Term Sheet Check List

1. Capitalization

a. Number of shares in each category as well as percent

b. Have the founders on vesting for a percentage of their shares

c. Enough in option pool for the employees (~25%)

2. Liquidation Preference

a. Pari Pasu for all investors

b. Preference Amounts correct

c. Include Dividends

d. Additional payments for participating preferred

3. Redemption Rights (force repurchase at a particular time)

a. Seven Years will cause less problems with future investors

b. Spread of several years

c. Based on fair market value of stock is less onerous than at Preference Amount above

4. Conversion Rights

a. Convert at any time

b. Conversion Price

5. Automatic Conversion

a. IPO firmly underwritten

b. Minimum amount of money

c. At least x times the value of the preferred stock (4 time conversion price)

6. Antidilution

a. Structual Antidilution for Stock splits etc.

b. Price Protection

i. Full Ratchet up to the next financing or for a period of time such as 6-12 months

ii. Weighted Average normally

c. Pay to Play  (investor must participate in a down round on a prorate bases to get antidilution protection)  This is atypical

7. Voting Rights

a. Protective Provisions

i. Each class votes as a class with each class voting separately especially where the vote could substantially change the rights of a class against their will ( e.g. by later investors)

ii. Prohibition of redemption of stock except for normal redemptions such as from departing employees

iii. Prohibition of sale of substantially all of the assets of the company

iv. Increase in the number of shares prohibited without shareholder approval

b. Board Elections

i. Composition of Board

8. Milestones

a. Adjust valuation (by adjusting conversion price)  based on milestones (e.g. product development, sales, etc)  These are generally onerous to the company.

9. Participation Rights

a. Rights to participate in future rounds on a prorata basis

10. Registration Rights

a. Demand Rights

b. S3 Rights

c. Piggyback Rights

11. Information Rights

12. Cosale Rights

13. Vesting

a. Founders shall vest their shares or a percentage of their shares.

b. Minimum vesting period for employees and board members

c. Vesting period for above

