Company W, Inc.
October__, 2009
MEMORANDUM OF TERMS

CONVERTIBLE NOTE AND WARRANT FINANCING

__________________

This memorandum summarizes the principal terms proposed by Company W, Inc., a Kansas corporation (the company), for the purchase and sale of subordinated unsecured convertible promissory notes (notes) and warrants to purchase Series A preferred stock (warrants).

Proposed Financing

	Size of Offering
	Up to $__________, with additional amounts until April 1, 2010, as determined by the board of directors (the offering size).

	Initial Closing
	On or about November __, 2009 (initial closing date); minimum (per investor) of $____________.

	Term of Notes
	Due on demand, which may be made at any time after December__, 2010.

	Purchase Price
	100 percent of the principal amount of each note

	Interest Rate
	5 percent per annum

	Conversion
	(1)
Number of Shares: The notes shall be convertible into the number of shares of Series A preferred stock of the company determined by dividing the principal and accrued interest on the notes by the conversion price, as defined below.

	
	(2)
Automatic Conversion: In the event of a Series A preferred stock financing transaction or series of transactions occurring within the three-year period following the initial closing date (the financing deadline) with proceeds to the company of at least $1,000,000 (including conversion of the notes) (a financing), the notes will automatically be converted at the conversion price (as defined below) into Series A preferred stock of the company sold in the financing.

	
	(3)
Optional Conversion: If a financing does not occur prior to the financing deadline, the notes will be convertible, at the option of the holder, into shares of common stock at the applicable conversion price.

	
	(4)
Conversion Price: The conversion price shall be (a) the price per share at which Series A preferred stock is sold in the financing, or (b) if no financing occurs and the notes are converted into shares of common stock, then the conversion price shall be the fair market value of a share of common stock at the time of conversion, as determined by the board of directors.

	Subordination
	The notes shall be subordinated to any company borrowings from banks and other financial institutions.

	Amendment
	The notes and the warrants may be amended by written consent of the company and holders of a majority in interest of the principal amount of the then-outstanding notes.

	Warrants
	The company will issue to each investor a warrant to purchase Series A preferred stock exercisable at the conversion price per share for the number of shares of Series A preferred stock that is equal to 20 percent the face amount of the note divided by the conversion price.

	Term:
	The warrants will expire five years after issuance. 

	Merger/Sale
	In the event of a merger or sale of the company prior to conversion, the investors shall have the option of exercising the warrants for common stock of the company at the then-current fair market value of the company’s common stock, as determined by the board of directors.

	Purchase Agreement
	The investment shall be made pursuant to a note and warrant purchase agreement reflecting the provisions set forth herein, and appropriate conditions of closing, which shall include, among other things, compliance with applicable laws.

	Expenses
	The company and the investors shall each bear their own legal and other expenses with respect to the transaction.
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