MEMORANDUM OF TERMS 

FOR THE PRIVATE PLACEMENT OF SECURITIES OF 

Company Z, Inc. 

	THIS TERM SHEET SUMMARIZES THE PRINCIPAL TERMS OF THE PROPOSED FINANCING OF [START-UP COMPANY NAME] (THE COMPANY). THIS TERM SHEET IS FOR DISCUSSION PURPOSES ONLY; THERE IS NO OBLIGATION ON THE PART OF ANY NEGOTIATING PARTY UNTIL A DEFINITIVE NOTE PURCHASE AGREEMENT IS SIGNED BY ALL PARTIES. THIS TERM SHEET IS SUBJECT TO THE SATISFACTORY COMPLETION OF DUE DILIGENCE. THIS TERM SHEET DOES NOT CONSTITUTE EITHER AN OFFER TO SELL OR AN OFFER TO PURCHASE SECURITIES. 


	$75,000 
	Up to such amount as determined by the board of directors 

	Type of Security
	Convertible promissory notes (the notes)

	Interest Rate
	6 percent per annum

	Maturity Date
	The notes shall mature and become due and payable on October 30, 2010 (the maturity date). 

	Conversion
	Principal and, at the company’s option, accrued interest shall be automatically converted on or before the maturity date into the equity securities (the equity securities) issued in the company’s next equity financing in an aggregate amount of at least $100,000 (including conversion of the notes) (the next equity financing). The notes will be converted at a price per share equal to 80 percent of the price per share paid for such equity securities in the next equity financing. 

If either (a) the company is acquired (an acquisition) prior to the maturity date or the next equity financing, or (b) the next equity financing does not occur prior the maturity date, then, the notes shall convert into shares of the company’s Series A preferred stock prior to the consummation of such acquisition or the maturity date (as applicable) at a price per share based upon a $5 million pre-financing valuation (on a fully diluted basis, but excluding any unallocated pool). The Series A preferred stock will have a 1X liquidation preference, broad based weighted average antidilution and such other rights and preferences as determined by a majority in interest of the then outstanding notes. 

	Subordination
	The notes will be subordinate in right of payment to all current and future indebtedness to banks and other financial institutions. 

	Security Interest
	The notes will be unsecured. 

	Purchase Agreement
	The sale of the notes shall be made pursuant to a convertible note purchase agreement reasonably acceptable to the company and the investors. 

	Amendment
	Any amendment to the terms of the notes and the purchase agreement may be made with the approval of holders of at least a majority in interest of the notes.

	Closing Date
	The closings of the sale of the notes may occur up to October 1, 2009. 


