any portion of the
Offered Shares.

Section 3.6 Unit Register. The Company shall maintain at its principal executive office books for the registration and the registration
of transfer of the Unit. The Company may deem and treat the OOGEDT as the absolute owner hereof (notwithstanding any notation of
ownership or other writing thereon made by anyone) for all purposes, and neither the Company nor the OOGEDT shall be affected by any notice
to the contrary.

Section 3.7 Transfers. The Company shall not close its books against the transfer of this Unit or of any shares issued or issuable upon
the exercise of the Right to Purchase under Article JI hereof in any manner which interferes with the timely exercise of the Right to Purchase.

Section 3.8 Assignment. Except as specifically set forth in Section 3.5. the Company may not assign this Unit or any of its rights or
obligations hereunder without the prior written consent of the OOGEDT. Except as otherwise required by Section 3.5 above, the OOGEDT may
assign this Unit and any of its rights or obligations hereunder without the consent of the Company but shall provide the Company with fifteen
(15) days written notice of such assignment. Subject to the foregoing, this Unit and all terms, provisions and obligations set forth herein shall be
binding upon and shall inure to the benefit of the parties and their respective successors and assigns and all other state agencies and any other
agencies, departments, divisions, governmental entities, public corporations and other entities that shall be successors to any of the parties or that
shall succeed to or become obligated to perform or become bound by any of the covenants, agreements or obligations hereunder of any of the
parties hereto.

Section 3.9 Governing Law and Venue. This Unit shall be governed by and construed in accordance with the laws of the State of
Texas and the United States of America from time to time in effect, without regard to any otherwise applicable conflict of law rules or
requirements . The Company and all endorsers, guarantors and sureties irrevocably agree that any action, claim, suit, litigation or other proceeding
(collectively, "Litigation") arising out of or in any way relating to this Unit, or the matters referred to therein, shall be commenced exclusively in
the Travis County District Court or the United States District Court for the Western District of Texas, Austin Division, and hereby irrevocably
and unconditionally consents to the exclusive jurisdiction of those courts for the purpose of prosecuting and/or defending such Litigation. The
Company and all endorsers, guarantors and sureties hereby waive and agree not to assert by way of motion, as a defense, or otherwise, in any
Litigation that (a) the Company is not personally subject to the jurisdiction of the above-named courts, (b) the Litigation is brought in an
inconvenient forum or (c) the venue of the Litigation is improper.

Section 3.10 Replacement. Upon receipt of evidence reasonably satisfactory to the Company of the loss, theft, destruction or mutilation
of this Unit and, in the case of any such loss, theft or destruction, upon delivery of an indemnity agreement reasonably satisfactory to the
Company, or in the case of any such mutilation, upon surrender and cancellation of the mutilated Unit, the Company shall execute and deliver, in
lieu thereof, a new Unit of like date and tenor.
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Section 3.11 Saturdays. Sundays. Holidays, etc. If the last or appointed day for the taking of any action or the expiration of any right
required or granted herein shall be a Saturday or a Sunday or shall be a legal holiday, then such action may be taken or such right may be
exercised on the next succeeding day not a legal holiday.

Section 3.12 Proceeds. Ibis Unit, the securities issuable upon exercise of the Right to Purchase under Article II hereof, and all amounts
of cash or other benefits earned or received by the OOGEDT hereunder or by sale hereof, are held for and on behalf of the State of Texas. Any
and all cash received by the OOGEDT under or by sale of this Unit or the securities issuable under the Right to Purchase shall be deposited into
the Emerging Technology Fund in accordance with Chapter 490 of the Texas Government Code.

Section 3.13 Severability . If any one or more of the provisions contained herein, or the application thereof in any circumstance, is held
invalid, illegal or unenforceable in any respect for any reason , the validity, legality and enforceability of any such provision in every other respect
and of the remaining provisions hereof shall not be in any way impaired, unless the provisions held invalid, illegal or unenforceable shall
substantially impair the benefits of the remaining provisions hereof.

Section 3.14 Further Assurances. The Company and the OOGEDT shall execute such documents and perform such further acts
(including, without limitation, obtaining any consents, exemptions, authorizations or other actions by, or giving any notices to, or making any
filings with, any governmental authority or any other person, and otherwise fulfilling, or causing the fulfillment of, the various obligations made
herein), as may be reasonably required or desirable to carry out or to perform the provisions of this Unit and to consummate and make effective
as promptly as possible the transactions contemplated by this Unit.

Section 3.15 Agreement by OOGEDT. Receipt of this Unit by the OOGEDT shall constitute acceptance of and agreement to the
foregoing terms and conditions.

Section 3.16 Amendment. Any term of this Unit may be amended and the observance of any term of this Unit may be waived (either
generally or in a particular instance and either retroactively or prospectively) only with the written consent of the Company and the OOGEDT.

Section 3.17 Headings. The section headings in this Unit are inserted for purposes of convenience only and shall have no substantive
effect.

Section 3.18 Survival. The warranties, representations and covenants contained in or made pursuant to this Unit shall survive the
execution and delivery ofthis Unit and shall survive any breach, expiration or termination of the Fund Agreement. Notwithstanding anything
herein to the contrary, this Unit, including without limitation the Right to Purchase under Article II hereof, shall survive the repayment of the
Note.

 
Section 3.19 Exhibits. The exhibits referred to herein are hereby incorporated fully herein by this reference.

[ Remainder of page intentionally left blank.]
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IN WITNESS WHEREOF, the Company has caused this Investment Unit to be sigoed by its duly authorized officers in Spicewood,
Texas as of the date and year first written above.

Ideal Power Converters, Inc.

By: /s/ William Alexande
Name: William Alexande
Title: President
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EXHIBIT A

Notice of Purchase

The undersigned, representing the State of Texas, acting by and through the Office of Governor Economic Development and Tourism, together
with its nominees or assigns (the "OOGEDT"), pursuant to the provisions of the Investment Unit, dated l] (the ‘Unit"), issued to the OOGEDT
by Ideal Power Converters, Inc., a Texas corporation (the "Company"), hereby agrees to subscribe for and purchases shares of [Common Stock I
Series _ Preferred Stock], par value $0.01 per share, of the Company covered by the Right to Purchase (as defined in the Unit), and makes such
payment therefor in full at the Purchase Price (as defined in the Unit) either in cash, by cashless exercise or by other method as provided by the
Unit.

Signature:

Name:

Title:

Dated:

INSTRUCTIONS FOR REGISTRATION OF STOCK:

Name:

(please type or print in block letters)

Address:

Address:
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Exhibit B

Form of Revocable Proxy CONTINUING REVOCABLE PROXY
 

The State of Texas, acting by and through the Office of the Governor Economic Development and Tourism (the "undersigned"), hereby
grants to the then-current Chief Executive Officer (or, if no Chief Executive Officer is serving, President) , of Ideal Power Converters, Inc., a
Texas corporation (the "Company"), a proxy with full power of substitution to vote, or execute and deliver written consents or otherwise act with
respect to the [INSERT NUMBER] shares of Stock the undersigned owns, beneficially or of record, that were issued to the undersigned by the
Company on_, 2_, in proportionate accordance to the votes on the applicable matter of such other holders of the Company's Stock who hold
shares of the same class and series as held by the undersigned,_as fully, to the same extent and with the same effect as the undersigned might or
could do under any applicable laws or regulations governing the rights and powers of shareholders of a Texas corporation, and in connection
therewith to execute any docwnents which are necessary or appropriate in order to effectuate the foregoing, on any matter requiring the vote of
the holders of the Stock, or by written consent in lieu of a meeting, or otherwise, or whether such vote is to be cast in person, or by proxy, or as
otherwise permitted by law. The proxy granted herein (x) shall be revocable at any time by the undersigned upon notice by the undersigned to the
Company and, (y) notwithstanding Section 21.368 of the Texas Business Organizations Code, Article 2.29(C) of the Texas Business
Corporation Act, or and similar or successor statute, shall remain valid and in effect from the date hereof until the date it is revoked as described
in clause(x) preceding.

Date: _____, _ 2_____

THE STATE OF TEXAS

______________________
By: Raymond C. Sullivan
Title: Chief of Staff
Office of the Governor
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Exhibit C

Milestones

1. Achieve full power, sustained operation of the Ideal Power Converte (!PC) 30 kW So1ar Inverter in IPC Jab, as measured by DC
power measurements using a Fluke Corporation DC ammeter and voltage meter. Tests to be witnessed by Austin Energy
engineering personnel. Test report to be provided.

2. The IPC 30 kW Solar Inverter is to be verified for safe operation on the utility grid, as required by Austin Energy before installation
at the Austin Convention Center, to be verified by lntertek., a Nationally Recognized Test Lab. Intertek will also perform testing to
verify that the inverter achieves a minimum efficiency of 94% at 30 kW. Test report to be provided.

3. Install the IPC 30 kW Solar Inverter and demonstrate operation at Austin Convention Center (ACC), as verified by Austin Energy.

4. Demonstrate Maximum Power Point Tracking (MPPn of the IPC 30 kW Solar Inverter inthe installed configuration at the ACC. The
inverter will be run in Auto-MPPT mode with stable sunlight conditions and the unit allowed to find the Maximum Power Point.
The unit will then be run in manual mode to find the Maximum Power Point to verify that Auto-MPPT finds the maximum power
point to within 2%. Test report to be provided .

5. Operate the lPC 30 kW Solar Inverter on the 22 kW ACC for at least one week, without maintenance, as verified by Austin Energy.
The array output may be lower than 22 kW due to seasonal solar effects.
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Exhibit D
Unit Amendment
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Schedule 2.06(G) Title to Property

The Company owns all tools, furniture and equipment situated at 5004 Bee Creek Road, Spicewood , Texas 78669. No liens or debt is
associated with such property]
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Schedule 2.06(11) Related Party Transactions

No related party transactions exist.
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Schedule 2.06(,J) Subsidiaries

The Company has no subsidiaries.
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Schedule 2.06(K)
Organizational Information

Name and Purpose: Under the Certificate of Formation the Company was formed as a for¬ profit corporation for any lawful purpose and
named "Ideal Power Converters, Inc.".

Registered Agent, Registered Office, and Other Offices: The registered agent is an individual resident of this state whose name and address is
set forth below:

William C. Alexander 1225 Overlook Circle
Spicewood, Texas 78669

The business address of the registered agent and the registered office is:
 

1225 Overlook Circle
Spicewood, Texas 78669

An operations office was acquired by lease and is situated at 5004 Bee Creek Road, Suite 600, Spicewood, Texas 78669

Directors: Three Directors constituted the initial board of directors who were to serve as directors until the first annual meeting of shareholders
or until their successors are elected or qualified were as follows :

Director 1.

William C. Alexander
1225 Overlook Circle
Spicewood, Texas 78669

Director 2.

David Breed, M.D.
923 Lakeshore Dr.
Spicewood, Texas 78669

Director 3.

Hamo Hacopian
10375 Richmond Ave., Suite 1515
Houston, Texas 77042

Fourth Director authorized by amendment to Bylaws at Special Meeting of Board of Directors appointed on July 11, 2009, to wit:

 Charles De Tarr
7105 Valburn Austin, Texas 78731
 

The above named four (4) Directors are the current Directors .

Officers: The Officers of the Company is as follows:

William C. Alexander, President
Charles De Tarr, Secretary and Treasurer
Paul Bundschuh, Vice-President of Business Development
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Corporate Counsel: Corporate Counsel is as follows:

Thomas F. Ryan, Attorney at Law
1216 Edgewater Dr.
Spicewood, Texas 78669

Board of Advisors: The following are members of a Board of Advisors to the Company:
Robert King of Goode Company;
Dr. Michael Webber of the University of Texas at Austin; and
Mitch Jacobsen of Austin Technology Incubator

Authorized Shares: The total number of shares the corporation is authorized to issue is four million (4,000,000) shares. The par value of each of
the authorized shares is one cent ($0.01).

Effective Date: The corporation's effective or beginning date was May 17, 2007.

Organizer: Thomas F. Ryan
     Attorney at Law

     1216 Edgewater Dr
    Spicewood, Texas 78669
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Schedule 4.09 Financing Statements

No known financing statements have been filed.
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Exhibit 10.25
BEE CREEK CENTER

COMMERCIAL  LEASE
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LEASE AGREEMENT
 
1.  PARTIES: The parties to this lease are:
 
Tenant:  IDEAL POWER CONVERTERS (hereafter "Tenant")
 Landlord: TEXAS PUBLIC EMPLOYEES ASSOCIATION, a Texas nonprofit corporation (hereafter "Landlord").
 
2.  LEASED PREMISES:
 
A.    Landlord  leases to Tenant the following  described  real  property,  known  as the \1leased  premises," along with  all  its improvements
(Check only one box):
 
[X] (1)   Multiple-Tenant Property: Suite or Unit Number 600 and 620 containing approximately 3750 square feet of rentable area in Bee Creek
Center at 5004 Bee Creek Road (address) in Spicewood (city), Travis (county), Texas, which is legal described as follows:
 
Lots 3 and 4, Block A of Bee Creek Commercial Center, Section One, a subdivision in Travis County, Texas,
according to the map or plat thereof. recorded under Document No. 200100099 of the Official Public Records of Travis County, Texas.
 
(2)   Single-Tenant Property: The real property at:  ________________  (address) in (city), ________________(county), Texas, which is legally
described on attached Exhibit__ or as follows:  __________________________.
 
B.  If Paragraph 2A (1) applies:
 
(1)  "Property" means the  building  or complex in which  the  leased  premises  are located,  inclusive  of  any common areas, drives, parking
areas, and walks; and
 
(2)    the parties  agree that the rentable  area  of the  leased  premises  may  not equal the actual  or useable  area within the leased premises and
may include an allocation of common areas in the Property.
 
3.  TERM:
 
A.  Term: The term of this lease is 12 months and ________ days, commencing on:
 
June 1, 2013 (Commencement Date) and ending on
 
May 31, 2014 (Expiration Date).
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B. Delay of Occupancy: If Tenant is unable to occupy the leased premises on the Commencement Date because of (i) construction on the leased
premises to be completed by Landlord but which is not substantially complete or (ii) a prior tenant1s holding over on the leased premises,
Landlord will not be liable to Tenant for such delay and this Lease Agreement will  remain enforceable. In the event of such a delay, the
commencement date will automatically be extended  to the  date  Tenant  is able  to  occupy  the  property  and
the  expiration  date  will  also  automatically  be extended by a like number of days, so that the length of this Lease remains the unchanged.   If
Tenant is unable to occupy the leased premises no later than the ninety-first (91st) day, Tenant may terminate this Lease Agreement by giving
written notice thereof to Landlord prior to the leased premises becoming available for occupancy. Absent such written notice, this L_ease
Agreement will be in good standing and Tenant shall be liable for performance hereunder at the time the leased premises are available for
occupancy. If, however, the delay extends and such written notice is given, Landlord will refund any amounts paid under this Lease Agreement
to Tenant.
 
C. Unless the parties agree otherwise, Tenant is responsible for obtaining a certificate of occupancy for the lease premises if required by a
governmental body.
 
D. If Tenant determines to vacate the Leased premises at the end of the term, it shall give Landlord thirty (30) days prior notice of such
determination. If timely notice if not given, Tenant agrees to pay a sum equal to one month's rent to Landlord even though Tenant will not occupy
the Leased premises for the extra month.
 
4.  RENT AND EXPENSES:
 
A.  Base Monthly Rent: On or before the first day of each month during this lease, Tenant will pay Landlord base monthly rent as described as
follows:
 
from June 1, 2013 to May 31, 2014: $2605.00;
from _________ to __________: $______;
from _________ to __________: $______;
from _________ to __________: $______;
 
B.  First Full Month's Rent: The first base monthly rent payment is due on or before June 1. 2013
 
C.  Prorated Rent: If the Commencement Date is on a day other than the first day of a month, Tenant will pay Landlord as prorated rent an
amount equal to the base monthly rent multiplied by the following fraction: the number of days from the Commencement Date to the first day of
the following month divided by the number of days in the month in which this lease commences.
 
D.  Additional R en t : I n addition t o t h e b a s e monthly r e n t a n d prorated r en t , Tenan t w i l l p a y Landlord a l l o th e r amounts,
as provided by the attached (Check all that apply.) :
 
[X]  (1)  Commercial Expense Reimbursement Addendum
[   ]  (2)  Commercial Percentage Rent Addendum
[   ]  (3) Commercial Parking Addendum
[   ]  (4)
 
All amounts payable under the applicable addenda are deemed to be "rent" for the purposes of this lease.
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Commercial Lease concerning:  Ideal Power Converters
 
E.  Place of Payment: Tenant will remit all amounts due Landlord under this lease to the following person at the place stated or to such other
person or place as Landlord may later designate in writing:
 
Name:  Texas Public Employees Association
Addres:  512 East 11th Stree, Suite 100
         Austin, TX 78701
 
F.  Method of Payment: Tenant must  pay  all  rent timely  without  demand,  deduction,  or offset1 except as permitted  by law or this
lease.  If Tenant fails to timely pay any amounts due under this lease or if any check of Tenant is returned to Landlord by the institution on
which it was drawn, Landlord, after providing written notice to Tenant1 may require Tenant to pay subsequent amounts that become due under
this lease in certified funds. This paragraph does not limit Landlord from seeking other remedies under this Lease  for
Tenant's  failure  to  make  timely  payments  with  good funds.
 
G.  Late Charges:  If Landlord does not actually receive a rent payment at the designated place of payment within 5 days after the date it is due,
Tenant will pay Landlord a late charge equal to 5% of the amount due. In this paragraph, the mailbox is not the agent for receipt for Landlord.
The late charge is a cost associated with the collection of rent and Landlord's acceptance of a late charge does not waive Landlord's right to
exercise remedies under Paragraph 20.
 
H.  Returned Checks: Tenant will pay $30.00 for each check Tenant renders to Landlord which is returned by the institution on which it is
drawn for any reason 1 plus any late charges through the time Landlord receives payment.
 
5.  SECURITY DEPOSIT
 
A.  Upon execution of this lease, Tenant will pay$ 2266.00 to Landlord as an additional security deposit. Tenant has already paid to Landlord
under the previous Lease contract, a security deposit in the amount of $11000.001 which will be retained by the Landlord as part of the initial
security deposit for this Lease.
 
B. Landlord may apply the security deposit to any amounts owed by Tenant  under this lease.  If  Landlord  applies any part of the security
deposit during any time this lease is in effect to amounts owed by Tenant, Tenant must, within 10 days after receipt  of notice
from  Landlord,  restore the security deposit to the amount stated.
 
C. After Tenant surrenders the leased premises to Landlord and provides Landlord written notice of Tenant's forwarding address1 Landlord
will, not later than the time required by §g3.005, Tex'?s Property Code, refund the security deposit less any amounts applied toward amounts
owed by Tenant or other charges authorized by this lease. The parties agree that Landlord acts in good faith if Landlord accounts for the security
deposit within the time stated.
 
6.       TAXES:
 
Unless otherwise agreed  by the parties,  Landlord  will  pay all  real  property  ad valorem  taxes assessed  against the leased premises.  Any
assessment for taxes on the personal  property in the leased premises shall be the responsibility of Tenant.
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7.  UTILITIES:
 
A.  The party designated below will pay for the following utility charges to the leased premises and any connection charges for the utilities.
(Check all that apply.)
 
(1)   Water
(2)  Sewer
(3)   Electric

NA
[   ]
[   ]
[   ]

Landlord
[X]
[X]
[   ]

Tenant
[   ]
[   ]
[X]

(4) Gas
(5)  Telephone

[X]
[   ]

[   ]
[   ]

[   ]
[X]

(6) Trash [   ] [X] [   ]
(7)  Cable [X] [   ] [   ]
(8) High Speed Internet [   ] [   ] [X]
(9) All other utilities [   ] [   ] [X]
 
If, however,  activities of Tenant or any of its employees, customers, guests or invitees shalJ damage or impair appliances, service lines or other
items appurtenant to any of the utilities or the provision of utility services, Tenant shall be liable for costs of repair or any other extraordinary
expenses incurred as a result thereof. In such an event, Landlord will bill Tenant for such costs or expenses, and Tenant shall pay the amount due
within thirty (30) days of receipt of the bill.
 
B.  The party responsible for the charges under Paragraph 7A will pay the charges directly to the utility service provider.
 
The responsible party may select the  utility service provider except that if Tenant selects the provider any access or alterations to the Property or
leased premises necessary for the utilities may be made only  with  Landlord's  prior consent, which Landlord will not unreasonably withhold. If
Landlord incurs  any  liability for utility  or connection charges for which Tenant is responsible to pay and Landlord  pays such amount, Tenant
will immediately upon written notice from Landlord  reimburse Landlord such amount.
 
C. Notice: Tenant should determine if all necessary utilities are available to the lease premises and are adequate for Tenant's intended use.
 
8.  INSURANCE:
 
A.  During all times this lease is in effect, Tenant must, at Tenant's expense, maintain in full force and effect from an insurer authorized to
operate  in Texas:
 
(1)  public liability insurance in an amount not less than $11000,000.00 on an occurrence basis naming Landlord as an additional insured; and
 
(2)   personal property damage insurance for Tenant's business operations and contents on the leased premises in an amount sufficient to replace
such contents after a casualty loss.
 
B. Before the Commencement Date, Tenant must provide  Landlord  with a copy of the insurance certificates evidencing the required coverage.
If the insurance coverage changes in any manner or degree at any time this lease is in effect, Tenant must, not  later than 10 days after the
change, provide  Landlord  a copy of an insurance certificate evidencing the  change.
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C.  If Tenant fails to maintain the required insurance in full force and effect at all times this lease is in effect, Landlord may:
 
(1)  purchase insurance that will provide Landlord the same coverage as the required insurance and Tenant must immediately reimburse
Landlord for such expensei or
 
(2)   exercise Landlord's remedies under Paragraph 20.
 
D.  Unless the parties agree otherwise, Landlord will, at Landlord's expense, maintain in full force and effect insurance for fire and extended
coverage in an amount to cover the reasonable replacement cost of the improvements of the Property and public liability insurance in an amount
that Landlord determines reasonable and appropriate.
 
E.  If there is an increase in Landlord's insurance premiums for the leased premises or Property or its contents that is caused by Tenant, Tenant's
use of the leased premises1 or any improvements made by or for Tenant 1 Tenant will1 for each year this lease is in effect, pay Landlord the
increase immediately after Landlord notifies Tenant of the increase. Any charge to Tenant under this Paragraph 8D will be equal to the actual
amount of the increase in Landlord's insurance premium.
 
9.  USE AND HOURS
 
A.  Tenant may use the leased premises for the following purpose and no other: Primary office and storage use
 
B.  Unless otherwise specified in this lease, Tenant will operate and conduct its business in the leased premises during business hours that are
typical of the industry in which Tenant operates.
 
10.  LEGAL COMPLIANCE:
 
A.  Tenant may not use or permit any part of the leased premises to be used for:
 
(1)  any activity which is a nuisance or is offensive 1 noisy, or dangerous;
 
(2)  any activity that interferes with any other tenant's normal business operations or Landlord's management of the Property;
 
(3)  any activity that violates any applicable law1  regulation1 zoning ordinance, restrictive covenant, governmental order, owner's association
rules, tenants' association rules, Landlord's rules or regulations, or this lease;
 
(4)  any hazardous activity that would require any insurance premium on the Property or leased premises to increase or that would void any
such insurance;
 
(5)  any activity that violates any applicable federal, state, or local law, including but not limited to those laws related
to  air  quality,  water  quality,  hazardous  materials1   wastewater,  waste  disposal1    air  emissions,  or  other environmental matters;
 
(6)  the permanent or temporary storage of any hazardous material; or
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B. "Hazardous material' means any pollutant, toxic substance, hazardous waste, hazardous material, hazardous substance, solvent, or oil as
defined by any federal1 state, or local environmental law, regulation, ordinance, or rule existing as of the date of this lease or later enacted.
 
C. Landlord does not represent or warrant that the leased premises or Property conform to applicable restrictions1 zoning ordinances, setback
lines, parking requirements, impervious ground cover ratio requirements, and other matters that may relate to Tenant's intended use.
Tenant must satisfy itself that the lease premises may be used as Tenant intends by independently investigating all matters related to the use of
the leased premises or Property. Tenant agrees that it is not relying on any warranty or representation made by Landlord. Landlord's agent or
any broker concerning the use of the leased premises or Property.
 
11.  SIGNS
 
A.  Tenant may not post or paint any signs at, on, or about the leased premises or Property without Landlord's written consent. Landlord  ay
remove any unauthorized sign, and Tenant will promptly reimburse Landlord for its cost to remove any unauthorized sign.
 
B. Any authorized sign must comply with all laws, restrictions, zoning ordinances, and any governmental order relating to signs on the leased
premises or Property. Landlord may temporarily remove any authorized sign to complete repairs or alterations to the leased premises or the
Property.
 
C. By providing written notice to Tenant before this lease ends, Landlord may require Tenant, upon move-out and at Tenant's expense, to remove,
without damage to the Property or leased premises, any or all signs that were placed on the Property or leased premises by or at the request of
Tenant. Any signs that Landlord does not require Tenant to remove and that are fixtures, become the property of the Landlord and must be
surrendered to Landlord at the time this lease ends.
 
1.2. ACCESS BY LANDLORD:
 
A.  During Tenant's normal business hours Landlord may enter the leased premises for any reasonable purpose, including but not limited to
purposes for repairs, maintenance, alterations, and showing the leased premises to prospective tenants or purchasers. Landlord may access the
leased premises after Tenant's normal business hours if: (1) entry is made with Tenant's permission; or (2) entry is necessary to  complete
emergency repairs. Landlord may not unreasonably interfere with Tenant's business operations when accessing the lease premises.
 
B. During the last 60 leased premises days of this lease, Landlord may place a "For Lease" or similarly worded sign in or on the
 
13.  MOVE-IN CONDITION:
 
Tenant has inspected the leased premises and accepts it in its present (as-is) condition unless expressly noted otherwise in this lease.
Landlord and any agent have made no express or implied warranties as to the condition or permitted use of the leased premises or Property.
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14.  MOVE-OUT CONDITION AND FORFEITURE OFTENANT 1S PERSONAL PROPERTY:
 
A.  At the time this lease ends, Tenant will surrender the leased premises in the same condition as when received, except for normal wear and
tear. Tenant will leave the leased premises in a clean condition free of all trash1 debris, personal property, hazardous materials, and
environmental contaminants.
 
B.  If Tenant leaves any personal property in the leased premises after Tenant surrenders possession of the leased premises, Landlord may:
(1) require Tenant, at Tenant's expense, to remove the personal property by providing written notice to Tenant; or (2) retain such personal
property as forfeited property to Landlord.
 
C.  "Surrender" means vacating the leased premises and returning all keys and access devices to Landlord. "Normal wear and tear" means
deterioration that occurs without negligence, carelessness 1 accident, or abuse.
 
D.  By providing written notice to Tenant before this lease ends,  Landlord may require Tenant 1  upon move-out and at Tenant's expense1 to
remove, without damage to the Property or leased premises, any or all fixtures that were placed on the Property or leased premises by or at the
request of Tenant. Any fixtures that Landlord does not require Tenant to remove become the property of the Landlord and must be surrendered
to Landlord at the time this lease ends.
 
15.  MAINTENANCE AND REPAIRS:
 
A.  Cleaning: Tenant must keep the leased premises clean and sanitary and promptly dispose of all garbage in appropriate receptacles. Tenant
will provide, at its expense, janitorial services to the leased premises that are customary and ordinary for the Property type.
 
B. Repairs of Conditions Caused by a Party: Each party must promptly repair a condition in need of repair that is caused, either intentionally
or negligently, by that party or that party's guests, patrons, invitees, contractors or permitted subtenants. At its option, Landlord may make such
repair and, if appropriate, bill Tenant therefor.
 
C. Repair and Maintenance Responsibility: Except as provided by Paragraph 1581 the party designated below, at its expense, is responsible to
maintain and repair the following specified items in the leased premises. The specified items must be maintained in clean and good operable
condition. If a governmental regulation or order requires a modification to any of the specified items, the party designated to maintain the item
must complete  and pay the expense of the modification. The specified items include and relate only to real property in the leased premises.
Tenant is responsible for the repair and maintenance of its personal property. (Check all that apply.)
 
 NA Landlord Tenant
(1) Foundation, exterior walls, roof, and other structural components [   ] [X] [   ]
(2) Glass and windows [   ] [X] [   ]
(3) Fire proctection equipment and fire sprinkler systems [   ] [   ] [X]
(4) Exterior & overhead doors, including closure devices, molding locks, and hardware [   ] [X] [   ]
(5) Grounds maintenance, including landscaping and ground sprinklers [   ] [X] [   ]
(6) Interior doors, including closure devices, frames, molding, locks, and hardware [   ] [X] [   ]
(7) Parking areas and walks [   ] [X] [   ]
(8) Plumbing systems, drainage systems, electrical systems, ballast and lamp replacement, and
mechanical systems, except those specifically designated otherwise

 
[   ]

 
[X]

 
[   ]

(9) Heating Ventilation and Air Conditioning (HVAC) systems [   ] [X] [   ]
(10) Signs and lighting:    
    (a) Pylon [X] [   ] [   ]
    (b) Facia [X] [   ] [   ]
    (c) Monument [X] [   ] [   ]
    (d) Door/Suite [X] [   ] [   ]
(11) Extermination and pest control, excluding wood-destroying insects [   ] [   ] [   ]
(12) Storage yards and storage buildings [   ] [X] [   ]
(13) Wood-destroying insect treatment and repairs [X] [   ] [   ]
(14) Cranes and related systems [   ] [X] [   ]
(15) All other items and systems [X] [   ] [   ]
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D.  Repair Persons: Repairs must be completed  by trained, qualified, and insured repair persons.
 
E.  HVAC Service Contract: If Tenant maintains the HVAC system under Paragraph  15((9), Tenant [   ] is [X] is  not required to maintain,
at  its expense, a regularly  scheduled  maintenance  and  service  contract for the  HVAC system. The maintenance and service contract must be
purchased from a HVAC  maintenance  company  that  regularly provides such contracts to similar properties.   If Tenant fails to maintain  a
required  HVAC maintenance  and service, contract in effect at all times during this lease, landlord may do so and charge Tenant the expense of
such a maintenance and service contract or exercise Landlord's remedies under Paragraph 20.
 
F.  Common Areas: Landlord will  maintain  any common areas in the Property in a manner as Landlord determines to be in the best interest of
the Property. landlord may change the size, dimension, and location of any common  areas, provided that such change does not materially impair
Tenant's use and access to the leased premises. Tenant has the non-exclusive license to use the common areas ih compliance with Landlord's
rules and restrictions. Tenant may not solicit any business in the common areas or interfere with any other person's right to use the common
areas. This paragraph  does not apply if Paragraph  2A(2) applies.
 
G.  Notice of Repairs: Tenant must promptly notify Landlord of any item that is in need of repair and that is Landlord's responsibility to
repair.  All requests for repairs to Landlord  must be in writing.  With respect to repairs to the interior of the leased premises, Tenant shall be
responsible and pay (1) all of the cost of such repairs due to damage caused by Tenant or Tenant's employees, guests or invitees, or (2) up to a
maximum of One Hundred Dollars ($100.00) for any other type of repairs. Repairs costs described in (2) and in excess of the first
$100.00  of  cost  shall  be  the responsibility of and paid by Landlord. Where both Tenant and Landlord are responsible for portions of the
costs of repair, Tenant shall remit its $10o.oo share of the costs with the notification to Landlord provided above.  Landlord shall have no duty
to begin making any such repairs, until Tenant has remitted its $ioo.oo share of the costs to be extended.
 
H.  Failure to Repair: Landlord must commence efforts to make a repair for which Landlord is responsible within 20 days after Tenant provides
Landlord written notice of the needed repair or maintenance. If Tenant fails to repair or maintain  an item for which  Tenant  is
responsible  within  10 days after Landlord  provides Tenant written notice of the needed repair o r maintenance, Landlord may: (i) repair or
maintain the item, without liability for any damage or loss to Tenant, and Tenant must immediately reimburse Landlord for the cost to repair or
maintain or (ii) exercise Landlord's remedies under Paragraph 20.
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16.  ALTERATIONS:
 
A.  Tenant may not alter, improve, or add to the Property or the leased premises without Landlord's written consent.
 
Landlord will not unreasonably  withhold  consent for the Tenant to make reasonable  non-structural alterations, modifications, or improvements
to the leased premises.
 
B.  Tenant may not alter any locks or any security devices on the Property or the leased premises without Landlord's consent. If Landlord
authorizes the changing, addition, or re-keying of any locks or other security devices, Tenant must immediately provide a set of the new keys
and any access devices to Landlord.
 
C.  If a governmental order requires alteration or modification to the leased premises, the party obligated to maintain and repair the item to be
modified or altered as designated in Paragraph 15 will, at its expense, modify or alter the item in compliance with the
order.                                                                                    ·
 
D.  Any alterations, improvements, fixtures or additions to the Property or leased premises installed by either party during the term of this lease
will become Landlord's property and must be surrendered to Landlord at the time this lease  ends, except for those fixtures Landlord requires
Tenant to remove under Paragraph 11 or 14 or if the parties agree otherwise in writing.
 
17.  LIENS:
 
Tenant may not do anything that will cause the title of the Property or leased premises to be encumbered in any way. If Tenant causes a lien to be
filed against the Property or leased premises, Tenant will within 20 days after receipt of Landlord's demand: (1) pay the lien and have the lien
released of recordi or (2) take action to discharge the lien. Tenant will provide Landlord a copy of any release Tenant obtains pursuant to this
paragraph.
 
18.  LIABILITY:
 
To the extent permitted by law, Landlord is NOT responsible to Tenant or Tenant's employees. patrons, guests, or invitees f o r a n y damages
injuries, or losses to person or property caused by:
 
A.  an  act,  omission,  or  neglect  of: Tenant;  Tenant's  agent; Tenant's  guest;  Tenant's  employees;  Tenant's  patrons; Tenant's invitees or any
other tenant on the Property;
 
B.  fire, flood,  water leaks, ice. snow, hail, winds, explosion, smoke, riot, strike, interrnption o f utilities, theft, burglary, robbery, assault,
vandalism, other persons, environmental contaminants, other occurrences o r casualty losses o r any other incident which would fall into the
category of ''Acts of God."
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19.  INDEMNITY:
 
Each party will indemnify and hold the other party harmless from any property damage, personal injury suits, actions, liabilities, damages, cost of
repairs or service to the leased premises or Property or any other loss, caused, negligently or otherwise, by that party or that party's employees,
patrons, guests, or invitees.
 
20.  DEFAULT:
 
A.  If Landlord fails to  comply  with  this  lease  within  30  days  after  Tenant  notifies  Landlord  of  Landlord's  failure  to comply1 Landlord
will be in default  and  Tenant  may  cancel  this  Lease  Agreement.  If  however,  Landlord's  non compliance reasonably requires more than
30 days to  cure,  Landlord  will  not  be  in  default  if  the  cure  is  commenced within  the  30-day  period  and  is diligently  pursued.
 
B.  If Landlord does not actually receive at the place designated for payment any rent due under this lease withins days after it is due, Tenant
will  be in default. If Tenant fails to comply with this lease for any other reason within 15 days after Landlord notifies Tenant of its failure to
comply, Tenant will be in default.
 
C.  If Tenant is in default, Landlord may: (i) terminate Tenant's right to occupy the leased premises by providing Tenant with at leasts days
written noticei and (ii) accelerate all rents which  are payable during the remainder  of this lease or any renewal period without notice or demand.
Landlord, at its option1 may attempt to mitigate any damage or loss caused by Tenant's breach by using commercially reasonable means.  If
Tenant is in default, Tenant will be liable for:
 
(1)  any lost rent
 
(2) Landlord's cost of re-letting the leased premises, including  brokerage fees1  advertising fees, and other fees necessary to re-let the leased
premises;
 
(3)  repairs to the leased premises for use beyond normal wear and teari
 
(4)  all Landlord's costs associated with eviction of Tenant1 such as attorney's fees, court costs, and prejudgment interest;
 
(5)  all Landlord's costs associated with collection of rent such as collection fees,  late charges, and returned check charges;
 
(6)  cost of removing any of Tenant's equipment or fixtures left on the leased premises or Property;
 
(7) cost to remove any trash, debris, personal property, hazardous materials, or environmental contaminants left by Tenants or Tenant's
employees, patrons, guests, or invitees in the leased premises or Property;
 
(8)  cost to replace any unreturned keys or access devices to the le·ased premises, parking areas, or Property;
 
(9)  any other recovery to which  Landlord  may be entitled under this lease or under law.
 
21.  ABANDONMENT, INTERRUPTION OF UTILITIES, REMOVAL OF PROPERTY, AND LOCKOUT:
 
Chapter 93 of the Texas Property Code governs the rights and obligations of the parties with regard to: (a) abandonment of the leased premises;
(b) interruption of utilitiesi (c) removal of Tenant's propertyi and (d) "lock-out 11 of Tenant.
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22.  HOLDOVER:
 
If Tenant fails to vacate the leased premises at the time this lease ends, Tenant will become  a tenant-at-will  and  must vacate the leased premises
immediately upon receipt of demand from Landlord.  No  holding  over  by  Tenant, with  or without the consent of Landlord, will  extend this
lease.  Tenant will  indemnify  Landlord  and any prospective  tenants for any and all damages caused by the  holdover. Rent for
any  holdover  period  will  be  2  times the  base  monthly  rent  plus any additional  rent calculated  on a daily basis and will  be immediately due
and payable daily without notice or demand.
 
23.  LANDLORD'S LIEN AND SECURITY INTEREST:
 
To secure Tenant 1s performance under this lease, Tenant grants to Landlord a lien and security interest against all of Tenant 1s nonexempt
personal property that is in the leased premises or Property. This lease is a security agreement for the purposes of the Uniform Commercial Code.
Landlord may file a copy of this lease as a financing statement.
 
24.  ASSIGNMENT AND SUBLETTING:
 
Landlord may assign this lease to any subsequent owner of the Property. After six months, Tenant may assign this lease or sublet any part of the
leased premises so long as Landlord has consented to such assignment or subletting in writing before it occurs. The decision whether to consent
to such subletting shall be at Landlord 1s sole discretion.         ·
 
25.  RELOCATION:
 
[   ]  A.  By providing Tenant with not less than 90 days advanced written notice, Landlord may require Tenant to relocate to another location in
the Property, provided that the other location is equal in size or larger than the leased premises then occupied by Tenant and contains similar
leasehold improvements. Landlord will pay Tenant's reasonable out-of pocket moving expenses for moving to the other location. "Moving
expenses" means reasonable expenses payable to professional movers, utility companies for connection and disconnection h es, wiring
companies for connecting and disconnecting Tenant's office equipment required by the relocation, and printing companies for reprinting
Tenant's stationary and business cards. A relocation of Tenant will not change or affect any other provision of this lease that is then in effect,
including rent and reimbursement amounts, except that the description of the suite or unit number will automatically be amended.
 
[X]   B.  Landlord  may not require Tenant to relocate to another location  in the Property without Tenant's prior consent.
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26.  SUBORDINATION:
 
A.  This lease and Tenant's leasehold interest are and will be subject, subordinate, and inferior to:
 
(1)  any lien, encumbrance,  or ground  lease now or hereafter placed on the leased  premises or the Property that Landlord authorizes;
 
(2)  all advances made under any such lien, encumbrance, or ground lease;
 
(3)  the interest payable on any such lien or encumbrance;
 
(4)  any and all renewals and extensions of any such lien, encumbrance, or ground leasei
 
(5)  any restrictive covenant affecting the leased premises or the Property; and
 
(6)  the rights of any owners' association affecting the leased premises or Property.
 
B.  Tenant must, on demand  by  Landlord,  execute  a  subordination,  attornment,  and  non-disturbance  agreement, provided that such
agreement is  made on the condition that this lease and Tenant's rights under this  lease are recognized by the lien-holder.
 
27.  ESTOPPEL  CERTIFICATES:
 
Within 10 days after receipt of a written request from Landlord, Tenant will execute and deliver to Landlord an estoppel certificate that identifies:
 
A.  any breach ofthe leasei
 
B.  the then current rent payment and rent schedule;
 
C.  the date the next rent payment is due;
 
D.  any advance rent payments;
 
E.  the amount of the security deposit;
 
F.  any claims for any offsetsi
 
G.  the then current term of the lease;
 
H.  any renewal options;
 
I.  Tenant's  possession  ·and acceptance  of the  leased  premises  and  improvements;
 
J.  any ownership interest by Tenant; and                                                                   ·
 
K.  any other information reasonably requested in the certificate.
 
28.  CASUALTY LOSS:
 
A.  Tenant must immediately notify Landlord of any casualty loss in the  leased  premises.  Within  20  days after  receipt  of Tenant's notice of a
casualty loss, Landlord will notify Tenant if the leased premises  are  less than  or  more  than  50% unusable,  on a  per  square foot basis, and
if Landlord can substantially  restore  the  leased  premises  within  120 days.
 
B.  If the leased premises are less than  50% unusable  and  Landlord  can substantially  restore the leased  premises within 120 days after
Landlord responds to Tenant's notice of the casualty, Landlord will restore the leased premises to substantially the same condition as before the
casualty. If Landlord fails to substantially  restore  within  the  time required,  Tenant  may terminate this lease.
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C. If the leased premises are more than 50% unusable and Landlord can substantially restore the leased premises within 120 days after Tenant
notifies Landlord of the casualty, Landlord may: (1) terminate this lease; or (2) restore the leased premises to substantially the same condition as
before the casualty. If Landlord chooses to restore and does not substantially restore the leased premises within the time required, Tenant may
terminate this lease.
 
D.  If Landlord notifies Tenant that Landlord cannot substantially restore the leased premises within 120 days after Tenant notifies Landlord of
the casualty loss, Landlord may: (1) choose not to restore and terminate this leasei or (2) choose to restore, notify Tenant of the estimated time to
restore, and give Tenant the option to terminate this lease
by notifying Landlord within io days.
 
E.  If this lease does not terminate because of a casualty loss, rent will be reduced from the date Tenant notifies Landlord of the casualty loss to
the date the leased premises are substantially restored by an amount proportionate to the extent the leased premises are unusable.
 
29. CONDEMNATION:
 
If after a condemnation or purchase in lieu of condemnation the leased premises are totally unusable for the purposes stated in this lease, this lease
will terminate. If after a condemnation or purchase in lieu of condemnation the leased premises or Property is partially unusable for the purposes
of this lease, this lease wil I continue and rent will be reduced in an amount proportionate to the extent the leased premises are unusable. Any
condemnation award or proceeds in lieu of condemnation are the property of Landlord and Tenant has no claim to such proceeds or award.
Tenant may seek compensation form the condemning authority for its moving expenses and damages to Tenant's personal property.
 
30. ATTORNEY'S FEES:
 
Any person who is a prevailing party in any legal proceeding brought under or related to the transaction described in this lease is entitled to
recover prejudgment interest, reasonable attorney's fees, and all other costs of litigation from the non-prevailing party.
 
31.      REPRESENTATIONS:
 
Tenant's statements in this lease and any application for rental are material representations relied upon by Landlord. Each party signing this lease
represents that he or she is of legal age to enter into a binding contract and is authorized to sign the lease. If Tenant makes any misrepresentation
in this lease or in any application for rental, Tenant is in default. Landlord is not aware of any material defect on the Property that would affect
the health and safety of an ordinary person or any environmental hazard on or affecting the Property that would affect the health or safety of an
ordinary person, except: NA 
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32.  BROKERS:
 
A.  The brokers to this lease are:
 
N/A
 
[X]  or  there are no brokers involved in this lease transaction
 
Cooperating Broker:  _______________________________
 
License No.:  ___________________________________
 
Address:  ___________________________________
 
Phone:  ___________________________________
 
Fax:  ___________________________________
 
E-mail:  ___________________________________
 
Cooperating Broker represents Tenant.
 
Principal Broker:  ___________________________________
 
License No.:  ___________________________________
 
Address:  ___________________________________
 
Phone:  ___________________________________
 
E-mail:  ___________________________________
 
(Circle one only)
 
represents Landlord only
 
represents Tenant only.
 
is an intermediary between Landlord and Te·nant.
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/B.  Fees (if any or applicable):
 
(1)  Principal Broker's fee will be paid according to: (Check only one box).
 
[   ]   (a)   a separate written commission agreement between Principal Broker and:
 
[   ] Landlord                              [   ] Tenant.
 
[   ]   (b)  the attached Addendum for Broker's Fee.
 
(2)   Cooperating Broker's fee will be paid according to: (Check only one box).
 
[   ] (a)          a separate written commission agreement between Cooperating Broker and:
 
[   ] Principal Broker                                  [   ] Landlord                           [   ] Tenant.
 
[   ]  (b) the attached Addendum for Broker's Fee.
 
33.  ADDENDA:
 
Incorporated into this lease are the addenda 1 exhibits and other information marked in the Addenda and Exhibit section of the Table of Contents.
If Landlord's Rules and Regulations are made part of this lease, Tenant agrees to comply with the Rules and Regulations as Landlord may 1 at its
discretion, amend from time to time. Any and all such are a part of this lease for all purposes and are applicable to the parties hereto.
 
34.  NOTICES:
 
All notices under this lease must be in writing and are effective when hand-delivered, sent by mail, or sent by facsimile transmission to:
 
IF TO TENANT:
 
IDEAL POWER CONVERTERS
5004 Bee Creek Road, Suite 600
Spicewood, Texas 78669
 
IF TO LANDLORD:
 
TEXAS PUBLIC EMPLOYEES ASSOCIATION
512 East 11th Street, Suite 100
Austin, Texas 78701
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35.  SPECIAL PROVISIONS:
 
 
36.  AGREEMENT OF PARTIES:
 
A.  Entire Agreement: This lease contains the entire agreement between Landlord and Tenant and may not be changed except by written
agreement.
 
B.  Binding Effect: This lease is binding upon and inures to the benefit of the parties and their respective heirs1 executors, administrators,
successors, and permitted assigns, to the extent any successors or assigns are permitted herein .
 
C.  Joint and Several: All Tenants are jointly and severally liable for all provisions of this lease. Any act or notice to, or refund to, or signature
of, any  one or more of the Tenants regarding any term of this lease, its renewal, or its termination is binding on all Tenants.
 
D.  Controlling Law: The laws of the State of Texas govern the interpretation, performance, and enforcement of this lease. Venue for any
dispute shall be in Travis County, Texas.
 
E.  Severable Clauses: If any clause in this lease is found invalid or unenforceable by a court of law, the remainder of this lease will not be
affected and all other provisions of this lease will remain valid and enforceable.
 
F.  Waiver: Landlord's delay, waiver, or non-enforcement of acceleration, contractual or statutory lien, rental due date, or any other right will not
be deemed a waiver of any other or subsequent breach by Tenant or any other term in this lease.
 
G.  Quiet Enjoyment: Provided that Tenant is not in default of this lease, Landlord covenants that Tenant will enjoy possession and use of the
leased premises free from material interference.
 
H.  Force Majeure: If Landlord's performance of a term in this lease is delayed by strike, lock-out, shortage of material, governmental
restriction, riot, flood, or any cause outside Landlord's control, the time for Landlord's performance will be abated until after the delay.
 
I.  Time: Time is of the essence.  The parties require strict compliance with the times for performance.
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Brokers are not qualified to render legal advice, property inspections,  surveys,  engineering  studies, environmental assessments, tax advice, or
compliance inspections. The parties should seek experts to render such services.  READ THIS LEASE CAREFULLY.  If you do not understand
the effect of this Lease, CONSULT YOUR ATTORNEY BEFORE SIGNING.
 
IDEAL POWER CONVERTERS
Tenant
 
By:  /s/ Christopher P. Cobb
Date:  4/29/2013
Printed Name:  Christopher P. Cobb
Title:  President

TEXAS PUBLIC EMPLOYEES ASSOCIATION
Landlord
 
By:  /s/ Gary W. Anderson
Date:  5/7/2013
PrintedName:  Gary W. Anderson
Title:  Executive Director

  
 
/s/ Paul Bundschuh
Tenant
 
Printed Name:  Paul Bundschuh
Title:  CEO

_______________
Landlord
 
By:  ___________________
Printed Name:  _______________
Title:  _______________________
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COMMERCIAL LEASE EXPENSE REIMBURSEMENT ADDENDUM.
 

ADDENDUM TO THE COMMERCIAL LEASE BETWEEN THE UNDERSIGNED PARTIES CONCERNING THE LEASED
PREMISES AT

 
IDEAL POWER CONVERTERS, 5004 BEE CREEK ROAD, SUITES 600 AND 620, 5PICEWOOD 1 TEXAS 78669

 
In addition to rent stated in the lease, Tenant will pay Landlord the additional rent described in this addendum. Tenant will pay the additional rent
each month at the time the base-monthly rent in the lease is due.
 
A.  Definitions:
 
(1)  "Tenant's pro rata share" is 18.4%
 
(2) "CAM" means all of Landlord's expenses reaspnably incurred to maintain, repair, operate, manage, and secure the Property (for example,
security, lighting, painting, cleaning, decorations utilities, trash removal, pest control, promotional expenses, and other expenses reasonably
related to the Property's operations) CAM does not include capital expenditure , interest, depreciation, tenant improvements, insurance, taxes, or
brokers' leasing fees (i.e., all operating expenses except taxes and insurance).
 
(3)  "Insurance" means Landland's costs to insure the leased premises and the Property including but not limited to insurance for casualty loss,
general liability, and reasonable rent loss.
 
(4)  "Taxes" means the real property ad valorem taxes assessed against the leased premises and Property inclusive of, all general and special
assessments and surcharges.
 
B. Method: The additional rent will be calculated under the following method:
 
Note:  "Cam" means operating expenses except taxes and insurances
 
(1). Net:                   Each month Tenant will pay Tenant's pro rata share of the projected monthly expense for the Property for: [X] taxes; [X]
insurance; and [X] CAM.
 
C.  Projected Monthly Expenses: On or about December 31 of each calendar year, Landlord will project the applicable monthly expenses (those
that Tenant is to pay under this addendum) for the following calendar year and will notify Tenant of the projected expenses. The projected
expenses are based on Landlord's estimates of such expenses. The actual expenses may vary.
 
Notice:  The applicable projected annual expenses for the calendar year in which the above-referenced lease commences  is $1.99 per square foot.
The total rentable area of the Property presently used by Landlor.d for calculating expense reimbursement is 20,400 square feet.
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D.  Reconciliation: Within a reasonable time after the end of each calendar year, Landlord will notify Tenant of the actual costs of the applicable
expenses (those that Tenant is to pay under this addendum) for the previous year. If the actual costs of the applicable expenses exceed the
amounts paid or owed by Tenant for the previous year, Tenant must pay the deficient amount to Landlord within 15 days after Landlord notifies
Tenant of the deficient amount. If the actual costs of the applicable expenses are less than the amounts paid by Tenant for the previous year,
Landlord will refund the excess to Tenant or will credit the excess to Tenant's next rent payment. Tenant may audit or examine those items in
Landlord's records that relate to Tenant's obligations under this addendum.
 
Additional Rent to be paid by Tenant will be $661.00 per month.
 
IDEAL POWER CONVERTERS
Tenant
 
By:  /s/ Christopher P. Cobb
Printed Name:  Christopher P. Cobb
Title:  President

TEXAS PUBLIC EMPLOYEES ASSOCIATION
Landlord
 
By:  /s/ Gary W. Anderson
Printed Name:  Gary W. Anderson
Title:  Executive Director
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Exhibit 10.29

IDEAL POWER CONVERTERS, INC.

 INDEMNIFICATION AGREEMENT

This INDEMNIFICATION AGREEMENT (the "Agreement") is made and entered into as of [ _, ], by and between Ideal
Power Converters, Inc., a Texas corporation (the "Company"), and [ ] ("lndemnitee").

INTRODUCTION:

A. Indemnitee, as a member of the Company's Board of Directors and/or an officer of the Company, performs valuable services for
the Company.

B. The Company and Indemnitee recognize the continued difficulty in obtaining liability insurance for corporate directors, officers,
employees, controlling persons, agents and fiduciaries, the significant increases in the cost of such insurance and the general reductions in the
coverage of such insurance.

C. The Company and Indemnitee further recognize the substantial increase in corporate litigation in general, subjecting directors,
officers, employees, controlling persons , agents and fiduciaries to expensive litigation risks at the same time as the availability and coverage of
liability insurance has been severely limited.

D. The Company's Bylaws , as may be amended from time to time (the "Bylaws"), and Certificate of Formation, as may be amended
from time to time (the "Certificate"), provide for the indemnification of the officers, directors , agents and employees of the Company to the
maximum extent authorized by Sections 8.101 and 8.102 of the Texas Business Organizations Code, as amended, or any successor statute (the
"TBOC").

E. Indemnitee does not regard the current protection available for the Company's directors, officers, employees, controlling persons,
agents and fiduciaries as adequate under the present circumstance s, and Indemnitee and other directors, officers, employees, controlling
persons, agents and fiduciaries of the Company may not be willing to serve or continue to serve in such capacities without additional protection.

F. The Bylaws, Certificate and the TBOC, by their non-exclusive nature, permit contracts between the Company and its directors,
officers, employees , controlling persons, agents or fiduciaries with respect to indemnification of such directors.

G. The Company (i) desires to attract and retain the involvement of highly qualified individuals , such as Indernnitee, to serve the
Company and, in part, in order to induce lndemnitee to be involved with the Company, and (ii) wishes to provide for the indemnification and
advancing of expenses to Indemnitee to the maximum extent permitt ed by law.

H. [Indemnitee has certain rights to indemnification and/or insurance provided by [NAME OF VENTURE FUND] or certain of its
affiliates, which Indemnitee and [NAME OF VENTURE FUND] intend to be secondary to the primary obligation of the Company to
indemnify Indemnitee as provided herein, with the Company's acknowledgment and agreement to the foregoing being a material condition to
Indemnitee's willingness to serve on the Board of Directors of the Company.] 1

I. In view of the considerations set forth above, the Company desires that Indemnitee be indemnified by the Company as set forth
herein.
 
1. Include this provision only if Indemnification Agreement is for an investor director in order to satisfy indemnification obligations

similar to Levy indemnification obligations under Delaware law.
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AGREEMENT:

NOW, THEREFORE, in consideration of Indemnitee's service to the Company, the parties hereto agree as follows:
 

1. Indemnification of Indemnitee. The Company hereby agrees to indemnify Indemnitee to the fullest extent permitted by
applicable law, even if such indemnification is not specifically authorized by the other provisions of this Agreement, the
Certificate, the Bylaws or by statute. In the event of any change after the date of this Agreement in any applicable law, statute or
rule which expands the right of a Texas corporation to indemnify a member of its Board of Directors or an officer, employee,
controlling person, agent or fiduciary, it is the intent of the parties hereto that Indemnitee shall enjoy by this Agreement the greater
benefits afforded by such change. In the event of any change in any applicable law, statute or rule which narrows the right of a
Texas corporation to indemnify a member of its Board of Directors or an officer, employee, agent or fiduciary, such change, to
the extent not otherwise required by such law, statute or rule to be applied to this Agreement, shall have no effect on this
Agreement or the parties' rights and obligations hereunder except as set forth in Section 9(a) hereof.

2. Indemnification Rights.

(a) Indemnification of Expenses. The Company shall indemnify and hold harmless Indemnitee to the fullest extent
permitted by applicable law if Indemnitee was or is or becomes a party to or witness or other participant in, or is
threatened to be made a party to or witness or other participant in, any threatened, pending or completed action, suit,
proceeding or alternative dispute resolution mechanism, or any hearing, inquiry or investigation that Indemnitee in
good faith reasonably believes might lead to the institution of any such action, suit, proceeding or alternative dispute
resolution mechanism, whether civil, criminal, administrative, investigative or other (hereinafter a "Claim") against (i)
any and all expenses (including attorneys' fees) and all other costs, expenses and obligations incurred in connection
with investigating, defending, being a witness in or participating in (including on appeal), or preparing to defend, be a
witness in or participate in, any such Claim, (ii) judgments, fines, penalties and amounts paid in settlement (if such
settlement is approved in advance by the Company, which approval shall not be umeasonably withheld) of any Claim,
and (iii) any federal, state, local or foreign taxes imposed on Indemnitee as a result of the actual or deemed receipt of
any payments under this Agreement (collectively, hereinafter "Expenses"), including all interest , assessments and
other charges paid or payable in connection with or in respect of such Expenses, incurred by Indemnitee by reason of
(or arising in part out of) any event or occurrence related to the fact that Indemnitee is or was a director, officer,
employee or agent of the Company or any subsidiary of the Company, or is or was serving at the request of the
Company as a director, officer, employee or agent of another corporation, partner ship, joint venture, trust or other
enterprise, or by reason of any action or inaction on the part of Indemnitee while serving in such capacity including,
without limitation, any and all losses, claims, damages, expenses and liabilities, joint or several (including any
investigation, legal and other expenses incurred in connection with, and any amount paid in settlement of, any action,
suit, proceeding or any claim asserted) under the Securities Act of 1933, as amended (the "Securities Act "), the
Securities Exchange Act of 1934, as amended (the "Exchange Act ") or other federal or state statutory law or
regulation , at common law or otherwise, which relate directly or indirectly to the registration, purchase, sale or
ownership of any securities of the Company or to any fiduciary obligation owed with respect thereto (hereinafter an
"Indemnification Event").Such payment of Expenses shall be made by the Company as soon as practicable but in any
event no later than forty (40) days after proper written demand by Indemnitee therefor is presented to the Company.
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(b) Reviewing Party. Notwithstanding the foregoing, (i) the obligations of the Company under Section 2(a) shall be
subject to the condition that the Reviewing Party (as described in Section lO(e) hereof) shall not have determined (in a
written opinion, in any case in which the Independent Legal Counsel as defined in Section lO(d) hereof is involved)
that lndemnitee would not be permitted to be indemnified under applicable law, and (ii) and Indemnitee acknowledges
and agrees that the obligation of the Company to make an advance payment of Expenses to lndemnitee pursuant to
Section 3(a) (an "Expense Advance ") shall be subject to the condition that, if, when and to the extent that the
Reviewing Party determines that Indemnitee would not be permitted to be indemnified under applicable law, the
Company shall be entitled to be reimbursed by Indemnitee (who hereby agrees to reimburse the Company) for the
amount of such Expense Advance theretofore paid; provided, however, that if Indemnitee has commenced or thereafter
commences legal proceedings in a court of competent jurisdiction to secure a determination that Indemnitee should be
permitted to be indemnified under applicabl e law, any determination made by the Reviewing Party that Indemnitee
would not be permitted to be indemnified under applicable law shall not be binding and Indemnitee shall not be
required to reimburse the Company for any Expense Advance until a final judicial determination is made with respect
thereto (as to which all rights of appeal therefrom have been exhausted or lapsed) and until such time, Indemnitee shall
be entitled to receive interim payments of expenses pursuant to Section 2(a). Indemnitee's obligation to reimburse the
Company for any Expense Advance shall be unsecured and no interest shall be charged thereon. If there has not been
a Change in Control (as defined in Section  lO(c) hereof), the Reviewing Party shall be selected by the Board of
Directors, and if there has been such a Change in Control (other than a Change in Control which has been approved
by a majority of the Company's Board of Directors who were directors immediately prior to such Change in Control),
the Reviewing Party shall be the Independent Legal Counsel referred to in Section 2(d) hereof. If there has been no
determination by the Reviewing Party or if the Reviewing Party determines that Indernnitee substantively would not
be permitted to be indemnified in whole or in part under applicable law, Indemnitee shall have the right to commence
litigation seeking an initial determination by the court or challenging any such determination by the Reviewing Party or
any aspect thereof, including the legal or factual bases therefor, and the Company hereby consents to service of
process and to appear in any such proceeding. Any determination by the Reviewing Party otherwise shall be
conclusive and binding on the Company and Indernnitee.

(c) Contribution. If the indemnification provided for in Section 2(a) above is for any reason held by a court of competent
jurisdiction to be unavailable to an Indemnitee in respect of any losses, claims, damages, expenses or liabilities
referred to therein (after a final judicial determination is made with respect thereto, and as to which all rights of appeal
therefrom have been exhausted or lapsed), then the Company, in lieu of indemnifying Indemnitee thereunder, shall
contribute to the amount paid or payable by Indernnitee as a result of such losses, claims, damages, expenses or
liabilities (i) in such proportion as is appropriate to reflect the relative benefits received by the Company and
Indemnitee, or (ii) if the allocation provided by clause (i) above is not permitted by applicable law, in such proportion
as is appropriate to reflect not only the relative benefits referred to in clause (i) above but also the relative fault of the
Company and lndemnitee in connection with the action or inaction which resulted in such losses, claims, damages,
expenses or liabilities, as well as any other relevant equitable considerations.The relative fault of the Company and
Indemnitee shall be determined by reference to, among other things, the degree to which their actions were motivated
by intent to gain personal profit or advantage, the degree to which their liability is primary or secondary and the degree
to which their conduct is active or passive. The Company and Indemnitee agree that it would not be just and equitable
if contribution pursuant to this Section 2(c) were determined by pro rata or per capita allocation or by any other
method of allocation which does not take account of the equitable considerations referred to in this paragraph.
Whether or not the indemnification provided in Section 2(a) hereof is available, in respect of any threatened, pending
or completed action, suit or proceeding in which the Company is jointly liable with Indemnitee (or would be if joined
in such action, suit or proceeding), the Company shall pay, in the first instance, the entire amount of any jud gment or
settlement of such action, suit or proceeding without requiring Indemnitee to contribute to such payment and the
Company hereby waives and relinquishes any right of contribution it may have against Indemnitee. The Company
shall not enter into any settlement of any action, suit or proceeding in which the Company is jointly liable with
Indemnitee (or would be if joined in such action, suit or proceeding) unless such settlement provides for a full and
final release of all claims asserted against Indemnitee.

 
(d) Change in Control. After the date hereof, the Company agrees that if there is a Change in Control of the Company

(other than a Change in Control which has been approved by a majority of the Company's Board of Directors who
were directors immediately prior to such Change in Control) then, with respect to all matters thereafter arising
concerning the rights of Indemnitee to payments of Expenses under this Agreement or any other agreement or under
the Certificate or Bylaws as now or hereafter in effect, Independent Legal Counsel (as defined in Section lO(d) hereof)
shall be selected by Indemnitee and approved by the Company (which approval shall not be unreasonably withheld).
Such counsel, among other things, shall render its written opinion to the Company and Indemnitee as to whether and
to what extent Indemnitee would be permitted to be indemnified under applicable law. The Company agrees to abide
by such opinion and to pay the reasonable fees of the Independent Legal Counsel referred to above and to fully
indemnify such counsel against any and all reasonable expenses (including attorneys' fees), claims, liabilities and
damages arising out of or relating to this Agreement or its engagement pursuant hereto.

(e) Mandatory Payment of Expense s. Notwithstanding any other provision of this Agreement, to the extent that
Indemnitee has been successful on the merits or otherwise, including, without limitation, the dismissal of an action
without prejudice , in the defense of any action, suit, proceeding, inquiry or investigation referred to in Section 2(a)
hereof or in the defense of any claim, issue or matter therein, Indemnitee shall be indemnified against all Expenses
incurred by Indemnitee in connection herewith.

3. Expenses; Indemnification Procedure.



(a) Advancement of Expenses. The Company shall advance all Expenses incurred by Indemnitee. The advances to be
made hereunder shall be paid by the Company to Indemnitee as soon as practicable but in any event no later than forty
(40) days after written demand by Indemnitee therefor to the Company.

(b) Notice/Cooperation by Indemnitee. Indemnitee shall give the Company notice in accordance with Section 14 of this
Agreement as soon as practicable of any Claim made against Indemnitee for which indemnification will or could be
sought under this Agreement.

(c) No Presumptions; Burden of Proof. For purposes of this Agreement, the termination of any Claim by judgment,
order, settlement (whether with or without court approval) or conviction, or upon a plea of nolo contendere, or its
equivalent, shall not create a presumption that Indemnitee did not meet any particular standard of conduct or have any
particular belief or that a court has determined that indemnification is not permitted by applicable law. In addition,
neither the failure of the Reviewing Party to have made a determination as to whether Indemnitee has met any
particular standard of conduct or had any particular belief, nor an actual determination by the Reviewing Party that
Indemnitee has not met such standard of conduct or did not have such belief, prior to the commencementof legal
proceedings by Indemnitee to secure a judicial determination that Indemnitee should be permitted to be indemnified
under applicable law, shall be a defense to Indemnitee's claim or create a presumption that Indemnitee has not met any
particular standard of conduct or did not have any particular belief. In connection with any determination by the
Reviewing Party or otherwise as to whether Indemnitee is entitled to be indemnified hereunder , the burden of proof
shall be on the Company to establish that Indemnitee is not so entitled.
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(d) Notice to Insurers. If, at the time of the receipt by the Company of a notice of a Claim pursuant to Section 3(b) hereof,
the Company has liability insurance in effect which may cover such Claim, the Company shall give prompt notice of
the commencement of such Claim to the insurers in accordance with the procedures set forth in each of the Company's
policies . The Company shall thereafter take all necessary or desirable action to cause such insurers to pay, on behalf
of Indemnitee, all amounts payable as a result of such action, suit, proceeding, inquiry or investigation in accordance
with the terms of such policies.

(e) Selection of Counsel. In the event the Company shall be obligated hereunder to pay the Expenses of any Claim, the
Company shall be entitled to assume the defense of such Claim, with counsel approved by the Indemnitee (which
approval shall not be unreasonably withheld) upon the delivery to Indemnitee of notice of its election to do so. After
delivery of such notice, approval of such counsel by Indemnitee and the retention of such counsel by the Company,
the Company will not be liable to Indemnitee under this Agreement for any fees of counsel subsequently incurred by
Indemnitee with respect to the same Claim; provided that (i) Indemnitee shall have the right to employ Indemnitee 's
counsel in any such Claim at Indemnitee's expense and (ii) if (A) the employment of counsel by Indemnitee has been
previously authorized by the Company, (B) Indemnitee shall have reasonably concluded that there is a conflict of
interest between the Company and Indemnitee in the conduct of any such defense, or (C) the Company shall not
continue to retain such counsel to defend such Claim, then the fees and expenses of Indemnitee' s counsel shall be at
the expense of the Company.

4. Nonexclusivity. The indemnification provided by this Agreement shall be in addition to any rights to which Indemnitee may be
entitled under the Certificate, Bylaws, any agreement, any vote of shareholders or disinterested directors, the TBOC, or
otherwise. The indemnification provided under this Agreement shall continue as to Indemnitee for any action Indemnitee took or
did not take while serving in an indemnified capacity even though Indemnitee may have ceased to serve in such capacity.

5. No Duplication of Payments. [Except as provided in Section 25 below,]2 the Company shall not be liable under this Agreement
to make any payment in connection with any Claim made against any Indemnitee to the extent Indemnitee has otherwise actually
received payment (under any insurance policy, Certificate, Bylaws or otherwise) of the amounts otherwise indemnifiable
hereunder.

6. Partial Indemnification. If any Indemnitee is entitled under any provlSlon of this Agreement to indemnification by the
Company for any portion of Expenses incurred in connection with any Claim, but not, however , for the total amount thereof, the
Company shall nevertheless indemnify Indemnitee for the portion of such Expenses to which Indemnitee is entitled.

7. Mutual Acknowledgement. The Company and Indemnitee acknowledge that in certain instances, Federal law or applicable
public policy may prohibit the Company from indemnifying its directors, officers, employees, controlling persons, agents or
fiduciaries under this Agreement or otherwise. Each Indemnitee understands and acknowledges that the Company has undertaken
or may be required in the future to undertake with the Securities and Exchange Commission to submit the question of
indemnification to a court in certain circumstances for a determination of the Company' s rights under public policy to indemnify
Indemnitee.

8. Officer and Director Liability Insurance. The Company shall obtain and maintain a policy or policies of directors and officers
insurance with financially sound and reputable insurers, with coverage customary for companies similarly situated to the
Company, except as otherwise decided in accordance with policies adopted by the Company's Board of Directors. The Company
will cause to be maintained the directors and officers insurance required by this Section 8, except as otherwise decided in
accordance with policies adopted by the Company's Board of Directors. Such policy shall not be cancelable by the Company
without prior approval of the Board of Directors.

2  Include this provision only if Indemnification Agreement is for an investor director in order to satisfy indemnification obligations similar to
Levy indemnification obligations under Delaware law.
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9. Exceptions. Any other provision herein to the contrary notwithstanding, the Company shall not be obligated pursuant to the
terms of this Agreement:

(a) Claims Initiated by Indemnitee. To indemnify or advance expenses to any Indemnitee with respect to Claims initiated
or brought voluntarily by Indemnitee and not by way of defense, except (i) with respect to actions or proceedings to
establish or enforce a right to indemnification under this Agreement or any other agreement or insurance policy or
under the Certificate or Bylaws now or hereafter in effect relating to Claims for an Indemnification Event, (ii) in
specific cases if the Board of Directors has approved the initiation or bringing of such Claim, or (iii) as otherwise
required under Sections 2.101, 2.103 and 2.113 of the TBOC or any other statute or law, regardless of whether
Indemnitee ultimately is determined to be entitled to such indemnification, advance expense payment or insurance
recovery, as the case may be; or

(b) Claims Under Section 16(b). To indemnify lndemnitee for expenses and the payment of profits arising from the
purchase and sale by Indemnitee of securities in violation of Section 16(b) of the Exchange Act or any similar
successor statute; or

(c) Claims Excluded Under Section 8.101 of the TBOC. To indemnify Indemnitee if (i) Indemnitee did not act in good
faith or in a manner reasonably believed by such lndemnitee to be in or not opposed to the best interests of the
Company, or (ii) with respect to any criminal action or proceeding, Indemnitee had reasonable cause to believe
Indemnitee's conduct was unlawful, or (iii) lndemnitee shall have been adjudged to be liable to the Company unless
and only to the extent the court in which such action was brought shall permit indemnification as provided in Section
8.101 of the TBOC.

10. Construction of Certain Phrases.

(a) For purposes of this Agreement, references to the "Company" shall include, in addition to the resulting corporation,
any constituent corporation (including any constituent of a constituent) absorbed in a consolidation or merger which, if
its separate existence had continued, would have had power and authority to indemnify its directors, officers,
employees, controlling persons, agents or fiduciaries, so that if lndemnitee is or was a director, officer, employee,
controlling person, agent or fiduciary of such constituent corporation, or is or was serving at the request of such
constituent corporation as a director, officer, employee, controlling person, agent or fiduciary of another corporation,
partnership, joint venture, employee benefit plan, trust or other enterprise, lndemnitee shall stand in the same position
under the provisions of this Agreement with respect to the resulting or surviving corporation as Indemnitee would
have with respect to such constituent corporation if its separate existence had continued.

(b) For purposes of this Agreement, references to ''fines" shall include any excise taxes assessed on any Indemnitee with
respect to an employee benefit plan; and references to "serving at the request of the Company" shall include any
service as a director, officer, employee, agent or fiduciary of the Company which imposes duties on, or involves
services by, such director, officer, employee, agent or fiduciary with respect to an employee benefit plan, its
participants or its beneficiaries; and if any Indemnitee acted in good faith and in a manner Indemnitee reasonably
believed to be in the interests of the participants and beneficiaries of an employee benefit plan, Indemnitee shall be
deemed to have acted in a manner "not opposed to the best interests of the Company" as referred to in this Agreement.

 
 

-5-



 
 

(c)  For purposes of this Agreement a "Change in Control" shall be deemed to have occurred if (i) any "person" (as such
term is used in Sections 13(d)(3) and 14(d)(2) of the Exchange Act), other than a trustee or other fiduciary holding
securities under an employee benefit plan of the Company or a corporation owned directly or indirectly by the
shareholders of the Company in substantially the same proportions as their ownership of stock of the Company, who
becomes the "beneficial owner" (as defined in Rule 13d-3 under said Exchange Act), directly or indirectly, of
securities of the Company representing more than 20% of the total voting power represented by the Company's then
outstanding Voting Securities, (ii) during any period of two consecutive years, individuals who at the beginning of
such period constitute the Board of Directors of the Company and any new director whose election by the Board of
Directors or nomination for election by the Company's shareholders was approved by a vote of at least two thirds of
the directors then still in office who either were directors at the beginning of the period or whose election or
nomination for election was previously so approved, cease for any reason to constitute a majority thereof , or (i) the
shareholders of the Company approve a merger or consolidation of the Company with any other corporation other
than a merger or consolidation which would result in the Voting Securities of the Company outstanding immediately
prior thereto continuing to represent (either by remaining outstanding or by being converted into Voting Securities of
the surviving entity) at least 80% of the total voting power represented by the Voting Securities of the Company or
such surviving entity outstanding immediately after such merger or consolidation , or the shareholders of the Company
approve a plan of complete liquidation of the Company or an agreement for the sale or disposition by the Company of
(in one transaction or a series of transactions) all or substantially all of the Company 's assets.
 

 (d) For purposes of this Agreement, "Independent Legal Counsel" shall mean an attorney or firm of attorneys, selected in
accordance with the provisions of Section 2(d) hereof, who shall not have otherwise performed services for the
Company or any Indemnitee within the last three years (other than with respect to matters concerning the right of any
Indernnitee under this Agreement, or of other indemnitees under similar indemnity agreements).

(e) For purposes of this Agreement, a "Reviewing Party " shall mean any appropriate person or body consisting of a
member or members of the Company' s Board of Directors or any other person or body appointed by the Board of
Director s who is nota party to the particular Claim for which Indemnitee is seeking indemnification, or Independent
Legal Counsel.

(f) For purposes of this Agreement, "Voting Securities" shall mean any securities of the Company that vote generally in
the election of directors.

11. Counterparts. This Agreement may be executed in one or more counterparts , each of which shall constitute an original.

12. Binding Effect; Successors and Assigns. This Agreement shall be binding upon and inure to the benefit of and be enforceable
by the parties hereto and their respective successors, assigns, including any direct or indirect successor by purcha se,
merger,  consolidation or otherwise to all or substantially all of the business and/or assets of the Company, spouses, heirs, and
personal and legal representatives. The Company shall require and cause any successor (whether direct or indirect by purchase,
merger, consolidation or otherwise) to all, substantially all, or a substantial part, of the business and/or assets of the Company, by
written agreement in form and substance satisfactory to Indemnitee, expressly to assume and agree to perform this Agreement in
the same manner and to the same extent that the Company would be required to perform if no such succession had taken place.
This Agreement shall continue in effect with respect to Claims relating to an Indemnification Event regardless of whether any
Indemnitee continues to serve as a director, officer, employee, controlling person, agent or fiduciary of the Company or of any
other enterprise, including subsidiaries of the Company, at the Company's request.
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13. Attorneys' Fees. In the event that any action is instituted by an Indemnitee under this Agreement or under any liability insurance

policies maintained by the Company to enforce or interpret any of the terms hereof or thereof, any Indemnitee shall be entitled to
be paid all Expenses incurred by Indemnitee with respect to such action (including, without limitation, attorney's fees), regardless
of whether Indemnitee is ultimately successful in such action, and shall be entitled to the advancement of Expenses with respect to
such action, unless , as a part of such action, a court of competent jurisdiction over such action determines that the material
assertions made by Indemnitee as a basis for such action were not made in good faith or were frivolous, provided, however, that
until such determination is made, Indernnitee shall be entitled to receive payment of Expense Advances hereunder with respect to
such action. In the event of an action instituted by or in the name of the Company under this Agreement to enforce or interpret
any of the terms of this Agreement, Indemnitee shall be entitled to be paid all Expenses incurred by Indemnitee in defense of such
action (including costs and expenses incurred with respect to Indernnitee counterclaims and cross-claims made in such action),
and shall be entitled to the advancement of Expenses with respect to such action, unless, as a part of such action, a court having
jurisdiction over such action determines that each of the Indernnitee's material defenses to such action was made in bad faith or
were frivolous.

14. Notice. All notices and other communications required or permitted hereunder shall be in writing or by electronic transmission,
shall be effective when given, and shall in any event be deemed to be given (a) five calendar days after deposit with the U.S.
Postal Service or other applicable postal service, if delivered by first class mail, postage prepaid, (b) upon delivery, if delivered by
hand, (c) one business day after the business day of deposit with Federal Express or similar overnight courier, freight prepaid, (d)
one day after the business day of delivery by facsimile transmission , if deliverable by facsimile transmission , with copy by first
class mail, postage prepaid, and shall be addressed if to Indernnitee, at Indernnitee's address as set forth beneath Indernnitee's
signature to this Agreement and if to the Company at the address of its principal corporate offices (attention: Chief Executive
Officer) or at such other address as such party may designate by ten calendar days' advance written notice to the other party
hereto, or (e) on the first business day on which delivery is confirmed if notice is given by electronic transmission. As used in
this Agreement, "electronic transmission" means any form of communication, not directly involving the physical transmission of
paper, that creates a record that may be retained, retrieved and reviewed by a recipient thereof, and that may be directly reproduced
in paper form by such recipient through an automated process.

15. Consent to Jurisdiction. The Company and Indernnitee each hereby irrevocably consent to the jurisdiction of the courts of the
State of Texas for all purposes in connection with any action or proceeding which arises out of or relates to this Agreement and
agree that any action instituted under this Agreement shall be commenced, prosecuted and continued only in the court of the State
of Texas and for Travis County, which shall be the exclusive and only proper forum for adjudicating such a claim.

16. Severability. The provisions of this Agreement shall be severable in the event that any of the provisions hereof (including any
provision within a single section, paragraph or sentence) are held by a court of competent jurisdiction to be invalid, void or
otherwise unenforceable, and the remaining provisions shall remain enforceable to the fullest extent permitted by applicable law.
Furthermore , to the fullest extent possible, the provisions of this Agreement (including, without limitations, each portion of this
Agreement containing any provision held to be invalid, void or otherwise unenforceable, which is not itself invalid, void or
unenforceable) shall be construed so as to give effect to the intent manifested by the provision held invalid, illegal or
unenforceable .

17. Choice of Law. This Agreement shall be governed by and its provisions construed and enforced in accordance with the laws of
the State of Texas, as applied to contracts between Texas residents, entered into and to be performed entirely within the State of
Texas, without regard to the conflict of laws principles thereof.

 
-7-



 

 
18. Subrogation. [Except as provided in Section 25 below,]3 in the event of payment under this Agreement, the Company shall be

subrogated to the extent of such payment to all of the rights of recovery of Indernnitee [(other than against the Fund
Indernnitors)]4 who shall execute all documents required and shall do all acts that may be necessary to secure such rights and to
enable the Company effectively to bring suit to enforce such rights.

19. Amendment and Termination. No amendment, modification, termination or cancellation of this Agreement shall be effective
unless it is in writing signed by all parties hereto. No waiver of any of the provisions of this Agreement shall be deemed or shall
constitute a waiver of any other provisions hereof (whether or not similar) nor shall such waiver constitute a continuing waiver.

20. Integration and Entire Agreement. This Agreement sets forth the entire understanding between the parties hereto and
supersede s and merges all previous written and oral negotiations, commitments, understandings and agreements relating to the
subject matter hereof between the parties hereto.

 
21. No Construction as Employment Agreement. Nothing contained in this Agreement shall be construed as giving the

Indemnitee any right to be retained in the employ of the Company or any of its subsidiaries.

22. Corporate Authority. The Board of Directors of the Company has approved the terms of this Agreement.

23. Telecopy Execution and Delivery. A facsimile, telecopy or other reproduction of this Agreement may be executed by one or
more parties to this Agreement, and an executed copy of this Agreement may be delivered by one or more parties to this
Agreement by facsimile or similar electronic transmission device pursuant to which the signature of or on behalf of such party
can be seen, and such execution and delivery shall be considered valid, binding and effective for all purposes. At the request of
any party to this Agreement, all parties to this Agreement agree to execute an original of this Agreement as well as any facsimile,
telecopy or other reproduction of this Agreement.

24. Indemnification of Designor. If (a) Indemnitee is serving as a director and/or officer of the Company by designation of another
entity, including, but not limited to, as a designee of one or more investors or funds that has invested in the Company (together
with its affiliates, a "Designor"); (b) lndemnitee 's Designor is, or is threatened to be made, a party to or a participant in any
Claim; and (c) such Designor 's involvement in the Claim is directly or indirectly related to (x) Indemnitee's service to the
Company as a director and/or officer of the Company or (y) the Designor's status or potential status as a controlling person
(within the meaning of the Securities Act and the Exchange Act) of Indemnitee, then the Designor shall be entitled to all of the
indemnification rights and remedies under this Agreement to the same extent as Indemnitee.]5

 
 
3. Include this provision only if Indemnification Agreement is for an investor director in order to satisfy indemnification obligations similar

to Levy indemnification obligations under Delaware law.
 
4. Include this provision only if Indemnification Agreement is for an investor director in order to satisfy indemnification obligations similar

to Levy indemnification obligations under Delaware law.
 
5.    Include for Investor representatives.
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25. Primacy of Indemnification. The Company hereby acknowledges that Indemnitee has certain rights to indemnification,
advancement of expenses and/or insurance provided by [NAME OF VENTURE FUND] and certain of its affiliates (collectively,
the "Fund Indemnitors "). The Company hereby agrees (i) that it is the indemnitor of first resort (i.e., its obligations to Indemnitee
are primary and any obligation of the Fund Indemnitors to advance expenses or to provide indemnification for the same expenses
or liabilities incurred by Indemnitee are secondary), (ii) that it shall be required to advance the full amount of expenses incurred
by lndemnitee and shall be liable for the full amount of all Expenses, judgments, penalties, fines and amounts paid in settlement to
the extent legally permitted and as required by the terms of this Agreement and the Certificate or Bylaws of the Company (or any
other agreement between the Company and Indemnitee), without regard to any rights lndemnitee may have against the Fund
Indemnitors, and (iii) that it irrevocably waives, relinquishes and releases the Fund Indernnitors from any and all claims against
the Fund Indemnitors for contribution, subrogation or any other recovery of any kind in respect thereof. The Company further
agrees that no advancement or payment by the Fund Indemnitors on behalf of Indemnitee with respect to any claim for which
lndemnitee has sought indemnification from the Company shall affect the foregoing and the Fund Indemnitors shall have a right
of contribution and/or be subrogated to the extent of such advancement or payment to all of the rights of recovery of Indemnitee
against the Company. The Company and Indemnitee agree that the Fund Indemnitors are express third party beneficiaries of the
terms of this Section 25.]6

 

 [Signature Page Follows]

6.   Include this prov 1s1on only if Indemnification Agreement is for an investor director in order to satisfy indemnification obligations similar to
Levy indemnification obligations under Delaware law.
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IN WITNESS WHEREOF, the parties heretohaveexecutedthis Indemnification Agreement on and as of the day and year
first above written.

COMPANY:

IDEAL POWER CONVERTERS, INC.,
a Texas corporation

By:___________________
Name:
Title:

AGREED TO AND ACCEPTED:

INDEMNITEE:

By:_____________________

Print:____________________

Address:_________________

Fax : ___________________

 

IDEAL POWER CONVERTERS, INC.
SIGNATURE PAGE TO INDEMNIFICATION AGREEMENT
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Exhibit 10.40

OFFICE OF THE GOVERNOR

RICK PERRY
GOVERNOR

May 24, 2011

Via Certified Mail - 91 7108 2133 3938 2090 8865

William Alexander
Ideal Power Converters, Inc.
5004 Bee Creek Road, Suite 600
Spicewood, Texas 78669

Dear Mr. Alexander:

Enclosed please find a copy of the fully executed Amendment No. 1 to Investment Unit for your files.
Please do not hesitate to contact me if you have any questions.

Sincerely,

/s/ Kate Fite
Kate Fite
Assistant General Counsel

KF:lr
Enclosure

cc: Thomas F. Ryan
Attorney at Law
1216 Edgewater Drive
Spicewood, Texas 78669
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Ideal Power Converters, Inc.

AMENDMENT No. 1 to INVESTMENT UNIT

May 20, 2011

This Amendment No. 1 to Investment Unit (this "Amendment") has been entered into between Ideal Power Converters, Inc., a Texas corporation
(the "Company"), and the State of Texas, acting by and through the Office of the Governor, Economic Development and Tourism , together with
its nominees or assigns (the "OOGEDT"), in order to amend the Investment Unit issued by the Company to the OOGEDT as of October 1, 2010
(the "Unit") in connection with the Texas Emerging Technology Fund Award and Security Agreement ("Fund Agreement"). All capitalized terms
used herein but not otherwise defined herein shall have the meanings given to them in the Unit or its related Fund Agreement.

WHEREAS, on December 8, 2010, the Company filed an Amended and Restated Certificate of Formation; and

WHEREAS, the Amended and Restated Certificate of Formation contained a stock split (each share split into twenty five) and a
reclassification of the par value per share from $.01 per share to $.001 per share.

WHEREAS, the parties have determined that it is advisable to amend the Unit to take into account the adjustments made by the
Amended and Restated Certificate of Formation.

NOW, THEREFORE, in consideration of the foregoing and other good and valuable consideration, the receipt of which is hereby
acknowledged , the part ies, intending to be legall y bound, agree as follows:

Section 1.1 Section 2.1 of the Unit shall be amended and restated in its entirety to read as follows:

"Section 2.1 Right to Purchase. This Article II consists of the Right to Purchase, which certifies that, for the value received, the
OOGEDT is entitled to purchase from the Company up to the number of shares set forth in Section 2.3 below (subject to adjustment in
accordance with the provisions hereof) of either (a) shares of common stock of the Company, $0.001 par value per share ("Common Stock") or
(b) shares ("Next Financing Shares") of the same class of capital stock or series of preferred stock as shall be issued in the First Qualifying
Financing Transaction (as hereinafter defined)."

Section 1.2 Section 2.2 of the Unit shall be amended and restated in its entirety to read as follows:

"Section 2.2 Purchase Price. The price per share (the "Purchase Price") of Common Stock or Next Financing Shares, as the case may
be, purchased hereunder shall be $0.001 per share."

Section 1.3 Section 2.3(a)(ii)(C) of the Unit shall be amended and restated in its entirety to read as follows:

"(C)if no First Qualifying Financing Transaction is closed and consummated on or before the date thirty (30) months after the Effective
Date or the OOGEDT exercises its Right to Purchase prior to the closing and consummation of a First Qualifying Financing Transaction, then
$0.295072."
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Section 1.4 Section 2.3(d)(i) of the Unit shall be amended and restated in its entirety to read as follows:

(d) "Stock Price" means, as applicable:

(i) With respect to Common Stock, (A) if Common Stock is sold in the First Qualifying Financing Transaction, the
price per share at which such Common Stock is sold in the First Qualifying Financing Transaction; (B) if Common Stock is not
sold in the First Qualifying Financing Transaction, the price per share of capital stock that is sold in the First Qualifying
Financing Transaction as determined by dividing (1.) the total amount received by the Company as consideration for the sale of
such capital stock, plus the minimum aggregate amount of additional consideration payable to the Company upon the conversion
or exchange of all such capital stock into Common Stock, if any, by (2) the total maximum number of shares of Common Stock
issuable upon the conversion or exchange of such capital stock; or (C) if there has been no First Qualifying Financing
Transactions, then $0.295072 per share; and

Section 1.5 This Amendment may be executed in counterparts, each of which shall be deemed an original and both of which shall
constitute one and the same agreement.

Signature page follows
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IN WITNESS WHEREOF, the parties hereto have each caused this Amendment to be signed by its duly authorized officers as of the
date and year first written above.

Ideal Power Converters, Inc., a Texas corporation

By: /s/__________
Title: CEO

The State of Texas

By: /s/ Raymond C. Sullivan
Chief of Staff
Office of the Governor
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Exhibit 10.41

Ideal Power Converters, Inc.

AMENDMENT No. 2 to INVESTMENT UNIT

4-16, 2013

This Amendment No. 2 to Investment Unit (this "Amendment") has been entered into between Ideal Power Converters, Inc., a Texas corporation
(the "Company"), and the State of Texas, acting by and through the Office of the Governor, Economic Development and Tourism , together with
its nominees or assigns (the "OOGEDT"), in order to amend the Investment Unit issued by the Compan y to the OOGEDT as of October 1,
2010 and amended on May 20, 2011, (the "Unit") in connection with the Texas Emerging Technology Fund Award and Security Agreement
("Fund Agreement"). All capitalized terms used herein but not otherwi se defined herein shall have the meanings given to them in the Unit or its
related Fund Agreement.

WHEREAS, on December 8, 2010, the Company filed an Amended and Restated Certificate of Formation; and

WHEREAS, the Amended and Restated Certificate of Formation contained a stock split (each share split into twenty five) and a
reclassification of the par value per share from $.01 per share to $.001 per share.

WHEREAS, the parties have determined that it is advisable to amend the Unit to take into account the adjustments made by the
Amended and Restated Certificate of Formation.

NOW, THEREFORE, in consideration of the foregoing and other good and valuable consideration, the receipt of which is hereby
acknowledged, the parties, intending to be legally bound, agree as follows:

Section 1.1 Section 2.3(a) of the Unit shall be amended and restated in its entirety to read as follows:

"Section 2.3 Number of Shares.

(a) The number of shares of Common Stock or Next Financing Shares, as the case may be, to be issued upon the OOGEDT's
exercise of this Right to Purchase shall be equal to the quotient obtained by dividing:

(i) The total amount of the Award disbursed as of the date of the exercise together with the accrued interest calculated in
accordance with Section 1.2, by

(ii) Either:

(A) if the First Qualifying Financing Transaction is closed and con summated on or prior to April 1, 2014,
then eight-tenths (0.80) multiplied by the Stock Price of such First Qualifying Financing Transaction; or

(B) if no First Qualifying Financing Transaction is closed and consummated on or before April 1, 2014, or the
OOGEDT exercises its Right to Purchase prior to the closing and consummation of a First Qualifying Financing
Transaction, then $0.295072."
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Section 1.2 Section 2.4 of the Unit shall be amended and restated in its entirety to read as follows:

"Section 2.4 Purchase Procedure.

(a) The purchase rights represented by this Right to Purchase are exercisable by the OOGEDT or its permitted assignee, in
whole or in part, at any time on or after the Vesting Date (as hereinafter defined) and on or before the earlier of ninety (90) days after (a)
the First Qualifying Financing Transaction and (b) April 1, 20 14, by delivering to the principal office of the Company, or at such other
office or agency as the Company may designate by notice in writing to the OOGEDT, a duly executed Notice of Purchase in the form
attached hereto as Exhibit A and, upon payment of the per share Purchase Price multiplied by the total number of shares thereby
purchased (the "Aggregate Purchase Price") (at the sole option of the OOGEDT, to be paid by cash or by check or bank draft payable to
the order of the Company, by cashless exercise as described below or by cancellation of indebtedness of the Company to the OOGEDT),
whereupon the OOGEDT shall be entitled to receive a certificate for the number of shares of Common Stock or Next Financing Shares,
as the case may be, so purchased. The OOGEDT, in its sole discretion, shall elect whether to purchase Common Stock or Next Financing
Shares upon its exercise of the purchase rights hereunder.

(b) "Vesting Date" means the earlier of (i) April I, 2014; (ii) the date on which the First Qualifying Financing Transaction is
closed and consummated ; or (iii) the date on which any of the following events occur: (A) any capital reorganization or any
reclassification of the capital stock of the Company; (B) any consolidation or merger of the Company; (C) the disposition or transfer of
assets of the Company other than in the ordinary course of the Company's business; (D) any dividend or other distribution to the holders
of capital stock of the Company in the form of any asset, including without limitation securities of the Company ; or (E) the dissolution,
liquidation or winding up of the Company; or (iv) the date of a Stock Acquisition. "

Section 1.3 Section 1.13 of the Unit shall be added to read as follows:

"Section 1.13 Observer Rights. As long as either (a) the Note remains outstanding or (b) the OOGEDT owns any shares of Company
capital stock, during the term of the Fund Agreement , the Company shall invite a representative of the OOGEDT to attend all meetings of its
Board of Directors in a nonvoting observer capacity and, in th is respect, shall give such representative copies of all notices, minutes, consents,
and other materials that it provides to its directors at the same time and in the same manner as provided to such directors; provided , however, that
such representative shall agree to hold in confidence and trust and to act in a fiduciary manner with respect to all information so provided; and
provided further, that the Company reserves the right to withhold any information and to exclude such representative from any meeting or portion
thereof if access to such information or attendance at such meeting could adversely affect the attorney -client privilege between the Company and
its counsel. These rights shall not affect or otherwise limit the OOGEDT's rights (including voting rights) as a Company shareholder. The above
required invitation must be provided to the OOGEDT in accordance with Section 3.3 of this Unit and may also be provided to the OOGEDT via
the following electronic mail address: emergingtechnologyfund @gov.texas.gov."

Section 1.4 This Amendment may be executed in counterparts, each of which shall be deemed an original and both of which shall
constitute one and the same agreement.

Signature page follows
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IN WITNESS WHEREOF, the parties hereto have each caused this Amendment to be signed by its duly authorized officers as of the
date and year first written above.

Ideal Power Converters, Inc., a Texas corporation

By: /s/ Paul Bundschuh
Paul Bundschuh
Title: CEO

The State of Texas

By: /s/ Brandy D. Marty
Chief of Staff
Office of the Governor
 

-3-



-3-



Exhibit 23.1

 

 
 

CONSENT OF INDEPENDENT REGISTRERED PUBLIC ACCOUNTING FIRM

To the Board of Directors
Ideal Power, Inc.

We hereby consent to the use in the Prospectus constituting a part of this pre-effective amendment number 1 to Form S-1 Registration Statement
(registration number 333-190414) of our report dated July 16, 2013, except for Notes 17 and 18 for which the date is August 2, 2013, relating
to the financial statements of Ideal Power, Inc. (the “Company”) as of December 31, 2012 and 2011, and the related statements of operations,
stockholders’ deficit, and cash flows for each of the years in the two-year period ended December 31, 2012, which is contained in the
Prospectus.  Our report contains an explanatory paragraph regarding the Company’s ability to continue as a going concern.

We also consent to the reference to us under the caption “Experts” in the Prospectus.

 
/s/ Gumbiner Savett Inc.
September 16, 2013
Santa Monica, California



Santa Monica, California


