
MEMORANDUM OF TERMS FOR THE PRIVATE PLACEMENT OF

SERIES A STOCK PREFERRED STOCK OF

PLUTO home, Inc.

This term sheet summarizes the principal terms of the proposed financing of Pluto Home, Inc., a Delaware corporation (the “Company”) by a group of investors.  This term sheet is for discussion purposes only; there is no obligation on the part of any negotiating party until a definitive stock purchase agreement is signed by all parties.  The transactions contemplated by this term sheet are 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.  Except for sections under Confidentiality, Exclusivity and Governing Law which are intended to be binding, this term sheet is non-binding and is intended solely as a summary of the terms that are currently proposed by the parties.  

	Amount to be Raised:
	Up to $2,000,000.



	Type of Security:
	Series A Stock Preferred Stock (“Series A Stock”).



	Number of Shares:
	Up to 2,500,000 shares.



	Purchase Price:
	$0.80 per share (the “Purchase Price”).



	Closing Date:
	The initial closing of the sale of the Series A Preferred Stock (the “Initial Closing”) will be on or before November __, 2007.  Subsequent sales may occur within 30 days of the Initial Closing until a maximum of 2,500,000 shares have been sold.



	Post-Financing Capitalization:
	Class
	
	Number of Shares
	
	Percent

	
	Common Stock
	
	8,125,000
	
	64.4%

	
	Series A Stock Preferred 
	
	2,500,000
	
	19.8%

	
	Option Pool
	
	2,000,000
	
	15.8%

	
	Total
	
	12,625,000
	
	100.0%

	
	

	Rights, Preferences and Restrictions of Preferred Stock:
	Dividends:  The holders of Series A Stock will be entitled to receive noncumulative dividends in preference to the holders of Common Stock at an annual rate of 8% of the Purchase Price per share from legally available funds and when, as and if declared by the Board of Directors.  For any other dividends or similar distributions, the Preferred participates with Common Stock on an as-converted basis.



	
	Liquidation Preference:  In the event of any liquidation, dissolution or winding up of the Company, the holders of Series A Preferred Stock will be entitled to receive in preference to the holders of Common Stock, the amount of $0.80 per share plus declared and unpaid dividends, if any.  Thereafter, the remaining assets of the Company will be distributed ratably to the holders of Common Stock and Series A Preferred Stock (on an as-converted basis).  A sale, conveyance or other disposition of all or substantially all of the property or business of the Company, or a merger or consolidation with or into any other corporation (collectively, an “Acquisition” of the Company), other than (i) a merger effected exclusively to change the domicile of the Company, or (ii) an equity financing in which the Company is the surviving corporation, will be deemed to be a liquidation for purposes of the liquidation preference.



	
	Redemption:  The Series A Preferred Stock will not be redeemable.



	
	Voluntary Conversion:  Each holder of Series A Stock will have the right, at the option of the holder at any time, to convert shares of Series A Stock into Common Stock at an initial conversion ratio of one-to-one.



	
	Automatic Conversion:  The Series A Stock will be automatically converted into Common Stock, at the then applicable conversion rate, in the event of either (i) the election of holders of a majority of the then outstanding Preferred Stock, voting together as a class, or (ii) the closing of an underwritten initial public offering of the Company’s Common Stock pursuant to a Registration Statement under the Securities Act of 1933, as amended (an “IPO”) with aggregate proceeds of at least $30 million and at a public offering price equal to at least five times the purchase price of the Series A Preferred (as adjusted for stock splits, dividends and similar transactions).



	
	Antidilution Provisions:  The conversion price of the Series A Stock will be subject to proportional adjustment for stock splits, stock dividends and the like, and to adjustments on a broad-based weighted average basis for issuances at a purchase price less than the then-effective conversion price, subject to the following carve-outs:  (i) the issuance of securities pursuant to stock splits, stock dividends, or similar transactions; (ii) the issuance of up to 2,000,000 Common Stock to employees, consultants, officers or directors of the company pursuant to stock option plans or restricted stock plans or agreements approved by the Board (including options granted prior to the Financing); (iii) the issuance of securities to financial institutions or lessors in connection with commercial credit arrangements, equipment financings, commercial property lease transactions, or similar transactions approved by the Board; (iv) the issuance of securities pursuant to currently outstanding warrants, notes, or other rights to acquire securities of the Company; (v) the issuance of securities in connection with acquisition transactions approved by the Board; (vi) the issuance of Common Stock upon conversion of the Series A Preferred Stock; (vii) the issuance of Common Stock in a public offering approved by the Board; (viii) the issuance of securities in strategic partnership transactions approved by the Board; or (ix) the issuance of Common Stock in any other transaction in which exemption from the antidilution provisions is approved by the affirmative vote of at least a majority of the then-outstanding shares of Series A Preferred Stock.



	
	Voting Rights:  The holder of a share of Series A Stock will be entitled to that number of votes on all matters presented to the holders of voting capital stock equal to the number of shares of Common Stock then issuable upon conversion of such share of Series A Preferred Stock.

Protective Provisions:  Without the approval of the holders of at least a majority of the Series A Stock, the Company will not take any action that (i) effects a sale of all or substantially all of the Company’s assets or which results in the holders of the Company’s capital stock prior to the transaction owning less than 50% of the voting power of the Company’s capital stock after the transaction other than an equity financing in which the Company is the surviving corporation, (ii) alters or changes the rights, preferences or privileges of the Series A Stock, (iii) increases or decreases the number of authorized shares of Series A Stock, (iv) authorizes the issuance of securities having a preference over or on a parity with the Series A Stock, (v) redeems or repurchases any shares of the Common Stock or Preferred Stock (other than pursuant to equity incentive agreements with service providers giving the Company the right to repurchase shares at cost upon the termination of services), (vi) pays or declares any dividend on any shares of Common or Preferred Stock, or (vii) increases or decreases the size of the Board of Directors.



	Finders 
	The Company shall represent and warrant that it has no obligation to pay any finders’ fee.  The Company shall indemnify the Investors for any breach thereof.

	Registration Rights:
	Registrable Securities:  All shares of Common Stock issuable upon conversion of the Preferred Stock shall be deemed “Registrable Securities.”



	
	Demand Registration:  Beginning December 1, 2010 or six months after the IPO, whichever is earlier, two demand registrations of at least $10,000,000 each, upon initiation by holders of a majority of the outstanding Registrable Securities.



	
	Piggyback Registration Rights:  Unlimited piggyback registration rights, subject to pro rata cutback to a minimum of 20% of the offering (complete cutbacks on the IPO) at the underwriter’s discretion.



	
	Registration on Form S-3:  The holders of at least 30% of the Registrable Securities will have the right to require the Company to register on Form S-3, if available for use by the Company, shares of Registrable Securities for an aggregate offering price of at least $1,000,000.  The Company will not be obligated to effect more than two S-3 registration statement in any twelve month period.  


	
	Registration Expenses:  Registration expenses (exclusive of underwriting discounts and commissions, stock transfer taxes and fees of counsel to the selling security holders) will be borne by the Company for all demand, piggyback and S‑3 registrations.  The Company will also pay the reasonable fees and expenses of one special counsel to the selling security holders.



	
	Assignment of Registration Rights:  The registration rights may be transferred to a transferee who acquires at least 100,000 shares of the original purchaser’s Registrable Securities (or all of such the transferring holder’s shares, if less), provided that the Company is given prompt notice of the transfer and the transferee agrees to be bound by the terms and conditions of the Investors’ Rights Agreement.  Transfer of registration rights to a partner or affiliate of the transferee will be without restrictions as to minimum shareholdings.



	
	Lock-up Agreement:  In connection with the IPO, each holder of registration rights will be required not to sell or otherwise dispose of any securities of the Company (except for those securities being registered) for a period of 180 days following the effective date of the registration statement for such offering if so requested by the underwriters of such offering.  


	
	Termination of Registration Rights:  The registration obligations of the Company will terminate on the earlier of (i) 5 years after the IPO, (ii) with respect to any holder of registration rights, at such time as all Registrable Securities of such holder may be sold within a three month period pursuant to Rule 144 or (iii) upon an Acquisition of the Company.



	Information Rights:
	So long as a holder of  Series A Stock continues to hold at least 100,000 shares of Series A Stock or Common Stock issued upon conversion of Series A Stock, the Company will deliver to such holder annual and quarterly financial statements as well as an annual budget.  The obligation of the Company to furnish such information will terminate at such time as the Company (i) consummates an IPO, (ii) becomes subject to the reporting provisions of the Securities Exchange Act of 1934, as amended, or (iii) upon an Acquisition of the Company.



	Right of First Offer:
	Each holder of [100,000 shares of] Series A Preferred Stock will have the right in the event the Company proposes to offer equity securities to any person (other than (i) the issuance of securities pursuant to stock splits, stock dividends, or similar transactions, (ii) the issuance of up to 2,000,000 shares of Common Stock to employees, consultants, officers or directors of the company pursuant to stock option plans or restricted stock plans or agreements approved by the Board (including options granted prior to the Financing), (iii) the issuance of securities to financial institutions or lessors in connection with commercial credit arrangements, equipment financings, commercial property lease transactions, or similar transactions approved by the Board, (iv) the issuance of securities pursuant to currently outstanding warrants, notes, or other rights to acquire securities of the Company, (v) the issuance of securities in connection with acquisition transactions approved by the Board, (vi) the issuance of Common Stock upon conversion of the Series A Stock, (vii) the issuance of Common Stock in a public offering approved by the Board, or (viii) the issuance of securities in strategic partnership transactions approved by the Board) to purchase that portion of such equity securities equal to (i) the number of shares of Common Stock issued or issuable upon conversion of the Series A Stock held by each holder divided by (ii) all of the Company’s Common Stock then outstanding or issuable upon exercise of outstanding options or warrants or conversion of Preference Shares.  Such equity securities shall be purchased within 15 days from notice by the Company and on the same terms as they are purchased by other third party purchasers of the equity securities.  The exercising holders shall have a right of over-allotment if other eligible holders do not purchase their pro rata share.  Such right of first offer will terminate upon an IPO or upon the Acquisition of the Company.  The right of first offer shall not be applicable with respect to any covered investor and any subsequent securities issuance, if (i) at the time of such subsequent securities issuance, such investor is not an  accredited investor, and (ii) such subsequent securities issuance is otherwise being offered only to accredited investors.



	Co-Sale Right and Right of First Refusal:


	Holders of [100,000 shares of ] Series A Preferred Stock shall have the right to participate on a pro-rata basis in transfers of stock for value by Aaron Baalbergen, Chih-Ping Chung, Demian Martin, and Sean Tan (the “Founders”) (with customary exceptions for transfers in connection with estate planning and similar matters and an exception for up to an aggregate of 5% of each Founder’s Common Stock).  This right will terminate immediately prior to the IPO or an Acquisition of the Company.

The existing right of first refusal and vesting provisions with respect to the Founders’ stock will remain in effect. The right of first refusal will be assigned to the holders of the Preferred Stock on a pro-rata basis in the event it is not exercised by the Company.



	Board of Directors:
	The size of the Board shall be [three] members.  So long as Series A Stock remains outstanding, the Series A Stock, voting as a class, shall be entitled to elect one member of the Company’s Board of Directors, and the remaining members will be elected by the Preferred Stock and Common Stock voting together as a class.  Upon closing of the financing, the Board of Directors of the Company shall consist of Chih-Ping Chung, Aaron Baalbergen and ______________. 

A voting agreement will provide that (i) the Series A Preferred will designate one Director, who will initially be ___________, (ii) one Director will be the then CEO and (iii) the remaining Director(s) will be designated by the Board, provided however that if any such proposed designee is a Founder, such Founder must be currently employed by the Company.  


	Indemnification and D&O Insurance:
	As a condition to closing, the Company will enter into an indemnification agreement with each Director.  In addition, within six months of the Closing, the Company will acquire a minimum of $1M of D&O insurance.



	Purchase Agreement:
	The sale of the Series A Stock will be made pursuant to a stock purchase agreement reasonably acceptable to the Company and the Investors, which agreement will contain, among other things, appropriate representations and warranties of the Company and the Investors, covenants of the Company reflecting the provisions set forth in this term sheet and appropriate conditions to closing which will include, among other things, qualification of the shares to be sold under applicable securities laws, and the filing of the Amended and Restated Certificate of Incorporation.



	Employee Vesting: 
	Except as otherwise approved by the Board of Directors, stock and option grants to employees shall vest as follows:  after 12 months of employment, 25% will vest; the remainder will vest monthly over the following 36 months.  The Company shall have a repurchase option on unvested shares at cost.

	Proprietary Information and Inventions Agreement:
	Each employee and consultant of the Company will assign any intellectual property relating to the business of the Company to the Company, and will enter into an proprietary information and inventions agreement in a form acceptable to the Company and investors.

	Founder Vesting: 
	One hundred percent (100%) will be restricted and shall vest 1/4 after one year and monthly thereafter over 36 months.  If a Founder terminates employment with the Company prior to full vesting of his or her shares, the Company shall have the right to repurchase any unvested shares at cost, and any vested shares at the then fair market value, as determined by the Board in its sole discretion.  Notwithstanding the foregoing, 50% of Aaron Baalbergen's founder's stock shall be vested, while the remaining 50% shall vest over a standard four year vesting schedule starting from the date of incorporation.

	Restrictions on Common Stock:
	(a)
No transfers allowed prior to vesting except for certain estate planning. 

(b)
Company has right of first refusal on vested shares until IPO.

	Confidentiality: 
	The existence of this term sheet, the provisions contained herein, as well as the discussions between the parties hereto and their respective agents shall be held in confidence by the Company, the Founders, and their respective agents.  

	Exclusivity: 
	In consideration of the time and expense devoted by the Investors to this investment, the Company and the Founders (and their respective agents) agree that they shall not solicit or encourage any offers, engage in any discussions or enter into any agreements or commitments with respect to the purchase of, or the sale or transfer or issuance (whether by merger, consolidation or otherwise) of, (i) any shares of capital stock of the Company or another entity organized by the Founders or any securities convertible into or exchangeable for any such stock, (ii) options or warrants to purchase any such stock or any securities convertible into or exchangeable for any such stock or (iii) all or substantially all of the assets of the Company or any subsidiary thereof.  The Term of this Exclusivity will expire 60 days following Expiration.

	Governing Law 
	This Summary of Terms shall be governed by the laws of California.

	Expiration: 
	This offer will expire at 5:00 PM PST on November __, 2007.

	Counsel to the Company:
	David C. Lee

Orrick, Herrington & Sutcliffe LLP

1000 Marsh Road

Menlo Park, CA  94025

650-614-7653


Acknowledged and Agreed:

Company:

Pluto Home, Inc.

By:


Chih-Ping Chung, CEO

Investors:

________________________________________
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