
Series A Preferred Stock
Term Sheet 
This Term Sheet is for discussion purposes and summarizes certain proposed provisions of the Company’s Series A Preferred Stock. It does not purport to be complete and is subject to, and qualified in its entirety by, the provisions of (i) the Company’s Articles of Incorporation, and (ii) the Series A Preferred Stock Subscription Agreement to be dated as of the Closing Date between the Company and each prospective investor (an “Investor”), where such rights will be set forth in full, and the provisions of applicable law. 
Principal Terms 

	Financing Size: 
	$______________ 

	Pre-Money Valuation: 
	$______________ (before investment) 

	Securities: 
	Series A Preferred Stock (“Series A Preferred”) 

	Price Per Share: 
	$_________ (“Original Purchase Price”) 


Pro Forma Capitalization 
	  
	Pre-Offering 
	Post-Offering 

	Common Stock 
	  
	  

	Preferred Stock 
	  
	  

	Options Authorized 
	  
	  

	                TOTAL 
	  
	  


 Preferred Stock Terms 
Closing Date: As soon as suitable subscriptions for shares of Series A Preferred totaling [$500,000] (the “Minimum Amount”) are received and accepted by the Company (the “Closing Date”)  
Rights, Preferences, Privileges and Restrictions of Series A Preferred 

Liquidation Preference:  In the event of any liquidation, dissolution or winding up of the Company, the holders of Series A Preferred will be entitled to receive, prior and in preference to any distribution of any assets or surplus funds to the holders of Common Stock, liquidation amounts equal to the sum of (i) the Original Purchase Price ($____ per share), plus (ii) all declared but unpaid dividends (the “Senior Preferential Amount”). After payment of the Senior Preferential Amount, liquidation proceeds will be shared pro-rata by the holders of the Common Stock and the Series A Preferred on an as-converted basis.   

In the event of a merger, reorganization, acquisition or sale of all or substantially all of the assets of the Company in which the holders of the Company’s capital stock hold less than 51% of the voting power of the surviving entity, such holders shall be entitled to receive cash, assets or other property distributable in the same manner as is applicable in the context of a liquidation; provided, however, that if the sale proceeds exceed [$15 million], and if the conversion of the Series A Preferred to Common Stock would entitle the holders thereof to receive an amount in excess of the Original Purchase Price per share (as proportionately adjusted for any stock splits, etc.), then the Series A Preferred will be automatically converted to Common Stock.  

Voluntary Conversion:  The holders of the Series A Preferred will have the right to convert Series A Preferred at the option of the holder, at any time, into shares of Common Stock.  The total number of shares of Common Stock into which the Series A Preferred may be converted initially will be determined by dividing the Original Purchase Price by the Conversion Price.  The initial Series A Preferred Conversion Price will be the Original Purchase Price.  The Conversion Price will be subject to adjustment as discussed below. 

Automatic Conversion:  The Series A Preferred will be converted automatically into Common Stock, at its then applicable Conversion Price, (i) upon the closing of an underwritten public offering of shares of the Common Stock of the Company in an offering of not less than $20,000,000 (prior to underwriting commissions and expenses), (ii) upon the closing of a Sale of the Company that is not deemed a dissolution under the liquidation preference provisions above, or (iii) in the event that the holders of a majority of the Series A Preferred consent to the conversion into Common Stock. 

Anti-dilution Protection:  The Conversion Price will be subject to proportional adjustment for stock splits, stock dividends, recapitalizations and the like.  The Series A Preferred also will be subject to adjustment to prevent dilution in the event that the Company issues additional equity securities (or warrants or rights to purchase Common Stock or securities convertible into Common Stock) at a purchase price less than the applicable Conversion Price.  Such adjustment will be on a standard, broad-based weighted average basis.  The Conversion Price will not be adjusted for issuances of equity securities upon the exercise or conversion of presently outstanding securities, or on the future issuance of stock options to employees, as approved by the Company’s Board of Directors and certain other strategic issuances. 

Voting Rights:  The holder of shares of Series A Preferred will have a right to that number of votes equal to the number of shares of Common Stock issuable upon conversion of the Series A Preferred. 

Dividends:  No cash dividends may be declared on the Common Stock unless or until a like dividend in an amount equal to or greater than the dividend has been declared on the Series A Preferred (dividends shall be compared on a Common Stock equivalent basis). 

Restrictions and Limitations:  Except as expressly provided in the Subscription Agreement or as required by law, so long as at least a majority of the original number of shares of Series A Preferred issued remain outstanding, the Company shall not, without the approval of at least a two thirds (2/3rds) majority of the then outstanding shares of Series A Preferred, voting separately as a class, (i) amend, alter or repeal of any provision of the Articles of Incorporation or Bylaws of the Company or any other action that changes the voting powers, preferences, or other special rights or privileges, or restrictions of the Series A Preferred (for purposes of clarity, the filing of a designation creating Senior Stock or Parity Stock shall not be deemed to affect the preferences or other special rights or privileges of the Series A Preferred); (ii) increase or decrease the authorized number of shares of Series A Preferred; (iii) voluntary dissolve or liquidate the Company, or (iv) enter into an agreement resulting in a transfer of more than 50% of the outstanding ownership of the Company.  

Registration Rights: Demand Registration:  Holders of at least a majority of the shares of Series A Preferred shall be entitled to one demand registration (commencing six months after the Company’s initial public offering (the “IPO) and any time while the Company’s stock is publicly traded). 

Piggy-Back Registration:  The holders of Series A Preferred will be entitled to “piggy-back” registration rights with respect to offerings registered by the Company (excluding the IPO), subject to the right of the Company and its underwriters, in view of market conditions, to reduce the number of shares of such holders proposed to be registered. 

Registration Expenses:  The registration expenses (exclusive of underwriting discounts and commissions) of all registrations will be borne by the Company. 

Other Registration Provisions:  Other provisions are contained in the Series A Preferred Stock Subscription Agreement with respect to registration rights, including cross indemnification, the agreement by the holders of the Series A Preferred, if requested by the underwriters in a public offering, not to sell any Common Stock that they hold for a period of 180 days (or such other number of days as the underwriters may require) following the effective date of any Company registration statement (subject to certain exceptions), underwriting arrangements and the like. 
Notice of Certain 

Significant Transactions: The Company shall notify the holders of shares of Series A Preferred in the event of (i) certain takings by the Company of a record of the holders of any class of securities for the purpose of determining the holders thereof who are entitled to receive any dividend or other distribution, or any subscription or acquisition rights, (ii) any capital reorganization, reclassification or recapitalization of the capital stock of the Company, any merger of the Company, or any transfer of all or substantially all of the assets of the Company to any other company, or any other entity or person, or (iii) any voluntary or involuntary dissolution, liquidation or winding up of the Company. 
Reporting:  So long as an investor continues to hold one percent (1%) of the Series A Preferred or Common Stock issued upon conversion of the Series A Preferred, the Company will deliver to the Investor annual financial statements and any other reports or correspondence provided to all of the holders of Common Stock.   
Right to Maintain Proportionate Ownership:  Each Investor shall have a right of participation to purchase a share of any new securities offered by the Company (other than securities issued to employees, directors, consultants, independent contractors or strategic partners, or pursuant to acquisitions, equipment leases or secured debt financings) equal to the proportion which the number of shares of Series A Preferred held by such holder (on an as-converted basis) bears to the Company’s fully-diluted capitalization.  For purposes of this Term Sheet, the term “fully diluted capitalization” means the (i) number of shares of capital stock of the Company issued and outstanding, determined on an as-converted basis, (ii) the number of shares issuable upon exercise of outstanding warrants, and (ii) the number of shares reserved for issuance pursuant to the Company’s option plans. 

Board Rights:  So long as the Series A Preferred Investors collectively hold at least __________ shares of Series A Preferred, a representative of such group, selected by the Series A Preferred Investors, shall be entitled to be elected to the Company’s Board of Directors. 
Expenses:  The Company shall pay reasonable fees and expenses of one legal counsel to the Investors.
