SUMMARY OF PRINCIPAL TERMS
OF SERIES B PREFERRED STOCK FINANCING OF
XYZ STARTUP, INC.

[Alternative terms are in brackets|

This memorandum summarizes the principa terms of a proposed Series B Preferred Stock
financing of XY Z Startup, Inc. (the " Company"):

|ssuer: XY Z Startup, Inc.
Universty Avenue
Pdo Alto, Cdifornia 94301

Amount of Financing: $

Security: shares of Series B Preferred Stock

Price: $ per share ("Origind Purchase Price’)

Investor: (the "Investor”)

Expected Closing Date: , 2000

Post-Closng
Capitdization

Series A Preferred
Stock Outstanding: shares

Series B Preferred
Stock Outstanding: shares

Common Stock
Outgtanding: shares

Common Stock Reserved

for Options to Employees

and Consultants: shares of Common Stock reserved for options or warrants to
employees and consultants, of which were subject to
outstanding options as of , 2000. The standard vesting

schedule for the employee stock option plan isfour years, with 25% of
option shares vesting upon the first anniversary of service, and the
ba ance vesting on amonthly basis over the remaining three years.
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Rights, Preferences,
Privileges and Redtrictions

of Saries B Preferred Stock.

Gengdly:

Comment: Dividends
typically range from 8%
to 10% of the Original
Purchase Price.

Dividerds:

Liquidation Preference:

Comment: Thisisa
simple participating
preferred. A modified
version might give the
holders of the Common
Stock a set amount per
share back before all
series shareratably on

an "as converted" basis.

The holders of Series B Preferred Stock shdl have rights on par with
the holders of Series A Preferred Stock. The terms described herein
are ubstantialy identical to the terms agreed to in the Company's Series
A Preferred Stock financing. The Series A Preferred Stock and the
Series B Preferred Stock are sometimes referred to herein asthe
"Preferred.”

The holders of the Series A and Series B Preferred Stock shall be
entitled to receive noncumulative dividends a therate of $ and
$ , respectively, per share per annum when, as, and if declared
by the Board of Directors, prior to any payment of dividends on the
Common Stock.

(@ Inthe event of any liquidation, dissolution or winding up of the
Company, the holders of Preferred shal be entitled to receivein
preference to the holders of Common Stock the amount of $

per share of Series A Preferred Stock and [origina Purchase Price] per
share of Series B Preferred Stock. If the funds to be distributed to the
holders of Preferred are not sufficient to permit payment in full of the
foregoing liquidation preference, then dl available funds shal be
digtributed ratably among the holders of the Preferred in proportion to
the preferential amount each holder is otherwise entitled to receive,
After payment of such sum, the holders of the Common Stock and the
Preferred shall share pro rata in the remaining proceeds (on an as-
converted basis). [After payment of such sum, the holders of the
Common Stock and the Preferred shall share pro ratain the remaining
proceeds (on an as converted basis) until such time as the holders of the
Preferred Stock have received atota of three times the liquidation
preference per share of Preferred then held (i.e. $ per share
of SeriesA and $ per share of Series B). After payment of
such sum, the holders of Common Stock shdll receive the remaining
proceeds on a pro ratabasis.]
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Comment: Possibleto
structure so that merger
or salewon't be treated
asaliquidation if
proceeds are in excess
of a certain dollar
amount.

Redemption:

Comment: Notethat in
some cases VCs may
seek redemption rights
such asthese. Note that
you will have to
consider whether a
partial redemption
would be a possible
deemed dividend
treatment for tax

pur poses.

Converson:

Automatic Converson:

(b) A consolidation or merger of the Company (where a change of
control results) or sde of dl or subgtantialy dl of its assets shal be
deemed to be aliquidation, dissolution or winding up for purposes of the
liquidation preference.

(i) Redemption at Option of Investor: At dection of the holders of at
least 50% of the Preferred, the Company shall redeem 1/3 of the
Preferred on the fifth anniversary of Closing, 13 on the sixth anniversary
of Closng, each at aredemption price equd to the Origind Purchase
Price [plus arate of return equa to 10% per year on the Origina
Purchase Price] minus the amount of any dividends previoudy paid to
holders of Preferred.

Each holder of the Preferred shall have the right to convert its Preferred,
at the option of the holder, at any time, into shares of Common Stock of
the Company. One share of Preferred shdl initidly be convertible into
one share of Common Stock based on a conversion price equal to the
Origina Purchase Price ("Conversion Price’). The Converson Price
may be adjusted based on certain events. See " Antidilution Protection”
below.

All outstanding Preferred shdl be automaticaly converted into Common
Stock at the then gpplicable conversion rate, in the event that the
holders of at least 2/3 of the Preferred Stock consent to the conversion
to Common Stock or upon the closing of an underwritten,
registered public offering of shares of the Company a a public offering
price per share not lessthan $ per share and which resultsin
gross proceeds to the Company of at least $ ("Qudifying
IPO").
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Antidilution Protection

Comment: This
"ratchet” islimited until
the occurrence of a
specific event; i.e.,
raising additional equity
funds at a Closing after
the First Closing. This
could be structured to
apply for a specific
period (one or two years
instead).

Comment: Narrow-
based" antidilution
formula does not take
account of outstanding
warrants and options
for purposes of
determining adjustment.

Vating Rights:

Comment: If investor
has sufficient leverage
they might be ableto
negotiate for control of
the Board.

Shareholders Voting
Agreements.

Comment: Provides for
investorsto obtain
control of Board of
Directorsif Company
does not meet its
milestones.

Proportiond adjustments of the Series A and Series B conversion rates
will be made for splits, combinations, stock dividends, recapitdizations,
and thelike. Also, the conversion rate for the Preferred will be subject
to adjustiment in the event that the Company issues additiond equity
securities other than (i) shares (or securities convertible into shares)
issued to employees, consultants and directors and (ii) securitiesissued
in connection with credit agreements with equipment lessors or
commercia lenders at a purchase price per common stock equivaent
less than the then gpplicable Conversion Price for each series. The
Conversion Price will be subject to ratchet adjustment for any issuances
prior to sale of additiona equity securities resulting in gross proceeds to
the Company of at least $ . [Theresfter, the Conversion Prices
(and resulting conversion rates) will be subject to adjustment using a
broad- based weighted average formula]

The holder of each share of Preferred shdl have the right to that number
of votes equa to the number of shares of Common Stock issuable upon
conversion of the Preferred Stock. The size of the Company's Board of
Directors shdl initidly be set a . The holders of Preferred
Stock, voting together as asingle class, shdl be entitled to eect

director(s). The holders of Common Stock, voting together
asasngle class, shdl be entitled to elect directors. The
remaining director shal be elected by the holders of Preferred and
Common Stock voting together asasingle class.

(ix) Shareholders Voting Agreements. The Investor and and
(the "Founders') will enter into a Shareholders Voting
Agreement, whereby each of them will use his or its best efforts to dect
one director mutudly agreed to by the Investor and the Founders. If the
Company does not meet its milestones as approved by the Investor
over the next sx months the Founders will vote in favor of anincreesein
the authorized number of directorsto and will usetheir best
efforts to elect additional Directors designated by the Investor

to fill the vacancies created by such increase.
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Protective The consent of the holders of amgjority of the Preferred Stock shall be
Provisons. required for any action which:

(i) createsany new class of shares senior to or on parity with the
Comment: Thisterm Preferred with respect to dividends or other distributions or liquidation,
provides for a "block" (i) amends the Company's Articles of Incorporation or Bylawsif such
on exclusive technology  action dters or changes the rights, preferences or privileges of the
licensesaswell asother  Preferred,
fundamental matters. (ii) effects any transactions, including any merger of the Company with
Percentage required for  or into another entity or sale of dl or subgtantialy al of the Company's
approval will depend on  assets which resultsin a change in voting control of the Company,
composition of current  (iv) license any of its core technology onan exclusve basis.
and prior investor
groups.

Information Rights: Each purchaser of Preferred and each transferee of a purchaser holding
at least shares of Preferred Stock or Common Stock issued
upon conversion of the Preferred ("Conversion Stock™), shdl be entitled
to receive from the Company unaudited monthly and quarterly and
audited annud financid statements. These obligations shdl terminate
upon the closing of the Company'sinitid public offering of Common
Stock.

Regigration Rights:

Demand Rights: If, at any time after the earlier of [two] years from the Closing or Six
months after the effective date of aregigration satement for the
Company'sinitid public offering, holders of Preferred Stock and their
transferees request that the Company file a regigtration statement for
their shares, the Company will useits best efforts to cause such shares
to beregistered. The Company shal not be obligated to effect more
than two regidrations under this demand right provision.

S-3 Regidration:  If avalable for use by the Company, the Holders will be entitled to S-3
registrations, provided the aggregate offering price of shares sold in such
Comment: regigtration is in excess of $500,000.
Registrations on Form
S-3 not possible until
one year after IPO;
shorter form, much less
expensive.
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Company The holders of Preferred and founders of the Company shdl be entitled

Regidration: to "piggyback” regidration rights on regigtrations of the Company,
subject to the right, however, of the Company and its underwriters to
Comment: Limited reduce the number of shares proposed to be registered in view of

underwriter "cutback”  market conditions; provided, however, that following the Company's
after I1PO; typically 20- initid public offering, the holders and the founders may not be reduced
30%. Foundersmay be bedow 25% of a Company registration and al founders must be

given limited or excluded before any holders are so excluded.

subordinate rights.

Expenses. The regigration expenses of the aforementioned regigtrations (exclusve
of underwriting discounts and commissions), including reasonable fees
and cods of one specid counsd for dl sdlling shareholders, shdl be
borne by the Company.

Trander of Rights The regidration rights may be transferred to a transferee who acquires
a lesst shares of Preferred or Conversion Stock. The
registration rights shal expire five years from the effective date of the
Qudifying IPO.

Other Provisions: Other provisons shdl be contained in the investor rights agreement with
respect to regigtration rights as are reasonable, including the Company's

Comment: Condition ability to dday thefiling of the demand registration for a period of at

"lock-up" on agreement least 90 days, the agreement by holders of the Preferred Stock if

of officers and other requested by the underwriter in the Company'sinitia public offering not
employees to be subject  to sall any Common Stock that they hold for aperiod of 180 days
to samerestrictions. fallowing the effective date of the registration statement for such offering

(subject to officers and directors of the Company entering into Smilar
agreements), cross-indemnification, the period of timein which the
regigtration statement shdl be kept effective, underwriting arrangements
and thelike.

Key Man Insurance: $1,000,000 palicy on the lives of each of the Founders, with the
Company as beneficiary but with proceeds to be applied to redemption

Comment: Key man of Preferred Stock at the election of holders of the mgority of

insurance isgood source Preferred.

of funds for redemption

in early stage company.
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Investor Right of
Fird Refusal:

Comment: Allows
investors to maintain
their percentage
ownership by
participating in
subseguent financings.

Stock Redtriction
Agreement:

Comment: No vesting
for first year istypical,
then monthly.

Investor Co-Sde Rights

Comment: Co-sale
rights are almost never
actually used but may
be important where an
individual iskey to
investment and you
can't impose vesting.

Drag-Along Rights:

In the event that the Company issues equity securities or securities
convertible or exercisable for equity securities (other than shares (or
options to purchase shares) issued to employees, consultants and
directors pursuant to gpprova of the Board of Directors, to equipment
lessors or financid indtitutions and other customary exclusions), each of
the holders of Preferred shdl be given the right to purchase a percentage
of such securities, on the same basis as the other purchasers, equal to
the percentage ownership of the Company's outstanding capital stock it
holds prior to such issuance. Thisright shal terminate a the closing of
the Company'sinitid public offering.

Each Founder will execute a stock restriction agreement with the
Company pursuant to which the Company will have a repurchase option
to buy back at cost a portion of the shares of Common Stock held by
such person in the event that such shareholder's employment withthe
Company isterminated, prior to the expiration of 48 months from the
date of [employment][the Preferred Stock Purchase Agreement] (the
"Measuring Date"). A portion of the shares will be released from the
repurchase option based upon continued employment by the Company
asfollows 25% will be released from the repurchase option on the first
anniversary of the Measuring Date and an additiona 2.08% will be
released on the completion of each month thereafter. The Company
and then the Investor will aso have right of first refusal with respect to
any Founder's shares proposed to be resold, which right will terminate
upon a public offering.

The holders of Preferred will dso have co-sdle rights on apro rata basis
(based upon their relative holdings of the Company's capital stock on a
fully-diluted basis) with respect to transfers of the founder's shares of the
Company's capital sock. This right will terminate at the closing of the
Company's Qudifying IPO.

Holders of amgority of Preferred and Common will have the right to
require other holders of Preferred Common who are parties to the
Rights Agreement to vote to approve certain corporate transactions
induding mergers.
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Board Observation
Rights

Comment: If Investor
does not hold a Board
seat.

Qudified Smdl Busness
Stock:

PO Allocation:

Comment: More
appropriate for later
stage financing.

Proprietary Information
and Inventions
Agreement:

The Purchase Agreement:

Expenses:

The Company shall execute a management rights letter with Investor
pursuant to which an Investor representative shall have theright to
attend al meetings of the Board of Directorsin a non-voting advisory
cgpacity and the right to examine Company records. Such rights will
terminate upon the closing of the Company's IPO.

The Company represents and warrants to the Investors that it qualifies
asa"Qudified Smal Busness' as defined in Section 1202(d) of the
Interna Revenue Code of 1986, as amended (the "Code") and
covenants that so long as the Shares are held by the Investors (or a
transferee in whose hands the Shares are digible to quaify as Qudified
Small Business Stock as defined in Section 1202(c) of the Code), it will
use its best efforts to cause the Shares to qudify as Qualified Smdll
Stock.

In the event of aninitid public offering for the capita stock of the
Company (the"IPQO"), the Company shdl request that the managing
underwriters of the IPO establish a directed share program (the
"Program") in connection with the IPO. The Program shdl consst of at
least that number of shares of capita stock determined by dividing

$ by the IPO price (the "Minimum Shares'). The Company
shdl cause the managing underwritersto give priority to TCV with
respect to the Minimum Shares in dlocating the shares available for
purchase in the directed share program.

Each officer, director and key employee of the Company will enter into
aproprietary information and inventions agreement with the Company.

The purchases of the Preferred will be made pursuant to a preferred
stock purchase agreement reasonably acceptable to the Company and
the Investor, which agreement shdl contain, among other things,
appropriate representations and warranties of the Company, covenants
of the Company reflecting the provisions st forth herein and
gppropriate conditions to closing which will include, among other things,
qudification of the shares under gpplicable Blue Sky laws, the filing of
Amended and Restated Articles of Incorporation, receipt of an opinion
of counsd and aminimum investment of $

The Company and the Investor will each bear their own lega and other
expenses with respect to the transaction (except that, assuming a
successful completion of the transaction, the Company will pay
reasonable legd fees and expensesincurred by counsd to the Investor).
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Counsd to the :[name of firm|
[address]
Teephone:
Fax:
Attention:

This memorandum of terms does not congtitute an offer and is presented solely for discussion purposes.
This memorandum of terms shdl not be construed as creating any obligation on any party whatsoever.
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