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Convertible Note

	Issuer:
	PolyTronics, Inc., a Delaware corporation ("Company") 

	Current Capitalization:
	3,496,744 shares of common stock held by founders and Carnegie Mellon University ("CMU")

	Option Pool:
	1,706,000 shares of common stock; 1,105,000 shares reserved for options granted to existing officers and another employee and 601,000 shares reserved for options to be granted to future employees, advisors and board members as approved by the Board of Directors.  A possible additional grant of 170,000 options is pending a favorable one-year review of an employee.

	CMU Warrant:
	CMU has a warrant to purchase, at a nominal exercise price, additional shares to maintain its _____ ownership percentage as a result of any dilution caused by equity investments or management incentive shares issued or option grants made in excess of 15% of the initial capitalization until performance triggers are met.

	Investment Amount:
	Up to $500,000, first closing at $80,000 (may be modified at the Company's discretion)

	Note Due Date:
	March 31, 2004

	Interest:
	Notes shall bear simple interest at a rate of 8%.  Upon conversion of the notes into another security as described below, such notes shall be cancelled and no additional interest shall be earned. 

	Type of Security and Conversion Options:
	Convertible Note.  Conversion Options:

1. Mandatory Conversion: The note and accumulated interest will convert into the equivalent securities of the first formal round of investment ("Series A Round") on a dollar for dollar basis. Upon conversion, the note holder shall be considered a Series A investor and shall be party to the same subscription agreement and have the same rights and privileges of a Series A investor.  The Series A Round is defined as a financing that results in an equity or convertible security that has rights and preferences senior to the common stock and results in proceeds to the Company of at least $750,000 (in one or a series of transactions).

	
	2. Optional Conversions:  

a. The note holder may convert his/her note and accumulated interest into common stock at any time at a price of $0.70 per share.  

b. The note holder may convert his/her note and accumulated interest into any equity or security convertible into an equity security of the Company sold by the Company that results in at least $250,000 of financing proceeds to the Company.  

No fractional shares will be issued.

	Warrants:
	Five year warrants to purchase shares of common stock will be issued to note holders with an exercise price of $0.01 per share.  The number of shares underlying the warrant to be issued to note holders will be equal to the number of shares received upon conversion of the note (regardless of whether such shares are common or preferred) multiplied by 20%.

	Closing:
	On an on-going basis as investors are identified.  

	Minimum Investment:
	$20,000 (which may be modified in the Company's discretion)

	Type of Investors:
	Accredited Investors (including individuals whose net worth exceeds $1,000,000 or who had individual income in excess of $200,000 in each of the two most recent years or joint income with that person's spouse in excess of $300,000 in each of those years).  Investors shall represent that they are making such loan as an investment and not with a view to resale.



	Note Modifications:
	The note, the warrant and their terms may be modified and/or waived by the vote of holders that represent a majority of the total notes outstanding.  All modifications must be agreed to in writing by the Company.



	Use of Proceeds:
	Working capital and other general corporate purposes.



This Term Sheet is non-binding and no party shall have any rights, duties or obligations hereunder unless and until final, binding documentation is entered into.  This Term Sheet is not an offer or solicitation for an offer for a sale of Company securities.  This Term Sheet is qualified by its entirety by the definitive documents to be entered into by the Company and the purchases of the Note.







