

AVG Technologies N.V.

Claude Debussylaan 46, 1082 MD

Amsterdam, the Netherlands
February 23, 2010

Backblaze, Inc.
425A Forest Ave.
Palo Alto, CA 94301

Attention: Gleb Budman, Chief Executive Officer

Dear Gleb:

The purpose of this letter is to indicate AVG Technologies N.V.’s (“AVG”) interest in the potential acquisition of Backblaze, Inc. (the “Company”).  Based on our initial discussions with the Company and the Company information provided to AVG to date, we are enthusiastic about the prospects for the Company and would like to set forth a preliminary, non-binding indication of interest. We have summarized the principal terms of our proposal in Exhibit A – Term Sheet.  

We feel that the Company is an attractive long-term partner for AVG. The combination of both companies offers a substantial opportunity to create a leadership position in the online backup market.  The opportunity to partner with the Company' management team over the long-term is a key factor in our interest in the Company.  

Please acknowledge your agreement with the terms and provisions of this letter agreement by countersigning where indicated below (which shall automatically terminate if not countersigned) by 5:00 pm PST, Wednesday, February 24, 2010, and, upon such countersigning the terms and conditions of this letter agreement shall be in full force and effect.  Once accepted, we would begin the next phase of this process and will work efficiently towards the signing of a definitive agreement (the “Definitive Agreement”) regarding the subject matter of this Term Sheet.  Thank you for the opportunity to submit a proposal for the acquisition of the Company.

Sincerely,

AVG Technologies

by: ​​​​​​​​​​​​​​​_____________________________


JR Smith

CEO

Accepted and Agreed:

Backblaze, Inc.

by: ___________________________

Gleb Budman, CEO

This Term Sheet summarizes the principal terms with respect to an acquisition of Backblaze, Inc. (the “Acquisition”),(the “Company”), by AVG Technologies N.V., a public limited liability company (“AVG”), or as the case may be, a subsidiary of AVG, each party hereinafter referred to as “Party” and together jointly as “the Parties”.  Except for the paragraphs below regarding “Exclusivity; Standstill”, “Public Disclosure; Confidentiality”, “Expenses”, “Governing Law” and “Arbitration”, no legally binding obligations will be created, implied or inferred, in this Term Sheet or otherwise until a mutually acceptable Definitive Agreement is executed and delivered by the Parties.  

	The Seller
	Depending on the Acquisition Structure, the Company or Shareholders of the Company, together referred to as the “Sellers” and individually as a “Seller”.

	Acquisition Structure
	The Acquisition is intended to be effectuated by AVG, or by one of its Subsidiaries, as (i) a share purchase transaction to acquire 100% of the capital shares of the Company from all existing shareholders; or (ii) as a merger, pursuant to which AVG, or one of its Subsidiaries, will merge with the Company; or (iii) as an asset purchase transaction to acquire certain or all of the assets of the Company.  The transaction structure is subject to further discussion and due diligence.  Closing is expected to take place as soon as reasonably practicable after signing.

	Aggregate Consideration
	The total aggregate consideration is $22 million (the ”Aggregate Consideration”), assuming the Company has no debt or cash on the balance sheet at closing, of which the Purchase Price, as hereinafter defined, is subject to a Company Net Working Capital adjustment.  The Aggregate Consideration will be comprised of (i) an initial upfront cash payment of $12 million at closing (the “Purchase Price”), subject to adjustment, (ii) aggregate earn-out consideration of up to $6 million in cash, consisting of up to $3 million based upon the Company achieving certain financial performance milestones and up to $3 million based upon the Company achieving other performance milestones (i.e., delivery of product roadmap  and Company employee retention) (“Earn-Out Consideration"); and (iii) $4 million in cash of deferred consideration (“Deferred Consideration”). All subject to a detailed due diligence process that will be undertaken after acceptance of this term sheet. 

All monetary denominations in this Term Sheet are in United States Dollars.

	Financing
	AVG will fund the Aggregate Consideration with cash from its balance sheet and does not require any external financing and there are no contingencies related to financing. 

	Earn-Out

Consideration
	Up to $6 million Earn-Out Consideration shall be payable in cash to the Seller in installments of $3 million and $3 million within 12-months and 24-months following the date of closing, respectively.  The Earn-Out Consideration will be tied to meeting certain financial performance milestones (i.e., “profitability” targets) and other performance milestones (i.e., delivery of product roadmap and Company employee retention) to be specified in the Definitive Agreement.  The specific calculation of “profitability” shall be mutually agreed upon.

	Deferred Consideration
	$4 million Deferred Consideration shall be payable in cash to the Seller in equal installments of $2 million on the dates that are one and two years from the date of closing of the transaction (“Anniversary Dates”) provided that Backblaze’s employees are employed by AVG on the Anniversary Dates.

	Working Capital Requirement at Closing
	The Purchase Price shall be subject to adjustment based on the Company’s net working capital amount on the closing balance sheet (“Company Net Working Capital Amount”).  The Company Net Working Capital Amount is subject to further due diligence and will be determined based upon the Company’s current balance sheet.  The Company Net Working Capital Amount shall be defined as current assets (including cash and cash equivalents) minus current liabilities and assumes that Company indebtedness, if any, and transaction fees and expenses are paid by the Company and are not included as liabilities on the closing balance sheet.  Any cash taken out in the form of dividend or other payment to the shareholders shall be subtracted from the Purchase Price (any net profit from 2010 operations shall remain in the Company).  All Company indebtedness will be repaid, retired or otherwise settled by the Company at or prior to closing. 

	Representations and Warranties and Covenants
	The Sellers and as the case may be the Sellers as individuals shall enter into representations, warranties and covenants in the Definitive Agreement, commensurate with those that are typical for a transaction of this type, including indemnification of AVG against losses arising out of misrepresentations and pre-closing liabilities.

	Indemnification
	Indemnification from Backblaze shareholders with regard to breaches of representations and warranties, tax liabilities, and noncompliance with Backblaze covenants will be of nature and duration which are mutually acceptable to both Parties.  

	Employment Agreements between Sellers and AVG
	Key personnel of Backblaze, as determined by AVG, will enter into AVG employment agreements upon closing, or the equivalent thereof, with the acquiring AVG entity or another of its Subsidiaries as may be agreed.  

	Escrow
	At closing, the Parties will establish an escrow agreement equal to 20% of the Purchase Price ($2.4 million) as a partial remedy for indemnification claims by AVG.  The escrow amount will be reduced from the Purchase Price at Closing.  The survival/escrow period will be 24 months from closing.  Escrow Agent to be mutually agreed upon. 

	Exclusivity; Standstill
	a) For a period of 45 days from the date this Term Sheet is signed, which such period can be extended for as many two-week periods as necessary prior to the end of such period by written agreement of AVG and Backblaze, neither Backblaze nor its representatives, employees, directors, stockholders or advisors shall solicit any other party, nor positively respond to any other party approaching Backblaze or Sellers, regarding an acquisition of Backblaze, its assets, or any holding company thereof. 

b) The Company will (and will cause its affiliates, representatives, officers, directors and advisors, to) terminate all discussions with other parties (besides AVG) regarding any of the foregoing and will notify AVG in writing if, Apple, Inc. or any party who has submitted a proposal or offer prior to the date this Term Sheet is signed, makes a proposal, offer, inquiry or contact with respect to any of the foregoing during the exclusivity period (“Third Party Proposal”).  Such written notice will be provided to AVG within 48 hours after receipt of a Third Party Proposal by the Company and will include the identity of the third party making the proposal, offer, inquiry or contact along with the principal terms and conditions, if any, of such proposal, offer, inquiry or contact.

	Right of First Refusal
	AVG will have 90 days from the date exclusivity is terminated or expires, as the case may be, to match a Third Party Proposal initially received by the Company during its exclusivity period with AVG (“Right of First Refusal”).  Upon AVG’s receipt of written notice that the Company has received a Third Party Proposal which is acceptable to the Company, AVG will have 14 days to respond to the Company with its own written proposal or offer with substantially similar terms and conditions which will be accepted by the Company.  If AVG fails to respond to the Company within 14 days of receiving written notification, the Company shall have fulfilled its duties under this Right of First Refusal and have no further obligations to AVG.

	Due Diligence
	This Term Sheet is subject to the completion of comprehensive financial, business, HR, tax, accounting and legal due diligence of the financial condition, operating results, business, prospects and material business relationships of Backblaze, the results of which investigations shall be satisfactory to AVG.  The aforementioned due diligence will include, but not be limited to the following:

· Access to data room, if available

· Access to key facilities

· Detailed review of historical and projected financials and internal control procedures

· An understanding of ongoing capital expenditures to maintain the Company’s business

· Review of technology and infrastructure and product testing

· Review of all existing and currently negotiated contracts, IP rights, etc.

· Customer and partner reference checks

· Management interviews

· Accounting and legal review including any existing or potentially threatening claims against the Company or Sellers 

	Signing Conditions
	In addition to standard regulatory approvals that may be required, the Acquisition shall be conditioned upon:

· Completion by AVG of satisfactory due diligence of Backblaze;

· Execution of the Definitive Agreement;

· Shareholder, Managing Board and Supervisory Board approvals of AVG and/or any AVG subsidiaries, if applicable;

· Execution of AVG employment agreements with AVG by key employees of Backblaze;

· Neither Backblaze nor its Sellers, nor any affiliated entities, shall, from the date of signing this Term Sheet to the Closing, enter into any new contractual arrangements that cannot be terminated on thirty days notice without the written approval of AVG which approval shall not be unreasonably withheld.  Backblaze will immediately notify AVG of any contracts signed that do not require AVG approval under clause; and

· Determination by AVG and declaration of the Seller that there has been no material adverse change in the business, condition (financial or otherwise), assets, liabilities, or operations of Backblaze.

	Closing Conditions
	The Definitive Agreement shall include customary closing conditions.

	Public Disclosure; Confidentiality
	Neither Party shall issue any statement or communication to any third party (other than their respective agents, employees, legal and tax advisors, directors and stockholders and parties whose consent is required to consummate the Acquisition) regarding the Acquisition, including, if applicable, its termination and the reasons therefore, without the consent of the other Party, whether or not the Acquisition is consummated.

	Expenses
	Subject to the provisions herein, all fees and expenses of each Party’s external advisors for legal, financial, commercial and management due diligence (the “Transaction Expenses”) shall be covered by each respective party, whether or not the Acquisition is consummated.

	Governing Law
	All matters arising out of or relating to this Term Sheet shall be governed by and construed in accordance with the laws of the Netherlands.  Unless otherwise agreed between the parties, the governing law of the Definitive Agreement shall also be the laws of the Netherlands.

	Arbitration
	Any dispute, controversy or claim arising out of or in connection with this LOI/Term Sheet, or the breach, termination or invalidity thereof, shall be finally settled under the Rules of Arbitration of the International  Chamber of Commerce of Amsterdam in accordance with the said Rules.  The arbitration proceedings shall take place in Amsterdam. The number of arbitrators shall be three and the language of the proceedings shall be English.  Any information and knowledge presented during the proceedings as well as the contents of the arbitration award shall be kept strictly confidential.  


The Parties hereby agree to and accept the terms and conditions of this Term Sheet for the Acquisition with the legal effect as described in the first section of this Term Sheet.

This is a non-binding proposal only, and not an offer or a draft agreement.  The only binding agreement as to the matters described above, if any, will be a definitive agreement negotiated by the parties and executed and delivered after due authorization by EACH PARTY’S Board of Directors
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