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May 1, 2023 OVERVIEW

The Queen City Angels (QCA) Standards
and Practices Guide was developed
through the collaborative effort of over 30
QCA members. QCA made a significant
commitment to develop the Guide
(members committed over 1,500 hours to
initially develop the Guide) and maintain it
(members commit several hundred hours
each year to maintain and update the
Guide).

The QCA Standards and Practices Guide
provides the methodology and tools to
Q U E E N C I TY ssist members in evaluating start-up
nvestment opportunities and monitoring
AN G E LS hem post-investment. It is not a
ubstitute for sound business judgment,

INVEST | INSPIRE | ACHIEVE ut rather is intended to be a practice aid
and guide.

STANDARDS AND PRACTICES GUIDE
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Standards and Practices Guide

QCA INVESTMENT
PROCESS OVERVIEW

175-200 fundeng apphcations per
yeat on average are received
from all sources

Decision: QCA Executive Director

Refer 10 the appropriate QCA network
pattner for mentormg and cosching

Provide feedback and suggest reapplying at
& later date

MM QCA’s standards and practices

scresnsd have been grouped into
Application and Screening, Due
Diligence, Term Sheets and
el Vlechanics of Doing Deals, and
Post-Investment Monitoring and
Reporting phases.

Screening
Decision: Scresning Committes
(weckine with explanation
Presentation v Provide feedback and monitor pregress
Pitch to QCA 12-17 new COMPanies Per year on average are
Members invited to present 1o QCA Members
© 2033 Queen City Angels. Proprietary and Confidential QCA Members Only. All Rights Reserved 1-2 | Page
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OCATooks:

Due Diligence ¥

Decision: QLA Members

Proceed with
Due Diligence?

Dechina with explanation
Provide feedback and monitor progress
Responsibility: GCA Fund Manager and Due Diligence Lead

If a madified approach is appropriate, the due diigence
rnaterials are tallored

Finalize

Tailored Approach fa e

Follow-on invastments
Referrals Modified Standard
Syndication Approach Approach
Expadited

* Mew investmants originating through
the QCA screening process.

Scoring Template

‘Workplan

Evaluation and Scoring Framawark
Questiannaire Due
T T Diligence 10-15 due diligence projects per year are conducted
Welcoma Package

Potential Knock-Out Indicators
OCAEst Multiple Estimator

ALA Capitalization Tabda Model
Funding Tarms and Conditions Checkfist
Life Sciences Supplement

Respansibility: Due Diligence Lead and Team

Ky terms are descussad before due digence beging

Dacisicn: QCA Dus Diligence Team
Recommend

Investing?

Recommend not investing, communicate
with company

LEEE  QCA believes it is important for
I cach angel group to tailor its
e standards and practices to align
LA  \ith the unique workflow of the
organization. For this reason,
Building Consensus Y standards and practices will be
[remmmpoyymes different for each angel group.

Inmost cases, OCA
recommandation of’

Discussion and

Q&A

1-3 | Page
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I - QCA Investment Process Overview May 1, 2023 ( C O n t | n u e d )

Term Sheets and Mechanics of Doing Deals

A and Due Dl d
Term Sheet Key terms are discussed before due diigence begins.
The actual term sheet i normally finakzed during due

diligence or shortly thereafter.

Standards and Practices Guide

| :
Responsibility: Due Diligence Lasd I- QCA Investment Process Overview May 1, 2023

Determine
Sidecar Interest
Post-I Monitoring and Reporting  +

Preferred Investment Vehices

Responiibility QCA Deal Leac
Responsibility: (CA Fund Manager and Due Diligence lead

HENEES Responsibility: GCA Fund . . e ki information el aerpas
* Sample Secured Convertible - Gessesks peryem QCA believes the rigor and Role Rights Only
. !;’:,,ELT.&ZT.LM b ladls  discipline of a formal methodology

Participating Preferred Stock will lead to more consistent and [_]_]

Lot successful results for the long term.

The Standards and Practices Guide On-Boarding 0 s . 2
_ . Meeting 00 10 The nvestment, an on b.mu-;mef-uq
QCA Board QA has a board or bo prOV|des the methodology and with the CEO takes place to et expectations for

705 to 805 of it deals| . . the relaticnship post-investment
tools to help accomplish this.

QCAdaal lead foc =
¥ QCA Tooks:

' * Update Report Form
Responsibility: Due Diligence Team * bt Strategy Canvas

Responsibility: QCA Fund Manager snd Desl Lead
The frequency of reporting varies with each
portiolio company

fy Board
idates tandidates fromthe due dikgence team andthe
Past-lnvestment Planning - broader (ICA membarship are considered

Responsibikty: QCA Deal Lead
The QCA Deal Lead is respoesible for addressing

Decision: QCA Fund Manager and Due Diligence Lead both problems and opportunities

A discussion about potential GCA board
members normally begins during due dligence

Select OCA
Board Member

QCA believes that standards and
practices should be continuously
| monitored, refined and improved.
© 2023 Queen City Angels. Proprietary and Confidential. QCA Members Only. All Rights Reserved 1-4 | Page Each “lesson learned” re|at]ng to
an investment (whether successful
or unsuccessful) will normally lead
NSNS (O o refinement in the process.

conchesion of each inw
and unsuccessful

Solid Returns Successful Exit

Post-Mortem
Assessment

© 2023 Queen City Angels. Proprietary and Confidential. QCA Members Only. All Rights Reserved. 1-5 | Page
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Il - Application and Screening May 1, 2023
Process Flow
QCA Funding R —
Deal Sources Appiication Angel Ecosystem Deal Saurees
+ Entrepreneur Boot Camp *  ACA Members
*  Morning Mentoring =+ Other Angal Invastors
*  Incubators and Accelerators T
*  University Contacts and

Funding Application 175-200 funding applications per
WEar On average are recalvad

from all sources

Candidate

Pipeline

Daecision: CRCA Executive Director

Refer to the apprepriate OCA network

APPLICATION
AND SCREENING

Standards and Practices Guide

Il - Application and Screening May 1, 2023

*  Funding needs and uses, now and prospective
*  Deal terms (existing or desired)

* Management team experience, qualifications and coachability

partnar for mantoring and coaching
Entrepreneur Tools:

* 0CA Funding Application
The Art of the Pitch

* Getting to Wow!

QCA Pitch Guidelines
Pitch Infographic

QA Viden

the process and ma

Screening
Meeting

scraenad

Indicators are used

QCA Tools:
« Patential Knock-Dut Indicators
« Screening Report Template

opportunity.

Sereening

Report
Screening
3
Decision: Screening Committes
Dadiine with explanation
Presentation v Provide feedback and monitor progress

Pitch to QCA
Members

13-17 new companies per year on average are
invited to present to OCA Members

QCA constantly strives to improve
more efficient. Potential Knock-Out

challenge the decision to continue
to evaluate a specific investment

*  Exit strategy

ke the “f [” z the meeting and in conjunction with the final Q&A, screening team members should provide any
A AT mendations to the presenter that the situation warrants. For example, if something that was
to test and as clarified in the Q&A, it may be appropriate to suggest that the company make the specific
Ent/clear in the pitch deck. After all feedback and questions are finished, the screening chair
e company for the presentation and let it know they will be hearing from the QCA Executive

in the next day or so with a decision.

Potential General Knock-Out Indicators

The screening team is responsible for determining whether the company will be invited to present to the full
aca membership. While QCA relies on the experience and judgment of the screening team in making this
assessment, the screening team will often look for potential knock-out indicators throughout the screening

process, including:
+ The company insists that a non-disclosure agreement be signed befare providing any additional infarmation

*  lack of an exit strategy or even an interest in exiting

Potential Knock-Out Indicators tend
to expand with each “lesson
learned”. However, given the deep
and diverse expertise of the QCA
membership, the judgment of the

*  The business appears to be a lifestyle business
*  The amount to be raised is too small
+ The management team does not have the skills, experience, passion or focusto i

* The management team is not dedicated full time to the business

£ 2023 Queen City Angels. Proprietary and Confidential. 0CA Members Only. All Rights Reserved. -3 | Pag

QCA evaluation team always

* The management team does not appear to be coachable determines the next steps.

* The management team is unwilling to respond to QCA’s due diligence reguests, i = 0
and document requests

* The nent has a questionable reputation based on previous dealings

*  The target market is too small

+  The pre-money valuation is unreasonable

£ 2023 Queen City Angels. Proprietary and Confidential. 0CA Mambers Only. All Rights Reserved. -8 | Page
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Il - Application and Screening May 1, 2023

* The potential investor returns are not adequate for the risk to be undertaken and may not meet a baseline

investment return hurdle
* The company insists on a SAFE or common stock investment vehicle

* QCA would not be comfortable syndicating the deal to other investor groups if necessary (for any reason,

including valuation, terms, management team)

* The business model requires a significant balance sheet that will impact future cash requirements (for

example, real estate holdings or large capital expenditure requirement)

Potential Knock-Out Indicators Unigue to Follow-On Investments

In additicn to potential general knock-out indicators, the due diligence team will also look for potential knock-

out indicators unigue to follow-on investments:

+  Milestones from previous investment rounds have been materially missed with no modification to the

current terms and valuation

+ The ongoing working relationship and chemistry among the founders, mal

members has significantly deteriorated

* The management team has been unwilling to work with QCA to provide accul

about the business, in accordance with QCA's information rights
* The current investment round is occurring much sooner than originally planned
opportunity.

* Board governance is no longer effective

* QCA would not be comfortable syndicating the deal to other investor groups if necessary (for any reason,

including valuation, terms, management team)

Potential Knock-Out Indicators Unigue to Life Sciences

In addition to potential general knock-out indicators, the screening team will also look for potential knock-out

indicators unigue to life sciences, including:

* The company is developing a drug or medical device that will likely involve a lengthy, costly and risky

regulatory approval process, such as:

—  adrug that is early in the discovery process and involves a New Chemical Entity (NCE) or will require

submission of a New Drug Application (NDA) to the FDA

) 2023 Queen City Angels. Proprietary and Confidential. 0CA Members Only. All Rights Reserved. -9 | Page

APPLICATION
AND SCREENING
(continued)

Standards and Practices Guide

Il - Application and Screening May 1, 2023

— a medical device classified by the FDA as a Class Il device, thus requiring approval of a Pre-Market

Approval Application (PMA)

— @& drug or medical device that will require large, lengthy or multiple clinical studies to receive FDA

approval

* The company is developing a medical device that will likely not have an existing reimbursement code in place

QCA has concluded there are
Potential Knock-Out Indicators
unique to follow-on investments.
The due diligence team will also
consider them when evaluating a
follow-on investment

panagement team has no prior life sciences regulatory or compliance start-up experience

Cons, including specific items or characteristics that are detrimental and that may contribute to a company’s

failure to achieve projected goals/results

* Unknowns, including information, variables, and/or parameters that while currently unknown, will have a

material impact on whether the company will be successful

The screening chair then updates the Screening Report with the pros, cons and unknowns. Together, these form

the basis for the screening team’s recommendation. The recommendation will typically be one of three options:

- Mo, QCA is not interested in investing

QCA has tailored many of its
standards and practices for life
sciences investments. In addition
to considering Potential General
Knock-Out Indicators, the QCA
team will also consider those
unique to life sciences investments.

. Yes, the company is invited to present to QCA membership

. Conditional. The screening team identifies specific needs (such as further prod
of material revenue, achieving identified milestones, etc.) that must be ag

consider moving forward.

It is typically more efficient to get consensus on a recommendation prior to adjoul

is not possible, the screening chair should finalize the draft of the Screening Report and circulate to the rest of
the team for comments and feedback. Once the decision and Screening Report has been finalized, the screening
chair should inform the QCA Executive Director and summarize the rationale. The screening chair should make
the final Screening Report available to all QCA members with a brief summary of the recommendation and

rationale.

) 2023 Queen City Angels. Proprietary and Confidential. 0CA Members Only. All Rights Reserved. Il - 10 | Page
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Il - Due Diligence

Process Flow

Tailored Approach

Referrals
Syndication
Expedited

QCATools:
Scoring Template
Workplan

Questionnaire

Document Requests

Welcome Package

Potential Knock-Out Indicators
QCA Exit Multiple Estimator
ACA Capitalization Table Model

Life Sciences Supplement

Follow-oninvestments
Modified
Approach

Evaluation and Scoring Framework

Funding Terms and Conditions Checklist

Thorough

Building C

) 2023 Queen City Angels. Proprietary and Confidential. QCA Members Only. All Rights Reserved.

May 1, 2023

Decision: QCA Members

Proceed with
Due Diligence?

Decline with explanation
Provide feedback and monitor progress
Responsibility: QCA Fund Manager and Due Diligence Lead

Ifa modified approachis appropriate, the due diligence
materials are tailored

Finalize
Approach

*  New investments originating through
the QCA screening process

Standard
Approach

Responsibility: Due
10-15 due diliges

Due
Diligence
Key terms are di

Decision: QCA D
Recommend ecision: Q ™)

Investing?
Recomme!
with comp

Recommend not investing, monitor progress

L Responsibility: QCA Fund Manager and Due Diligence Lead
Discussion and

Q&A Normally, a three-day Q&A period takes place
before the vote

Decision: QCA Members.
Inmost cases, QCA Members vote to approve the
recommendation of the due diligence team

Member Vote

Communicate with company

Standards and Practices Guide

DUE DILIGENCE

Il - Due Diligence

May 1, 2023

* Tea

| FESOUNCES

* Expectations

QCA believes a structured and
rigorous due diligence process is
to making sound investment
decisions. A tailored approach is used
for each investment category,
particularly for new investments and
follow-on investments.

-4 | Page

disession

* Wikcome Fackage
* Questiannalre
= Daoume

trequests

» Deal inowledge
“F rk

* Daument analysis

= Refined analysis

* Canclusians

* Recammendations

Stepl Step 2 Step 3 Stepd
Planning Analysis Decision-Making Reporting Finalization
* Team ralos Seven Categarios * Summarize frdings « Prasentation Mo

* Individusl scones

* Recammendation o

« vaee (if appropriate;

= Inform comparry

devalapment and
dely

mernbers
* Ment steps
Dafer

= Inform

mpany

= Iden teria

Step 1, Week 1

team and the subject company

ach of the seven evaluation categories.

A Reference: A workplan has been developed for the due diligence lead, as well as the lead for

bllowing provides explanations and context for each step in the process.

The purpose of Planning is to organize for an efficient and effective due diligence effort. Planning is primarily
the responsibility of the QCA Executive Director and due diligence lead. The due diligence lead should have
previous due diligence experience. Ideally, the team will be comprised of members who have expertise in one
or more of the seven evaluation categories, as well as knowledge and experience in the targeted business or
technology. The QCA Executive Director is responsible for recruiting members to participate in due diligence
based on solicitations for volunteers and members' related experiences. Sometimes members will be eager to
participate but have concerns about applicability of their experiences. In this ggse

experienced “mentors” willing to provide guidance without necessarily parfi N YN O[6/i\Ws U] di|igence process was
process. The QCA Executive Director can connect due diligence team members

The due diligence lead is responsible for the following planning activities:

# |dentify and resolve any potential “deal killers” relating to the type of i

valuation and board representation

Develop a timetable or calendar to set, communicate and track varicus milestones for the due diligence

€ 2023 Queen City Angels. Proprietary and Confidential. QCA Members Only. All Rights Reserved.

designed to be completed within
4-6 weeks. A QCA Toolkit was
developed to facilitate the
process, make it more efficient
and minimize the disruption to

«  Obtain resources needed to conduct the process. These run from the mundiSel EIMANETET{E (SIS
space or administrative support, to strategic needs such as obtaining outsidé

-7 | Page




DUE DILIGENCE
standards and Practices Guide ( cont | nue d )

Il - Due Diligence May 1, 2023

Financial (Including Exit) Lead

1. Review the guestionnaire responses and follow-up with company representatives as Weeks 1-2
necessary for clarification and further discussion

. . Standards and Practices Guide
2. Review relevant document requests received Week 1

1l - Due Diligence May 1, 2023
3. Review and analyze for reasonableness the company’s requested deal terms, especially

the pre-money valuation:

a. if the company is pre-revenue, consider the additional risk Week 2

b. if the company is post-revenue, consider the multiple of pre-money valuation Week 2

relative to trailing twelve months revenue

K QCA Tools: Review the Valuation Methods topic and discuss the QCA Valuation
' Dashboard with the QCA Fund Manager to assist in this evaluation process.

4. If the company’s requested pre-money valuation appears high and the dusd One of the due diligence tools

available is the Workplan. A

a. use the various valuation tools to negotiate a lower valuation, or detailed Workplan has been

developed for the due diligence

lead, as well as the lead for each QUEEN CITY

of the seven evaluation ANGELS

5. Review in detail the company’s financial projections and discuss them wit! categories,

team still wants to continue with the process, then either:

b. push the due diligence team to articulate the company’s unigue streng

a higher valuation

a. compare projected margins with competitors to evaluate reasonableness

b. review projected market share at the end of the projection period for Week 2

reasonableness

c. review key components of the projections for reasonableness, including gross Week 2 Welcome to the QCA
margin, % 5G&A and EBITDA margin Due Diligence Phase
d. review for completeness, including all royalty costs that may be part of the Week 2

company’s business plan

e. compare the amount of capital being raised with the amount of capital required, as Week 2 . .
P i N P ; — Another due diligence tool used is

the Welcome Package. The
f. evaluate the need for future rounds of capital, based on the financial projections Week 2 Welcome Package is sent to the
company up-front to introduce the

supported by the financial projections

© 2023 Queen City Angels. Proprietary and Confidential. 0CA Members Only. A1l Rights Reserved. n-4a1| Pagel QCA due diligence team, explain
the process and organize the work

to be completed.

Company Logo

023 Queen City Angels. Proprietary and Confidential. QCA Members Only. All Rights Reserved. 111 - 85 | Page




Standards and Practices Guide

1l - Due Diligence May 1, 2023

Questionnaire
Company Instructions

The questionnaire below will assist QCA in the due diligence process and in making an informed and objective

investment decision. It is intended to include a short list of high priority questions. Please provide answers to

DUE DILIGENCE
(continued)

Standards and Practices Guide

the questions in any fashion or format that is most convenient for the company. Feel free to attach supporting
documents or provide links to supporting documents. The questions are aligned directly with the seven due
diligence evaluation categories. A QCA representative will review the responses and follow-up with the company
to clarify and further explore the areas of inquiry. There is no requirement regarding the length of the responses
and some of the questions may not apply. Please provide the responses to the QCA due diligence lead as soon

as possible.

Product and Technology

1. Describe the current technology stack, including each major component of the stack {development tools,
databases, APls, environments, cloud services). The description should Jj i
technology stack that will likely be replaced in the foreseeable future. The A due diligence Questionnaire is
any key technology vendors or external strategic partners that would sent to the company for CompIEtion
relationship was discontinued or disrupted, as well as any restrictive licensi at the start of the process. The
entered into. questions are open-ended and
designed to efficiently collect
important background information
about the compa
2. Describe the stage of completion of the base system (proof of concept,
Describe the % completed, along with the work that remains before customers can be serviced. Discuss the E
additional features expected to be added over the next 12 - 18 months.
3. Describe the current backlog and approach for setting priorities. Discuss the development capacity and the

estimated split between integrations versus features and functions. Discuss and quantify the level of
technical debt.

) 2023 Queen City Angels. Proprietary and Confidential. 0CA Members Only. All Rights Reserved. I -73 | Page
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Document Requests
Company Instructions

The document requests included below are typically obtained during the QCA due diligence process and are
considered to be documents important to the investment decision. Many of the documents may not apply or

may not be currently available. If this is the case, please indicate that next to the document reguest. Please

provide copies of these documents to the QCA due diligence lead as soon as possible. The QCA due diligence

hould also be contacted with any questions or concerns.

g Documents

b incorporation

fany operating agreement and all amendments, if applicable

[aws and all amendments

Founders’ collaboration agreement, if executed prior to the formation of the business

Minutes of board of directors’ meetings, board committes meetings and shareholder mestings for the past
two years

6. Documents furnished to shareholders and directors over the past two years

Investment Documents

7. Current and proforma capitalization table
8. All shareholder and grant agreements

9. Stockholder information, including date of issuance, number of outstanding A DleYeS18a1=1]8 Requests list is also
sent to the company at the start of
the process. The effort the
company makes to complete these
two items also provides insights
into the quality and work ethic of

the management team.

10. All deal documents for previous equity and convertible note investments ing
table

[

1. Details of any outstanding preferred stock, including covenants

-

2. Details of any outstanding options, warrants or convertible securities

. Information on all stock option, stock purchase and other employee stock bg

. Current term sheet, if applicable

. Due diligence responses provided to investor groups for the past two years

. All investment presentations and pitch decks provided to potential investors within the past two years

£ 2023 Queen City Angels. Proprietary and Confidential. OCA Members only. A1l Rights Reserved. I -79 | Page




DUE DILIGENCE
standards and Practices Guide ( cont | nue d )

Il - Due Diligence May 1, 2023

General Scoring Process

Scoring is a matter of rolling up individual evaluation criteria scores into category scores and weighting the
category scores for a total. The QCA scoring template has 7 evaluation categories and 4 evaluation criteria per
category (28 evaluation criteria in total). Categories are weighted to reflect their relative importance, as judged

by QCA, as follows: Standards and Practices Guide

*  Product and Technology (15%)

Il - Due Diligence May 1, 2023
*  Market Opportunity (153)
*  Management (20%) Scoring Mechanics
*  Competition and Intellectual Property (15%) Evaluation criteria scores are totaled for an overall category score. Overall raw scores range from 0 to a

maximum of 20. Weightings are then applied to each score.
*  Sales and Marketing {15%:)

An example for the Management evaluation category follows:
» Legal and Corporate Structure (5%)

*  Management, four evaluation criteria raw scores total = 16 (3+4+5+4)
*  Financial {Including Exit) {15%)

. . . *  Weighted Score = Weighted % (20%:) x Total Raw Score (16) = 3.2
Life Sciences Scoring Process

+ Total 5core = Sum of all 7 Evaluation Category Weighted Scores x5 (100 point scale) = 0 to 100 Possible
Due to the specialized and unigue nature of life sciences investments, a customized scoring process has been

developed, as follows: *  Maximum Score Possible = 100

*  Product and Technology (10%) QCA evaluates each opportunity MIEN Weishted category scores are totaled for an overall company score. The range of scores is 0-100. However, it is
consistent and objective manner. A nlikely any company that passed screening would have less than 40 points. The following is the investment
process has been deve|oped that look indicated by these scoring ranges:

*  Management (20%) includes seven evaluation categories
* Competition and Intellectual Property (15%) with relative WE|ghtmgs- Each ’ .
evaluation category has 4 evaluation 61 to 80 - Possible with other strong factors
criteria, or 28 in total. 81 or above - Strong opportunity

*  Market Opportunity (10%)

B0 or less - Skeptical at best

*  Access to Market (25%)

* Legal and Corporate Structure (5%)

Ir t Decision

*  Financial {Including Exit) {15%)
The decision te recommend an investment to QCA members requires the following:

Scoring Assistant .
+ Favorable due diligence scores based on the above

The evaluation and scoring framework contains a “Scoring Assistant” for each evaluation criteria. The purpose
+ Favorable set of terms as described in the term sheet
of the Scoring Assistant is to provide team members with uniform standards on which to base their scoring

decision. Standards have been vetted by QCA members with extensive experience in the subject matter and will * The absence of any other factors that might negatively affect the compan e cEsi ng resu Its provide Sz

If the decision is to recommend an investment, the team should be prepared tq@TeToJNI g1 de) the decision_making

discussed with the QCA Fund Manager (if appropriate] or with the QCA EeTeYel<II N I TN O(07:Wo [FT-Wo | [F-=TqTel

appropriate level of investment. team also identifies pros, cons and
unknowns. The judgment of the

Step 5, Weeks 4-5 due diligence team determines the

ultimate recommendation.

continue to be refined based on experiences going forward.

) 2023 Queen City Angels. Proprietary and Confidential. 0CA Members Only. All Rights Reserved. II-12 | Page

The purpose of Reporting is to present the due diligence team’s findings to

input on the recommendation.

QCA uses a standard PowerPoint scoring template for all due diligence presentations. It has six sections,

including:
1. Introductions. This includes the company, the QCA team and the timeline.

Il -13 | Page
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4
ﬁl& Scoring Assistant

Product and Technology

Weight = 15%

Criteria

Product Efficacy /
Customer
Experience

Technology or
Innovation

Product
Development Stage

Product is
Transformational /
Unique

Total Raw Score
(sum of all 4 numbers)

Score

(0-5)

Lﬂ.m

& 2073 Cusen City Angels. Praprietary and Corldential. OCA Members Only. All

g

QCA uses the Product and Technology evaluation category to assess
the viability of the company’s product and technology, the degree
to which the product transforms the market, its stage of
development, robustness of its platform and challenges to scaling.

.
ﬁlﬁ Scoring Assistant

Market Opportunity
Weight = 15%

Criteria

Value Proposition

Market Size

Target Market

Business Model

Total Raw Score
(sum of all 4 numbers)

Score
(0-5)

QCA uses the Market Opportunity evaluation category to
assess the company’s insight into its market and strategy,

its plans to monetize an appropriate market share and the
value proposition provided to customers.

‘Lmu

€ 2073 Cpusen Chty Angals. Proprastary and Confidential. CICA Membars Only. &1l Aights Reserved

7 Company Logo



DUE DILIGENCE
SCORING TEMPLATE

Management (continued)

peren
&lﬁ Scoring Assistant Weight = 20%

o Score
Criteria (05)
Management Team

Including Start-Up

Experience QCA uses the Management evaluation category to assess

ability of the management team to form and lead an
organization, achieve its business plan and meet
stakeholder needs.

Management
Teams’ Investment /
Compensation

Industry Expertise Competition and Intellectual Property

]
and Credibility 3‘1{-‘» Scoring Assistant Weight = 15%
- (3

Criteria Son
Board of Directors
and Advisors Current and
Expected QCA uses the Competition and Intellectual Property
Competition evaluation category to assess the company’s ability to
Total Raw Score create and maintain competitive advantages that protects
(sum of all 4 numbers) its market position and long-term viability from its rivals.

o € 2073 Cieen Chy Angals. Propristary and Configential. OCA Members Only.
ANGILS
8

Barriers to Entry

Intellectual Property
(Patents,
Copyrights, Trade
Secrets).. _Freedom
to Operate

Total Raw Score

(sum of all 4 numbers)

Company Logo

_— & 2003 Chusen City Angels. Praprietary and Confidential. GCA Members Only. All Right= Reserved.
ANGELS
g




DUE DILIGENCE
SCORING TEMPLATE

Sales and Marketing (continued)

g
4[4 scoring Assistant
l coring Assistan Weight = 15%

Score
(0-5)

Markeling Pian QCA uses the Sales and Marketing evaluation category to

assess the company’s ability to effectively generate
interest, acceptance and sales of the product or service on
an efficient and timely basis.

Sales / Earnings to
Date

Sales Projections / A
Plans ﬁl& Scoring Assistant

Legal and Corporate Structure
Weight = 5%

s Score
Criteria ©5)
Sales and Marketing

Talent Organizational

Documents QCA uses the Legal and Corporate Structure evaluation
Total Raw Score category to assess the company’s formal organizing plans,
(sum of all 4 numbers) legal status and protections, and their impact on the

company’s ability to thrive and attract investment.

! s C-!O!lQmﬂ-:nv,ﬁl"els.Fr:nlmar:.m:toﬂjl;nnml.QC&I'.l:ml:nn Pending ngatlon
(if any)

Assets and
Insurance
(Corporate, D&0,
Key Persan)

External, Strategic
Partnerships

Total Raw Score

(sum of all 4 numbers)

— 1 2023 Cueen City Angels. Praprietary and Confldential. CA Members Only. All Rights Resrved
!! ANGELS
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DUE DILIGENCE
SCORING TEMPLATE

Financial (Including Exit) (continued)

.
QO] Scoring Assistant
l Weight = 15%

Score

teria ©5)

Financial
Statements (Current

Level of
Sophistication, QCA uses the Financial (Including Exit) evaluation category

Frequency, to assess the company’s financial status and soundness,
Discipline} projected financial results and desirability as a future
acquisition target.

Revenue Drivers /
Scalability

Expense Structure Final Score

Criteria Weight Weighted Score

Exit Opportunities Product and Technology 15%

Market Opportunity 15%

Total Raw Score

(sum of all 4 numbers) Management 20%

e '© 20123 Cusner ity Angale. Propristary and Confidantel GCA Members 0 Competition and 15%
‘L"“"" 12 Intellectual Property

Sales and Marketing 15%

Legal and Corporate 5%
Structure

Financial (Including Exit) 15%

Total 100%
While the company’s score is calculated, it is only one
input into the evaluation process. The QCA due diligence
team also evaluates the company’s pros, cons and Total Score Range
unknowns in developing its final recommendation.

Maximum Score Possible = 100

60 or less 61 to 80 81 or above
Possible with

Skeptical at best _ other strong factors Strong opportunity

€ 2073 Cuusen City Angals. Proprietary and Cordidential. OCA Members Only. Al Rghtz Reserved.
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Standards and Practices Guide

V - Term Sheets and Mechanics of Doing Deals May 1, 2023

Process Flow

A and Due Dili Lead
Key terms ara discussed before due diligence begins.
The actual term sheat is finalized during d

dillgence or shortly thereafiar

Responsibility: Due Diligence Lead
Determine

Sidecar Interest

Preferred Investment Vehicles

Rezponsibility: QCAFund Manager and Due Diligence Lead

TERM SHEETS AND

MECHANICS OF DOING DEALS

Standards and Practices Guide

2
&gl The Term Sheets and Mechanics of

V - Term Sheets and Mechanics of Doing Deals May 1, 2023

Secured Debt - secured convertible notes

QLA Taols:
» Sample Secured Convertible Fund N
Note Term Sheat the Deal prilwdemiete Doing Deals phase sets the stage for

* Sample Convertible

! a potential investment in the
Participating Freferred Stock

Term Sheet company. It describes the various

QCA Board A has @ board or
Role? T0% 1o 80% of its def Cond|t|0ns.

OCAdeal lead focuses oninformation Aghts
¥
b
Responsibility: DueDiligence Team

Identify Board . v e

Candidates Candidates from the due diigence team andthe

Past-Investment Planning = broadar QCA membarship are considered
S Decision: OCA Fund Manager and Due Diligence Lead
-
Board h A discussion about potential (CA board
members normally begins during due diigence
© 2023 Queen City Angels. Proprietary and Confidential. QCA Mambers Only. All Rights Reserved. V-4 Page

types of investment vehicles, along
with the most common terms and -

Interest and Dividends - Acaued interest on convertible notes
- Acaued dividends on preferred stock

e e e e e e

. The mast recent round usualy has the mast senior quidation

preference 1

Series C Preferred Stock - Series C investors normally get paid before Series B, Series A and 1
commeon shareholders 1

= Liquidation preferences may be “pari passu”, or on “equal footing” :

- The sually has the T i

Series B Preferred Stock - SeriesBil y et pai jes A and 1
1

= Liquidation preferences may be “pari passu”, or on “equal footing” I

1

= The most recent round usually has the most senior liquidation
preference
- series A investars normally zet paid beiiy J  TORVIVEY(Y ] DI ETo{ 1o WP (o] E T IR d g1
e typical stacking impact on the
: e ultimate dIStI.’Ib.Ut.IOH of exit .
Common Stock TEEe————— proceeds. This is important since
shersholders the ownership percent does not
necessarily equal the economic
The illustrations that follow provide examples of different waterfall distributions ownership percent.

including the impact on returns to each class of investor.

Series A Preferred Stock

) 2023 Queen City Angels. Proprietary and Confidential. QCA Mambers Only. All Rights Resarved. V-26 | Page



Standards and Practices Guide

VI - Post-Investment Monitoring and Reporting May 1, 2023

Process Flow

Responsibility: QCA Deal Lead

Seund Governance

Board
Rola

*  Board seat
¢ Board cbserver robe

QLA has a board or board obsarver roda
in 70% ta B0% of its deals on average

Information
Rights Only

On-Boar
ng

Responsibility: CCA Executive Director and Deal Lead
Prior to the investment, an cn-boarding mesting
with the CED takes place to set expectations for
the relationship post-investmant

Building a Relatianship

QCA Tools:
» Update Report Form
»  Exit Strategy Canvas

Report to QCA

and Reporting phase focuses on

Members and
Investors

ntify QC
WICEs a%

ed
Successful Exit
Post-Mortem
Assessment

QCA member normally assumes
this important oversight role on

Responsibility: O
Thea QCA Deal
both problems)

preferably with a board seat.

Responsibility: QCA Fund Manager and Deal Lead
Solid Returns

Responsibility: QCA Deal Lead

A post-mortem assessment is prapared at the
i each i

and unsuccessul

@ 2023 Queen City Angels. Proprietary and Confidential. OCA Members Only. All Rights Reserved. Vi-4 | Page

POST-INVESTMENT
MONITORING AND REPORTING

Standards and Practices Guide

The Post-Investment Monitoring

oversight of a QCA investment. A

behalf of the entire membership,

VI - Post-Investment Monitoring and Reporting May 1, 2023

When QCA is not the lead investor and does not negotiate the term sheet, the board representative may serve
on a voluntary basis. Regardless of the level of compensation, the QCA board representative should be aware of

the duties and responsibilities for serving in this important role and perform the duties conscientiously.

Effective Board Governance

QCA should activity promote effective board governance. This is especially important for start-up entrepreneurs
and management teams that may be raising their first outside round of capital. When QCA has a board seat,

e should be opportunities to favorably impact board governance practices.

yal board of directors should be in place that meets on a regular basis. Depending on the stage of the
and the specific circumstances, a Compensation Committee and Audit Committee of the board of
ay be established. Regardless of the committee structure, the financial affairs of the company and
ent compensation practices should be overseen and approved by the board of directors. The role
Pard may change over time but the primary responsibilities of an early-stage board are to closely monitor

=h position of the company, hire and fire the CEQ and prepare for an exit.

Directors and Officers Insurance

QCA maintains directors and officers insurance that broadly covers all QCA members. In addition, each portfolio
company where QCA maintains a board role is required to maintain Directors and Officer insurance in an amount
that typically ranges between $1 million and $2 million.

Directors and officers insurance policies normally renew on an annual basis. It is important for the QCA board

representative to ensure the policy renews annually and there are no lapses in coverage.

QCA Preferred Practice: Portfolio company board members should b . A
pany QCA relies heavily on the

outstanding board governance
webinars produced by the Angel
Capital Association. These excellent
board governance materials are a
“must-read” for all QCA deal leads
and board members.

annual renewal certificate to ensure there are no lapses in coverage. |
in requesting an annual certification from the CEO or CFO that the pol

Board Meeting Agendas

When QCA has a board seat, the QCA board representative should provide inp

cases where the QCA member is the Board Chair, this individual should work

meeting agendas. While each situation will be different and will be impacted by the personalities and dynamics

of the various board members, the following topics should ideally be on the agenda for each board meeting:

@ 2023 Queen City Angels. Proprietary and Confidential. QCA Members Only. All Rights Reserved. VI-10 | Page




Due
Diligence

Due Diligence Basics (27)
Valuation (9)

Tax Considerations (1)
Unit Economics (7)

I Mon-Dilutive Funding (5)

Patents and
Intellectual Property (6)

Due Diligence -
Life Sciences

Life Sciences Market [15)

Pharmaceuticals Market
(17}

Medical Devices Market
(10)

Regulatory Framework

(5]

Intellectual Property (6)

Insurance and
Reimbursement
Mechanisms (5)

Management Compensation
Benchmarks for Start-Ups (4)

Due Diligence Basics (1)

Commercialization
Strategies (2)

Non-Dilutive Funding (4)

Valuation (2)

Exits (2]

QCA REFERENCE LIBRARY

Term Sheets and Post-Investment
Mechanics of Doing Meonitoring and
Deals Reporting

Post-lnwestment
Monitoring Basics (9)

Term Sheets Basics and
Examples (19)

Cap Tables (2} Board Governance (14)

Revenue-Based Financing

2) Exits (11)

Directors and Officers
Insurance (1)

Waterfall Analysis (3) I

Winding Down a
Company (2)

Data and Analytics

Angel Funders Report (1)

ACA Data Insights (4)

A QCA Reference Library has been
compiled to assist members as
needed. It includes links to external
videos, white papers and research
reports. The Angel Capital
Association webinar archives are
referenced extensively.




CONCLUSION

Queen City Angels is a Cincinnati-based
investment group that was formed in
2000 to invest in high-growth enterprises,
primarily high-tech start-up and early-
stage companies focused on information
technology, life sciences, advanced
materials and other related market
segments.

For additional information, please contact:

Scott Jacobs
Executive Director
Queen City Angels
(513) 373-6972
sjacobs@qca.com
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