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Independent Auditor’s Report

To the Shareholders of
10U Financial Inc.

We have audited the accompanying consolidated financial statements of I0U Financial Inc. and its
subsidiaries, which comprise the consolidated statements of financial position as at December 31, 2013 and
December 31, 2012, and the consolidated statements of comprehensive loss, changes in shareholders’ equity
and cash flows for the years then ended, and a summary of significant accounting policies and other
explanatory information.

Management'’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards, and for such internal control as
management determines is necessary to enable the preparation of consolidated financial statements that
are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits.
We conducted our audits in accordance with Canadian generally accepted auditing standards. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to
fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the consolidated financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity's internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a
basis for our audit opinion.
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Independent Auditor’s Report

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the financial
position of 10U Financial Inc. and its subsidiaries as at December 31, 2013 and December 31, 2012 and their
financial performance and cash flows for the years then ended in accordance with International Financial
Reporting Standards.

BDO Comade LL,XD/S.S.L. /E‘Q.N.Q.K.L.. 1

Montréal, Québec
April 17, 2014

' CPA auditor, CA public accountancy permit no. A106501
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I0OU Financial INC.

Consolidated Statements of Financial Position
as at December 31, 2013 and December 31, 2012

December 31, 2013 December 31, 2012

Note $ $

Assets
Current assets
Cash 1,308,021 1,919,626
Cash held in trust 4 2,008,977 286,115
Sales taxes receivable 27,493 48,370
Subscriptions receivable - 665,000
Commercial loans receivable -net 5 11,704,268 5,483,574
Servicing asset 5 571,954 -
Other assets 86,250 34,371
Prepaids and deposits 62,188 58,113
Total current assets 15,769,151 8,495,169
Equipment 6 38,876 25,020
Intangible asset 7 62,537 133,185
Other loan 18 50,699 -
Total non-current assets 152,112 158,205
Total assets 15,921,263 8,653,374
Liabilities and Shareholders’ Equity
Current liabilities

Accounts payable and accrued liabilities 8 423,657 614,089
Loan contracts in transit 5 538,499 88,920
Funds held in trust for third party lender 5 1,489,625 125,577
Financing credit facility 9 6,236,531 2,576,673
Total current and total liabilities 8,688,312 3,405,259
Shareholders' Equity

Share capital 11 14,022,542 11,594,097
Contributed surplus 2,623,132 1,983,784
Accumulated other comprehensive income/(10ss) 274,637 (87,108)
Deficit (9,687,360) (8,242,658)
Total Shareholders’ Equity 7,232,951 5,248,115
Total liabilities and Shareholders’ Equity 15,921,263 8,653,374

Commitments and Contingency (Note 20)
The accompanying notes are an integral part of these consolidated financial statements
Approved by the Board:

Phil Marleau (signed), Director
Mayco Quiroz (signed), Officer



I0OU Financial INC.

Consolidated Statements of Comprehensive Loss
For the Years Ended December 31, 2013 and 2012

For the year
ended December

For the year ended

31,2013 December 31, 2012

Note $ $
Financial Revenue
Financing revenue 14 3,223,238 907,775
Other fees and servicing income 14 290,417 29,755
Net gain recognized on sale of loans 5 533,450 -
Total Financial Revenue 4,047,105 937,530
Financial expenses
Interest expense 670,790 162,399
Provision for loan losses — net of recoveries 5 1,357,736 273,511
Total Financial expenses 2,028,526 435,910
Net financial income before operating and other
expenses 2,018,579 501,620
Operating expenses 16 3,463,281 2,299,076
Operating loss 1,444,702 1,797,456
Loss before income taxes 1,444,702 1,797,456
Income taxes 15 - -
Total net loss for the year 1,444,702 1,797,456
Other comprehensive loss:
Items that may be reclassified subsequently to net
loss:
Currency translation differences (361,745) 78,780
Total comprehensive loss for the year 1,082,957 1,876,236
Comprehensive loss attributable to:
Common shareholders 1,082,957 1,876,236
Net loss attributable to:
Common shareholders 1,444,702 1,797,456
Loss per share:
Basic and diluted loss per share 13 0.03 0.06

The accompanying notes are an integral part of these consolidated financial statements



I0OU Financial INC.

Consolidated Statements of Changes in Shareholders’ Equity
for the Years Ended December 31, 2013 and 2012

Accumulated

other Total
Common Shares  Share Capital Contributed comprehensive  shareholders’
(#) $) Surplus (3$) Deficit ($) loss ($) equity(3)
Balance as at January 1, 2012 26,904,936 7,944,983 1,087,600 (6,445,202) (8,328) 2,579,053
Conversion of convertible debt 1,027,267 343,659 - - - 343,659
Stock based compensation - - 207,784 - - 207,784
Warrants issued - (5,883) 5,883 - - -
Equity component of debt - - 9,963 - - 9,963
Broker Warrants - - 113,585 - - 113,585
April Private Placement First tranche 900,000 283,667 52,380 - - 336,047
April Private Placement Second Tranche 2,192,500 732,181 67,529 - - 799,710
Net loss and comprehensive loss - - - (1,797,456) (78,780) (1,876,236)
December Private Placement First tranche 6,122,250 1,819,402 345,295 - - 2,164,697
December Private Placement Second tranche 1,662,500 476,088 93,765 - - 569,853
Balance as at December 31, 2012 38,809,453 11,594,097 1,983,784 (8,242,658) (87,108) 5,248,115
Accumulated
other Total
Common Shares Share Capital  Contributed comprehensive  shareholders’
(#) $) Surplus ($) Deficit ($) income (3$) equity($)
Balance as at January 1, 2013 38,809,453 11,594,097 1,983,784 (8,242,658) (87,108) 5,248,115
Private Placement -Third tranche (Note 11
i) 3,957,250 1,112,297 347,891 - - 1,460,188
Private Placement - Fourth Tranche (Note 11
(i) 2,447,000 697,016 192,586 - - 889,602
Private Placement - Fifth tranche (Note 11
(iii)) 987,500 302,157 65,773 - - 367,930
Warrants exercised 250,000 132,500 (7,500) 125,000
Cashless exercise of share warrants (Note
11(iv)) 336,794 184,475 (184,475) - - -
Net loss and comprehensive loss - - - (1,444,702) 361,745 (1,082,957)
Stock based compensation (Note 11) - - 225,073 - - 225,073
Balance as at December 31, 2013 46,787,997 14,022,542 2,623,132 (9,687,360) 274,637 7,232,951

The accompanying notes are an integral part of these consolidated financial statements



I0OU Financial INC.

Consolidated Statements of Cash Flows
For the Years Ended December 31, 2013 and 2012

2013 2012
Note $ $
Operating Activities
Net loss for the year (1,444,702) (1,797,456)
Non- cash items included in net loss 17 (2,634,520) (577,954)
17 (31,938,839
Net change in non-cash working capital items ) (4,593,941)
Interest received 2,379,798 870,225
Interest expense 670,790 162,399
(32,967,473
Cash used in operating activities ) (5,936,727)
Financing Activities
Funds held in trust for third party 1,364,048 125,577
Interest expense (670,790) (162,399)
Sale of commercial loans 26,406,576 1,383,965
Issuance of loan payable - 300,000
Repayment of loan payable - (300,000)
Issuance of equity, net of transaction costs 3,382,721 3,318,892
Warrants exercised 125,000 -
Transaction costs associated with financing credit facility (154,330) (151,246)
Issuance of financing credit facility 3,660,724 2,632,114
Cash generated from financing activities 34,113,949 7,146,903
Investing Activities
Additions to intangible asset (9,189) (109,383)
Additions to equipment (26,030) (24,637)
Cash held in trust (1,722,862) (263,995)
Cash used in investing activities (1,758,081) (398,015)
(Decrease)/Increase in cash (611,605) 812,161
Cash beginning of year 1,919,626 1,107,465
Cash end of year 1,308,021 1,919,626
Supplemental cash flow information:
Non-cash transactions:
Shares issued and proceeds receivable - 665,000

The accompanying notes are an integral part of these consolidated financial statements



IOU Financial Inc.
Notes to the Consolidated Financial Statements

December 31, 2013 and 2012

1 General information

IOU Financial Inc. (“IOUF”, “IOU Financial”, the “Company”) (formerly MCO Capital Inc.)
(“MCO”) is incorporated under Part 1A of the Business Corporations Act (Quebec) . The registered
office of IOU Financial Inc. is located at 1 Place Ville-Marie, Suite 1812, Montreal, Quebec, Canada.
Until February 28, 2011, the business of IOU Financial Inc. was to identify and evaluate business
assets with a view to a potential acquisition.

On February 28, 2011, IOU Central Inc. (“IOUC”, “IOU Central”) entered into a share exchange
agreement with 10U Financial Inc. for the acquisition by IOUF of all the issued and outstanding
shares of IOUC.

IOUC was incorporated under the laws of the Canadian Business Corporations Act on August 10,
2006 and presently operates an Internet based commercial lending business in the United States of
America, through its subsidiary, IOU Central Inc. (USA) (“IOU USA”), located in the state of
Georgia in the United States of America (Incorporated in Delaware on August 16, 2006).

I0U Financial Inc. is a public company listed on the TSX Venture Exchange (TSX-V) as at March
17, 2014 (previously listed on the Canadian National Stock Exchange (CNSX)).

These consolidated financial statements were authorized for issuance by the Board of Directors of
the Company on April 17, 2014.

2 Basis of preparation

The consolidated financial statements of IOU Financial Inc. have been prepared in accordance with
International Financial Reporting Standards (“IFRS”) and IFRS Interpretations Committee
(“IFRIC”) applicable to companies reporting under IFRS. These consolidated financial statements
have been prepared under the historical cost convention, as modified by the revaluation of land and
buildings, available—for-sale financial assets, and financial assets and financial liabilities (including
derivative instruments) at fair value through profit or loss. Other measurement bases used are
described in the applicable notes.

3 Significant accounting policies

The principal accounting policies applied in the preparation of these consolidated financial
statements are set out below. These policies have been consistently applied to all the years presented,
unless otherwise stated.

Use of Estimates and judgements

The preparation of financial statements in conformity with IFRS requires the use of certain critical
accounting estimates. It also requires management to exercise its judgement in the process of
applying the group’s accounting policies. Estimates and judgements are continually evaluated and
are based on historical experience and other factors, including expectations of future events that are
believed to be reasonable under the circumstances. The areas involving a higher degree of judgement



IOU Financial Inc.
Notes to the Consolidated Financial Statements

December 31, 2013 and 2012

or complexity, or areas where assumptions and estimates are significant to the financial statements
are described below:

1. Critical accounting estimates and assumptions

The Company makes estimates and assumptions concerning the future. The resulting accounting
estimates will, by definition, seldom equal the related actual results. The estimates and
assumptions that have a significant risk of causing a material adjustment to the carrying amounts
of assets and liabilities within the next financial year are addressed below.

1.1 Valuation of commercial loans

12

13

14

Management exercises judgment to determine whether indicators of loan impairment
exist based on historical loss experience, and if so, management must estimate the timing
and amount of future cash flows from loans receivable. Specifically, management must
assess at which point a loan is deemed to be uncollectible in order to write it off. Further
details on the estimates used to determine any allowance for impaired loans receivable
are provided in the accounting policy “Commercial loans receivable”.

Useful lives of equipment and intangible assets

The Company considers annually whether the estimate of the useful lives of equipment
and intangible assets is still appropriate. The estimated useful lives are determined by
reviewing historical information about the useful lives of previous additions to
equipment and intangible assets and the estimate is prospectively adjusted if appropriate.

Deferred tax estimation

The recognition of deferred tax assets and liabilities involves making a series of
assumptions including estimating the timing of the reversal of temporary differences or
if it is probable that temporary differences will not reverse in the foreseeable future and
the tax rates expected to apply to the period when the asset is realized or the liability is
settled.

The realization of deferred tax assets ultimately depends on taxable profits being
available in the future. Deferred tax assets should be recognised when it is probable that
taxable profits will be available against which the deferred tax asset can be utilised and
it is probable that the entity will earn sufficient taxable profit in future periods to benefit
from a reduction in tax payments. This involves the Company making assumptions
within its overall tax-planning activities and periodically reassessing them in order to
reflect changed circumstances as well as tax regulations. Moreover, the measurement of
a deferred tax asset or liability reflects the manner in which the entity expects to recover
the asset’s carrying value or settle the liability.

Derivatives and financial instruments

10



IOU Financial Inc.
Notes to the Consolidated Financial Statements

December 31, 2013 and 2012

The fair value of financial liabilities not traded in an active market is determined by
using valuation techniques. The Company uses its judgment to select techniques and
make assumptions that are based on market conditions existing at the end of each
reporting period. The Company has used discounted cash flow analysis to value debt.

1.5  Stock-based compensation

The Company measures the cost of equity-settled transactions with employees of the
Company and share warrants by reference to the fair value of the equity instruments at
the date at which they are granted. Estimating fair value for share-based payment
transactions requires determining the most appropriate valuation model, which is
dependent on the terms and conditions of the grant. This estimate also requires
determining the most appropriate inputs to the valuation model including the expected
life of the share option or share warrant, volatility and dividend yield and making
assumptions about them.

1.6 Servicing assets

The initial recognition of servicing assets requires the Company to make estimates of
the fair value of the service to be provided which is based on market expectations at the
time of the loan sale and may vary from the actual cash flows serviced.

2. Critical judgements in applying the company’s accounting policies
2.1 Investment tax credits

Management exercises judgment when accounting for investment tax credits due to the
uncertainty associated with the government’s final approval of the Company’s claims.
Credits are accounted for in the year when there is reasonable assurance of realization.
Judgment is required in estimating the most likely recoverable amount based on the
Company’s history of investment tax credits received versus the amounts claimed.
Further details on the estimates used are provided in the accounting policy “Investment
tax credits”.

2.2 Impairment of long-lived assets

The Company tests annually whether long-lived assets have suffered any impairment, in
accordance with the accounting policy. Management exercises judgment to determine
whether indicators of impairment exist, and if so, management must estimate the timing
and amount of future cash flows. Management must first determine the cash-generating
units (“CGU’s”) to which the long-lived asset belongs based on the smallest identifiable
group of assets that generates cash inflows. Management has determined that it has one
CGU because all activities of the Company are centered on the commercial loans
generated by its long-lived assets. Management must also assess annually whether there
are any indicators of impairment, based on review of budgets versus actual results, or
other factors that would indicate the need to assess impairment. In addition, judgment is
required to estimate the discounted expected future cash flows that will be generated by
the lending activities.

11



IOU Financial Inc.
Notes to the Consolidated Financial Statements

December 31, 2013 and 2012

Basis of consolidation

The consolidated financial statements include the accounts of the Company and its subsidiaries,
which are the entities over which the Company has control. The group controls an entity when the
group is exposed to, or has the rights to, variable returns from its involvement with the entity and has
the ability to affect those returns through its power over the entity. Subsidiaries are fully consolidated
from the date on which control is transferred to the group. They are deconsolidated from the date
that control ceases.

All intercompany transactions, balances, income and expenses are eliminated in full on
consolidation. Profits and losses resulting from inter-company transactions that are recognized in
assets are also eliminated.

I0U Financial Inc. indirectly owns 100% of the issued share capital and 100% of the issued preferred
share capital of IOU Central Inc. (Delaware). IOU Financial Inc. also owns 100% of the issued share
capital of IOU Central Inc.

Segment reporting

Operating segments are reported in a manner consistent with the internal reporting provided to the
Chief operating decision-maker. The chief operating decision maker, who is responsible for
allocating resources and assessing performance of the operating segments, has been identified as the
Chief Executive Officer.

Equipment

Equipment is stated at historical cost less residual value, accumulated depreciation and impairment
losses. Historical cost includes expenditure that is directly attributable to the acquisition of the items.
The depreciation rate, residual value and useful life of equipment are reviewed annually and adjusted
if appropriate. Depreciation based on the estimated useful life of the asset is calculated as follows:

Office equipment 20% straight line method
Computer equipment  30% straight line method

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s
carrying amount is greater than its estimated recoverable amount.

Investment tax credits

Investment tax credits are incentives from the Federal and Provincial governments to conduct
research and development in Canada. The Company has incurred research and development
expenditures that are eligible for investment tax credits.

The Company earns research and development investment tax credits by engaging in qualified
research and development activities. The Company’s policy is to recognize investment tax credits,
in the year when there is reasonable assurance of their realization, due to the uncertainty associated
with the government’s final approval of the Company’s claims. Investment tax credits received are

12



IOU Financial Inc.
Notes to the Consolidated Financial Statements

December 31, 2013 and 2012

recorded against the asset, to which previously capitalized research and development cost had been
allocated.

Intangible asset (Internal use software)

The costs to develop software for the Company’s website and online loan platform are capitalized
when management has authorized and committed project funding, preliminary development efforts
are successfully completed, and it is probable that the project will be completed and the software will
be used as intended. Capitalized software development costs primarily include fees paid to outside
consultants and salaries for employees directly involved in the development efforts. Costs incurred
prior to meeting these criteria, together with costs incurred for training and maintenance, are
expensed. Costs incurred for upgrades and enhancements that are considered to be probable to result
in additional functionality are capitalized. The Company capitalizes expenditures for betterments
and expenses amounts for maintenance, repairs and renewals as they are incurred.

Software development costs are reduced by related government assistance and tax incentives.

Internal use software is stated at cost less accumulated amortization. Amortization and useful lives
are reviewed annually. Capitalized costs are amortized using the straight-line method over their
expected lives which presently approximate three years.

Impairment of tangible and intangible assets

At the end of each reporting period, the Company reviews the carrying amounts of its tangible and
intangible assets to determine whether there is any indication of impairment. If any such indication
exists, the recoverable amount of the asset is estimated in order to determine the extent of the
impairment loss, if any. Where it is not possible to estimate the recoverable amount of an individual
asset, the Company estimates the recoverable amount of the cash-generating unit to which the asset
belongs. Where a reasonable and consistent basis of allocation can be identified, corporate assets are
also allocated to individual cash-generating units.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value
in use, the estimated future cash flows are discounted to their present value using a pre-tax discount
rate that reflects current market assessments of the time value of money and the risks specific to the
asset for which the estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset is estimated to be less than its carrying amount, the carrying
amount of the asset is reduced to its recoverable amount. An impairment loss is recognized
immediately in the consolidated statement of comprehensive loss.

Where an impairment loss subsequently reverses, the carrying amount of the asset is increased to the
revised estimate of its recoverable amount, but so that the increased carrying amount does not exceed
the carrying amount that would have been determined had no impairment loss been recognized for
the asset in prior years. A reversal of an impairment loss is recognized immediately in the
consolidated statement of comprehensive loss.

Financial instruments

13



IOU Financial Inc.
Notes to the Consolidated Financial Statements

December 31, 2013 and 2012

Classification

The Company classifies its financial assets and financial liabilities in the following categories: loans
and receivables and other financial liabilities. The classification depends on the purpose for which
the financial instruments were acquired and their characteristics. Management determines the
classification of its financial instruments at initial recognition. Loans and receivables are non-
derivative financial assets with fixed or determinable payments that are not quoted in an active
market. They are included in current assets, except for maturities greater than 12 months after the
end of the reporting period. The classification of financial assets and financial liabilities is as follows:

Classification Measurement
Financial assets:
Commercial loans receivable Loans and receivables ~ Amortized cost
Cash Loans and receivables ~ Amortized cost
Cash held in trust Loans and receivables ~ Amortized cost
Subscriptions receivable Loans and receivables ~ Amortized cost
Other loan Loans and receivables ~ Amortized cost
Financial liabilities:
Accounts payable and accrued Other financial liabilities ~ Amortized cost
liabilities
Funds held in trust for third party Other financial liabilities ~ Amortized cost
lender
Financing credit facility Other financial liabilities ~ Amortized cost

Recognition and measurement

Loans and receivables and other financial liabilities

Loans and receivables and other financial liabilities are recognized initially at fair value and
subsequently measured at amortized cost, less impairment losses, using the effective interest rate
method.

Fair value
The fair value of financial instruments on initial recognition is the transaction price, which is the

fair value of the consideration given or received. Subsequent to initial recognition, fair value is
determined by management using available market information or other valuation methodologies.

Impairment of commercial loans receivable

The Company assesses on an ongoing basis whether a loan is impaired and an impairment loss is
only incurred when objective evidence of impairment exists. Evidence of impairment may include

14



IOU Financial Inc.
Notes to the Consolidated Financial Statements

December 31, 2013 and 2012

indications that the debtor is experiencing significant financial difficulty, the probability that they
will enter bankruptcy or other financial reorganization, and where observable data indicate that there
is @ measurable decrease in the estimated future cash flows. Individual impairment is identified at
the end of each reporting period by making judgments about the probability of an account going into
default based upon information known by management.

If it is determined that no objective evidence of impairment exists for an individually assessed loan,
this loan will be included in a group of loans with similar credit risk characteristics and the group is
then collectively assessed for impairment. Future cash flows for the group are estimated on the basis
of their contractual cash flows and historical loss experience for loans with credit risk characteristics
similar to the group. Any estimates of loss rates contained within the model used to calculate the
impairment are reviewed regularly and compared to actual results and adjusted as required to
accurately reflect the operations of the Company.

The payment performance of customers could be different from the assumptions used to determine
the impairment and there can be no assurance that expected future cash flows will be realized. As
such, the measurement of impairment of loans receivable is subject to a high level of uncertainty and
changes in estimates, assumptions, or circumstances may cause future assessments to be significantly
different than current assessments and may require an increase or decrease in the allowance. All
assumptions are reviewed regularly.

Any impairment loss identified is measured as the difference between the asset’s carrying amount
and the present value of estimated future cash flows discounted at the financial asset’s original
effective interest rate. The carrying amount of the asset is reduced through the use of the allowance
for loan losses and the amount of the loss is recognized in the consolidated statement of
comprehensive loss.

If in a subsequent period, the amount of the impairment loss decreases and the decrease can be related
objectively to an event occurring after the impairment was recognized, the reversal of the previously
recognized impairment loss is recognized in the consolidated statement of comprehensive loss, or as
a reversal to the allowance for loan losses.

Loan sales

In the normal course of business, the Company may sell its interests in commercial loans receivable.
The Company derecognizes loans receivable sold only when it has transferred substantially all the
risks and rewards of ownership of the assets, which occurs when the Company no longer considers
itself to have any significant exposure to the variability in the present value of the future cash flows
from the loans receivable. Outstanding proceeds of sold or discharged loans receivable are reported
separately from other loans receivable, and measured at their realizable value, net of expected sales
costs.

Where the Company retains the servicing rights of loans sold, the benefits of servicing are assessed
against market expectations. When the benefits of servicing are more than adequate, a servicing asset
is recognized. Servicing assets are carried at amortized cost. Amortization is calculated on a straight
line basis over the term of the servicing agreement which approximates one year. When the benefits
of servicing are less than adequate, a servicing liability is recognized.

15



IOU Financial Inc.
Notes to the Consolidated Financial Statements

December 31, 2013 and 2012

Embedded derivatives

Derivatives may be embedded in other financial and non-financial instruments (the ‘“host
instrument”). Embedded derivatives are treated as separate derivatives when their economic
characteristics and risks are not closely related to those of the host instrument, the terms of the
embedded derivative are the same as those of a stand-alone derivative, and the combined contract is
not held for trading or designated at fair value. These embedded derivatives are measured at fair
value with subsequent changes recognized in the consolidated statement of comprehensive loss.

Transaction costs

Transaction costs incurred as a necessary part of completing an equity transaction are accounted for
as part of that transaction and deducted from Equity, net of any related income tax benefit.
Transaction costs that relate to the issue of a compound financial instrument are allocated to the
liability and equity components of the instrument in proportion to the allocation of proceeds.
Transaction costs for all financial instruments not at fair value through profit and loss are added to
the carrying amount of the instrument.

Provisions

Provisions are recognized when the Company has a present legal or constructive obligation as a result
of a past event, it is probable that the Company will be required to settle the obligation, and a reliable
estimate can be made of the amount of the obligation.

The amount recognized as a provision is the best estimate of the consideration required to settle the
present obligation at the end of the reporting period, taking into account the risks and uncertainties
surrounding the obligation. Where a provision is measured using the cash flows estimated to settle
the present obligation, its carrying amount is the present value of those cash flows.

Revenue recognition

IOU Financial’s revenue comprises the fair value of the consideration received or receivable for
services provided in the ordinary course of business.

The Company recognizes revenue when the amount of revenue can be reliably measured and when
it is probable that future economic benefits will flow to the Company.

a) Financing Revenue

Financing revenue is recognized in the statement of comprehensive loss for all financial
assets measured at amortized cost using the effective interest rate method. The effective
interest rate is the rate that discounts estimated future cash flows though the expected life of
the financial asset back to the net carrying amount. This calculation takes into account all
contractual terms of the financial instrument including fee income charged to the borrower
on the origination of the financial asset (“loan origination fees”), net of any transaction costs
that are directly attributable to the financial asset but not future credit losses. Under the
effective interest method, the interest realized is not necessarily the same as the stated loan

16



IOU Financial Inc.
Notes to the Consolidated Financial Statements

December 31, 2013 and 2012

b)

interest rate. The application of this method has the effect of recognizing revenue on the
financial asset evenly in proportion to the amount outstanding over the period of repayment.

When a loan is classified as impaired, the original expected timing and amount of future cash
flows may be revised to reflect new loan circumstances. Financing revenue continues to be
recognized using the effective interest rate used to discount the future cash flows for the
purpose of measuring the impairment loss. This is offset by a corresponding adjustment to
the loan loss provision charge to reflect the fact that this additional revenue may not be
collectible.

Interest income and guarantee fee income is thereafter recognized on this impaired carrying
value using the effective interest rate. Additional changes to the amount or timing of future
cash flows could result in further loan losses, or the reversal of prior loan losses, which would
also impact the amount of subsequent income recognized.

Other fees and servicing income

Fee income that is integral to the effective yield of a financial asset is recognized as an
adjustment to the effective interest rate calculation and is included in financing revenue.

Fee and servicing revenue comprises of service fees, non-sufficient funds fees and referral
fees.

Service fees are charged on loans sold to third parties where the Company retains the
servicing rights on the loans.

Non-sufficient funds fee revenue is charged and collected on all missed payments and
recognized as it is earned.

Referral fee revenue is collected upon the successful referral and funding of unfunded loan
applications to third parties. This revenue is recognized when it is earned.

All fee and servicing revenue is recognized as services are provided and when it is probable
that the economic benefits associated with the transaction will flow to the Company and the
amount of revenue can be reliably measured.

Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits held at call with banks and cash held in
trust on behalf of third parties.

Leases

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the
risks and rewards of ownership to the lessee. All other leases are classified as operating leases.
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Operating lease payments are recognized as an expense on a straight-line basis over the lease term.
Share Capital

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new
ordinary shares are shown in equity as a deduction, net of tax, from the proceeds.

Contributed surplus

Contributed surplus is used to record the accumulated fair value of stock options recognized as share
based payments and warrants issued. Contributed surplus is increased by the fair value of these items
on vesting and is reduced by corresponding amounts when the options and warrants are exercised,
cancelled or expire.

Foreign exchange
a) Functional and presentation currency

Items included in the financial statements of each of the group’s entities are measured using the
currency of the primary economic environment in which the entity operates (‘the functional
currency’). The consolidated financial statements are presented in Canadian dollars. The functional
currency of IOU Central Inc. (Delaware) is the U.S. dollar, while the rest of the group has a functional
currency of the Canadian dollar.

b) Group companies

The assets and liabilities of subsidiaries with a U.S. dollar functional currency are translated at the
exchange rate prevailing on the reporting date, and revenues and expenses at the average rates during
the reporting period. Foreign currency gains or losses resulting from the translation of these
subsidiaries is recorded in other comprehensive loss with a corresponding increase or decrease to
foreign currency translation reserve, which is a component of the Company's equity.

Share-based compensation

The Company operates an equity-settled share-based compensation plan, under which the entity
receives services from employees as consideration for equity instruments (options) of the Company.
The fair value of the employeeand others providing similar services received in exchange for the
grant of options is recognized as an expense with a corresponding increase to contributed surplus.
The total amount to be expensed is determined by reference to the fair value of the options granted
at the grant date.

Each tranche of an award with different vesting dates is considered a separate grant for the calculation
of fair value, and the resulting fair value is amortized over the vesting period of the respective
tranches, based on the Company’s estimate of equity instruments that will eventually vest. At the end
of each reporting period, the Company revises its estimate of the number of equity instruments
expected to vest. The impact of the revision of the original estimates, if any, is recognized in the
consolidated statement of comprehensive loss such that the cumulative expense reflects the revised
estimate, with a corresponding adjustment to contributed surplus.
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When the options are exercised, the company issues new shares. The proceeds received net of any
directly attributable transaction costs are credited to share capital. Any amounts previously credited
to contributed surplus relating to the original stock-based compensation is also allocated to share
capital.

The grant by the Company of options over its equity instruments to employees of a subsidiary of the
company is treated as a capital contribution. The fair value of employee services received, measured
by reference to the grant date fair value, is recognised over the vesting period as an increase to
investment in subsidiary undertakings, with a corresponding credit to equity in the parent entity.

Taxation
Income tax expense represents the sum of the tax currently payable and deferred tax.
Current tax

The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit as
reported in the consolidated statement of comprehensive loss because of items of income or expense
that are taxable or deductible in other years and items that are never taxable or deductible. The
Company’s liability for current tax is calculated using tax rates that have been enacted or
substantively enacted by the end of the reporting period.

Deferred tax

Deferred tax is recognized, using the balance sheet method, on temporary differences arising between
the tax bases of assets and liabilities and their carrying amounts in the statement of financial position.
Deferred tax is calculated using tax rates and laws that have been enacted or substantively enacted at
the end of the reporting period, and which are expected to apply when the related deferred income
tax asset is realized or the deferred income tax liability is settled.

Deferred tax liabilities:

e are generally recognized for all taxable temporary differences; and

e are not recognized on temporary differences that arise from goodwill which is not deductible
for tax purposes or the initial recognition of an asset or liability in a transaction which is not
a business combination and at the time of the transaction, affects neither accounting nor
taxable profit (loss).

Deferred tax assets:

e arerecognized to the extent it is probable that taxable profits will be available against which
the deductible temporary differences can be utilized; and

e are reviewed at the end of the reporting period and reduced to the extent that it is no longer
probable that sufficient taxable profits will be available to allow all or part of the asset to be
recovered.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current
tax assets against current tax liabilities and when they relate to income taxes levied by the same
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taxation authority and the Group intends to settle its current tax assets and liabilities on a net basis.
Current and deferred tax for the period

Current and deferred tax are recognized as an expense or income in profit or loss, except when they
relate to items that are recognized outside profit or loss (whether in other comprehensive income or
directly in equity), in which case the tax is also recognized outside profit or loss, or where they arise
from the initial accounting for a business combination. In the case of a business combination, the tax
effect is included in the accounting for the business combination.

Earnings/(loss) per share

Earnings/(loss) per share is calculated using the weighted average number of shares outstanding
during the year. Diluted earnings (loss) per share is computed using the treasury stock method, giving
effect to the exercise of all stock options, warrants and convertible debts. The diluted loss per share
is equal to the basic loss per share due to the anti-dilutive effect of these elements.

Current and future changes in accounting policies

The company has adopted the following new and revised standards, along with any consequential
amendments, effective January 1, 2013. These changes were made in accordance with the applicable
transitional provisions.

IFRS 10 - Consolidated Financial Statements ("IFRS 10™) was issued by the IASB on May 12, 2011
and builds on existing principles by identifying the concept of control as the determining factor in
whether an entity should be included within the consolidated financial statements of the parent
company. The standard provides additional guidance to assist in the determination of control where
this is difficult to assess. The Company assessed its consolidation conclusions on January 1, 2013
and determined that the adoption of IFRS 10 did not result in any change in the consolidation status
of any of its subsidiaries.

IFRS 13 - Fair Value Measurement ("IFRS 13"), provides a single framework for measuring fair
value. The measurement of the fair value of an asset or liability is based on assumptions that the
market participants would use when pricing the asset or liability under current market conditions,
including assumptions about risk. The Company adopted IFRS 13 on January 1, 2013 on a
prospective basis. The adoption of IFRS 13 did not require any adjustments to the valuation
techniques used by the Company to measure fair value and did not result in any measurement
adjustments as at January 1, 2013. However, this resulted in additional disclosures in Note 5.

The Company has adopted the amendments to IAS 1 — Presentation of financial statements (“IAS
17) effective January 1, 2013. These amendments required the Company to group other
comprehensive income items by those that will be reclassified subsequently to profit or loss and those
that will not be reclassified. The Company has reclassified income items of the comparative period.
These changes did not result in any adjustments to other comprehensive income or comprehensive
income.

IFRS 12 - Disclosure of Interests in Other Entities ("IFRS 12"), issued by the IASB on May 12, 2011,
is a new standard on disclosure requirements for all forms of interests in other entities, including
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joint arrangements, associates, special purpose vehicles, and other off balance sheet vehicles. The
adoption of IFRS 12 did not result in any change in the consolidation status of any of its subsidiaries.

IFRS 7 — Financial Instruments: Disclosures were issued by the IASB in December 2011 and
addresses inconsistencies in practice when applying offsetting criteria for financial assets and
liabilities. The adoption of the amendments to IFRS 7 did not have an impact on the Company’s
financial information.

New standards and interpretations not yet adopted

A number of new standards and amendments to standards and interpretations are effective for annual
periods beginning after January 1, 2014 and have not been applied in preparing these consolidated
financial statements. None of these is expected to have a significant effect on the consolidated
financial statements of the Company, except the following set out below:

IFRS 9 - Financial Instruments (“IFRS 9”) was issued by the TASB on November 12, 2009 (and
amended in November 2013) and will replace IAS 39 Financial Instruments: Recognition and
Measurement (“IAS 39”). IFRS 9 uses a single approach to determine whether a financial asset is
measured at amortized cost or fair value, replacing the multiple rules in IAS 39. The approach in
IFRS 9 is based on how an entity manages its financial instruments in the context of its business
model and the contractual cash flow characteristics of the financial assets. The new standard also
requires a single impairment method to be used, replacing the multiple impairment methods in IAS
39. The effective date for IFRS 9 (as amended) is yet to be determined. The Company is currently
evaluating the impact of IFRS 9 on its consolidated financial statements.

Amendments to IAS 32 — Financial Instruments: Presentation was issued by the IASB in December
2011 and address inconsistencies in practice when applying offsetting criteria for financial assets and
liabilities. The amendments to 1AS 32 are effective for annual periods beginning on or after January
1, 2014. The Company is currently evaluating the impact of this amendment on its consolidated
financial statements.

Amendments to IAS 36, Impairment of assets, on the recoverable amount disclosures for non-
financial assets. This amendment removed certain disclosures of the recoverable amount of the CGUs
which had been included in IAS 36 by the issue of IFRS 13. The amendments to IAS 36 are effective
for annual periods beginning on or after January 1, 2014. The Company is currently evaluating the
impact of this amendment on its consolidated financial statements.

4. Cash held in trust
Cash held in trust amounted to $2,008,977 (2012: $286,115). Cash held in trust comprises funds
held on behalf of a third party loan purchaser, bonding insurance collateral and cash held as
security for lending activities.

5. Commercial loans receivable

As at December 31, 2013 and December 31, 2012, the Company held commercial loans receivable
as part of its regular operations
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December  December
31, 2013 31, 2012

$ $
Principal balance of commercial loans
receivable 12,351,031 5,581,231
Unamortized fees and transactions costs 372,782 2,272
Commercial loans receivable 12,723,813 5,583,503
Less allowance for loan losses (1,019,545) (99,929)
Commercial loans receivable -net 11,704,268 5,483,574

The loans bear fixed interest at rates ranging between 12% - 21.10% (2012: 12.99% - 34.00%) and
mature no later than 12 months after each balance sheet date. Guarantee fees charged on each loan
range between 0.00% and 14.00% (2012: 0.00% - 11.50%) of the original loan amount. The loans
are being repaid daily over their terms. Loans are not collateralized, but are backed by a general
security agreement against all of the assets of the business and are personally guaranteed by the
owner(s) of the business. The commercial loans receivable are denominated in US dollars.
Transaction costs and unamortized fees comprise broker commissions and loan closing fees and are
deferred over the term of the loan in accordance with the Company’s accounting policy. At December
31, 2013, $538,499 (December 31, 2012: $88,920) of commercial loans receivable had been closed
for funding but the funds were yet to be dispersed. This amount has been presented in “Current
liabilities.”

Impaired loans and allowances for loan losses:

At period end, the Company performed a comprehensive review of its loan portfolio for the purposes
of determining any specific allowances for each loan.

If it is determined that no objective evidence of impairment exists for an individually assessed loan,
this loan will be included in a group of loans with similar credit risk characteristics and the group is
then collectively assessed for impairment in accordance with the Company’s accounting policy.

The fair value of the loans (net of allowance), at December 31, 2013 and December 31, 2012 was
$11,331,486 and $5,481,302 respectively.

Movements in the allowance for loan losses are as follows:

December December
31, 2013 31, 2012

$ $
Allowance at January 1 99,929 -
Provision for receivables impairment 1,416,645 273,511
Receivables written off during the year as uncollectible (532,715)  (173,608)
Foreign exchange 35,686 26
Allowance at the end of the period 1,019,545 99,929
Recoveries of previously charged off loans 58,909 -
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Amounts charged to the allowance are written off, when there is no expectation of recovering
additional cash.

A summary of the collective and individual components of the allowance for loan losses is as follows:

December 31, 2013 December 31, 2012

$ $

Allowance for loan losses - collective 50,542 -
Allowance for credit losses - individual 969,003 99,929
1,019,545 99,929

Age and Credit Quality:

An analysis of the age of the remaining loans receivable in each period presented is as follows:

December 31, 2013 December 31, 2012
Age $ $
Current 11,223,612 88.21% 5,116,193 91.63%
Payments in arrears:
1 to 21 payments 246,646 1.94% 321,754  5.76%
22- 63 payments 463,877 3.65% 58,384  1.05%
64 + payments 789,678 6.20% 87,172 1.56%
Total 12,723,813 100% 5,583,503 100%

An analysis of the credit quality of the loans receivable in each period presented is as follows:

December 31, 2013 December 31, 2012

Credit Quality $ $
Neither past due nor impaired 11,223,612 88.21% 5,116,193 91.63%
Past due but not impaired:

1 to 21 payments 204,726 1.61% 321,754 5.76%

22-63 payments 271,320 2.13% 8,689 0.16%
Impaired 1,024,155 8.05% 136,867 2.45%
Total 12,723,813 100%0 5,583,503 100%

Past due but not impaired balances relate to financial assets which are contractually overdue but are
not deemed to be impaired. Based on historical information on borrower default rates, management
considers the credit quality of loan receivables that are neither past due nor impaired to be
satisfactory.

Loan sales and servicing asset:

During the year ended December 31, 2013, the Company sold some of its commercial loans
receivable, on a non-recourse basis, at face value, for total proceeds of $26,406,576 (2012:
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$1,383,965). At the time of the sale, the Company transferred to the purchaser of such loans all rights
and risks associated with the loans sold, and the Company determined that the criteria for
derecognition contained in IAS 39 Financial Instruments had been met. However, as per the debt
assignment agreements, the Company retained the servicing rights (payment collections) to the loans
and the purchaser agreed to be charged a servicing fee over the term of the loans. In accordance with
the Company’s accounting policy, the Company recognized a net gain recognized sale of the
commercial loans of $533,450 for the year ended December 31, 2013 (2012: Nil), along with a
servicing asset that will be amortized to the statement of comprehensive loss over the term of the
servicing asset. At December 31, 2013, the carrying amount of this asset amounted to $571,954
(December 31, 2012 — Nil). The servicing asset is determined by comparing the actual expected cash
flows to be received to the fair value of providing such services. The fair value of the servicing was
determined by using readily available third-party pricing for a similar type of service, which is around
1% of the total principal and interest collected over the term of the servicing period.

At December 31, 2013, there was $1,489,625 (December 31, 2012: $125,577) held in trust on behalf
of these purchasers.

6. Equipment
Office Computer
Equipment Equipment Total
Cost
Balance at January 1, 2012 21,146 8,753 29,899
Additions 15,380 9,257 24,637
Balance at December 31, 2012 36,526 18,010 54,536
Additions 7,885 18,145 26,030
Balance at December 31, 2013 44 411 36,155 80,566
Accumulated depreciation
Balance at January 1, 2012 18,432 3,568 22,000
Depreciation charge for the year 4,318 3,198 7,516
Balance at December 31, 2012 22,750 6,766 29,516
Depreciation charge for the year 4,581 7,593 12,174
Balance at December 31, 2013 27,331 14,359 41,690
Carrying amounts
At December 31, 2012 13,776 11,244 25,020
At December 31, 2013 17,080 21,796 38,876
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7. Intangible asset

Intangible asset is comprised of internal use software.
December 31,  December 31,

2013 2012
3 3

Cost
Beginning of Year 1,165,493 1,056,110
Investment tax credits applied (28,840) (28,064)
Additions —Internally developed 38,029 137,447
Balance — End of Year 1,174,682 1,165,493
Accumulated amortization
Balance - Beginning of Year 1,032,308 942,554
Amortization charge for the year 79,837 89,754
Balance — End of Year 1,112,145 1,032,308
Carrying amount
December 31, 2012 133,185
December 31, 2013 62,537

8. Accounts payable and accrued liabilities

December 31, December 31,

2013 2012

$ $

Trade Payables 247,106 507,132
Other payables and accruals 176,551 106,957
Total 423,657 614,089

9. Financing credit facility

At December 31, 2013 and December 31, 2012, the carrying value of the liability amounted to:
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2013 2012

$ $

Financing credit facility 6,308,059 2,632,114
Less transaction costs (net of amortization) (71,528) (69,153)
Provision for minimum finance costs - 13,712
Total 6,236,531 2,576,673

On April 30, 2012, the Company and its subsidiary entered into a financing credit facility agreement
with a third party lender. In terms of this agreement, the lender had agreed to provide a one year,
secured credit facility to the Company’s subsidiary for up to CAD$3 million. Interest on the facility
was calculated at the per annum rate of fourteen percent above US base rate. This credit facility is
being repaid daily over its term and will automatically renew for one year periods unless either party
gives termination notice.

On March 14, 2013, the Company renewed and increased the facility from CAD$3 million to US$10
million for an additional one year term. The lender had an option to extend the contract by an
additional year by providing 10U with an increase in the facility to US$15.0 million. Under the
renewed agreement with the lender, interest on the facility was reduced by two percent to a per annum
rate of twelve percent above US base rate. In any month where the average balance of the facility
was equal to or greater than US$6.0 million, the interest on the facility would be further reduced by
two percent to a per annum rate of ten percent above US base rate. In any month where the average
balance of the facility was equal to or greater than US$10.0 million, the interest on the facility would
be further reduced by one percent to a per annum rate of nine percent above US base rate. The terms
of the renewal came into effect on June 15, 2013. This agreement was further amended and renewed
on 24 February 2014, see “Events of the reporting date” note 21.

In accordance with IAS 39, “Financial Instruments: Recognition and Measurement”, transaction
costs directly attributable to the acquisition of the above financial liability have been included in the
initial measurement of the liability and are being amortized over the term of the agreement.
Amortization of $153,464 (December 31, 2012: $82,093) has been included in “Operating expenses”
(Note 16).

In terms of this agreement, all assets held by the company’s subsidiary and IOUF are collateralized
against the facility, up to a maximum amount of $15 million.

Asset Carrying Amount at Carrying Amount at
December 31, 2013 ($) December 31, 2012 (%)
Equipment 38,876 25,020
Commercial loans receivable- 11,704,268 5,483,574
net
Intangible asset 62,537 133,185
Cash 1,936,167 2,128,216
Subscriptions receivable - 665,000
Other assets 226,630 143,854

As part of the covenants, the Company shall either cause IOUC to file articles of dissolution and to
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distribute all of the assets thereof to IOUF or the Company will cause IOUC to be named a party to
the Agreement as a solidary co-borrower and to grant additional security agreements acceptable to
the Lender.

10. Convertible Promissory Note
On February 12, 2010, the Company’s subsidiary signed a convertible promissory note agreement
with a third party investor. The face value of the note was USD$350,000. The note was convertible
at the option of the holder into shares of IOU Financial at a price of USD$0.34 per share.

On February 12, 2012, the holder requested conversion of the note and unpaid interest of USD$4,012
into 1,027,267 Class B common shares of the Company.

11. Capital stock
Authorized

Unlimited number of Class A subordinate shares, entitled to one vote per share, convertible under
certain circumstances into Class B shares, without par value.

Unlimited number of Class B shares, entitled to one vote per share, convertible at the option of its
holder into Class A subordinate shares at a rate of one Class B share for one Class A subordinate
share, without par value.

Unlimited number of Class A preferred shares, 7% cumulative dividend on the redemption price,
retractable at paid-up amount, without par value.

Unlimited number of Class B preferred shares, issuable in series and whose attributes can be
determined by the Board of directors.

Issued
December 31, December 31,
2013 2012
$ $
46,787,997 (2012: 38,809,453) Class B shares 14,022,542 11,594,097
Warrants

A continuity schedule of outstanding common share purchase warrants for the periods presented
are as follows:
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Balance at January 1, 2012

Issued
Exercised
Forfeited
Expired

Balance at December 31, 2012
Granted
Expired

Exercised

Balance at December 31, 2013

14,847,427

10,032,717

(13,128,907)

11,751,237

6,053,053
(4,096,430)
(954,590)

12,753,270

As at December 31, 2013 outstanding share purchase warrants are:

Exercise Expiry

Price Date # Note
$0.50 03-Apr-14 12,000

$0.40 05-Apr-14 22,500

$0.40 13-Apr-14 151,250

$0.40 30-May-14 30,000

$0.60 21-Jun-14 4,591,687
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$0.60
$0.60
$0.60
$0.60
$0.40
$0.40
$0.40
$0.40
$0.40
$0.40

28-Jun-14 1,246,875

19-Aug-14 2,967,937 (i)
14-Sept-14 1,835,250 (ii)
26-Sept-14 740,625 (iii)
30-May-17 60,000

21-Dec-17 459,155

28-Dec-17 126,750

19-Feb-18 247,206 (i)
14-Mar-18 201,785 (ii)
26-Mar-18 60,250 (iii)

TOTAL 12,753,270

On February 19, 2013, IOU Financial closed the third tranche of a $5 million private
placement of units, each unit consisting of one Class B common share (a “Class B
Share) and a 0.75 Class B Share purchase warrant (a “Warrant”) (collectively referred
to as the “Units”), for gross proceeds of $1,582,900 and which resulted in a total issuance
of 3,957,250 Class B Shares as well as 2,967,937 Warrants. Each Warrant entitles its
holder to acquire one Class B Share at a price of $0.60 until August 19, 2014.
Transaction costs of $23,830 have been offset against share capital.

The fair value of the above mentioned warrants was determined using the Black-Scholes
option pricing model with a weighted average volatility of 78%, risk-free interest rate of
1.06%, dividend yield of nil and an expected life of 1.5 years. The fair value of these
warrants was determined to be $297,091.

The Company paid to exempt market dealers a total of $98,882 in commissions as well
as additional consideration in the form of 247,206 warrants to purchase Class B Shares
(the “Broker Warrants”). Each Broker Warrant entitles its holder to acquire one Class B
Share at a price of $0.40 for a period of three years from the date of its issuance and at a
price of $0.50 and $0.60 respectively for the fourth and fifth years from the date of its
issuance.

The fair value of the broker warrants was determined using the Black-Scholes option
pricing model with a weighted average volatility range of 75% -76%, risk-free interest
rate of 1.14%- 1.40%, dividend yield of nil and an expected life of 3-5 years. The fair
value of these warrants was determined to be $50,800. This amount has been offset
against capital stock.

On March 14, 2013, 10U Financial closed the fourth tranche of a $5 million private
placement of units, each unit consisting of one Class B common share (a “Class B
Share”) and a 0.75 Class B Share purchase warrant (a “Warrant”) (collectively referred

to as the “Units”), for gross proceeds of $978,800 and which resulted in a total issuance
of 2,447,000 Class B Shares as well as 1,835,250 Warrants. Each Warrant entitles its
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i)

holder to acquire one Class B Share at a price of $0.60 until September 14, 2014.
Transaction costs of $8,484 have been offset against share capital.

The fair value of the abovementioned warrants was determined using the Black-Scholes
option pricing model with a weighted average volatility of 78%, risk-free interest rate of
1.04%, dividend yield of nil and an expected life of 1.5 years. The fair value of these
warrants was determined to be $155,629.

The Company paid to exempt market dealers a total of $80,714 in commissions as well
as additional consideration in the form of 201,785 warrants to purchase Class B Shares
(the “Broker Warrants”). Each Broker Warrant entitles its holder to acquire one Class B
Share at a price of $0.40 for a period of three years from the date of its issuance and at a
price of $0.50 and $0.60 respectively for the fourth and fifth years from the date of its
issuance

The fair value of the broker warrants was determined using the Black-Scholes option
pricing model with a weighted average volatility range of 75% -76%, risk-free interest
rate of 1.05%- 1.31%, dividend yield of nil and an expected life of 3-5 years. The fair
value of these warrants was determined to be $36,957. This amount has been offset
against capital stock.

On March 26, 2013, IOU Financial closed the fifth and final tranche of a $5 million
private placement of units, each unit consisting of one Class B common share (a “Class
B Share) and a 0.75 Class B Share purchase warrant (a “Warrant”) (collectively referred
to as the “Units”), for gross proceeds of $395,000 and which resulted in a total issuance
of 987,500 Class B Shares as well as 740,625 Warrants. Each Warrant entitles its holder
to acquire one Class B Share at a price of $0.60 until September 26, 2014. Transaction
costs of $2,970 have been offset against share capital.

The fair value of the above mentioned warrants was determined using the Black-Scholes
option pricing model with a weighted average volatility of 78%, risk-free interest rate of
1.03%, dividend yield of nil and an expected life of 1.5 years. The fair value of these
warrants was determined to be $55,621.

The Company paid to exempt market dealers a total of $24,100 in commissions as well
as additional consideration in the form of 60,250 warrants to purchase Class B Shares
(the “Broker Warrants”). Each Broker Warrant entitles its holder to acquire one Class B
Share at a price of $0.40 for a period of three years from the date of its issuance and at a
price of $0.50 and $0.60 respectively for the fourth and fifth years from the date of its
issuance.

The fair value of the broker warrants was determined using the Black-Scholes option
pricing model with a weighted average volatility range of 75% -76%, risk-free interest
rate of 1.02%- 1.24%, dividend yield of nil and an expected life of 3-5 years. The fair
value of these warrants was determined to be $10,152. This amount has been offset
against share capital.
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iv) On December 16, 2013 704,590 warrants were exercised under a cashless exercise
provision, resulting in the issue of 336,794 Class B common shares for nil consideration.

Stock-Based Compensation:

Employee Stock Option Plan:

Share options are granted to directors, officers, selected employees and consultants. The exercise
price of the granted options is determined by the Board of Directors at a price which shall not be
lower than the greater of the closing market prices of the shares on the Stock Exchange on: a) the
trading day prior to the grant of the Options and b) the date of the grant of the options.

The employee options granted in 2012 and 2013 vest over a three year period, with one third vesting
immediately and one-third vesting on each of the first and second anniversaries of the date of the
grant. Each option is exercisable for a period of five years from the date of grant, provided that it has
vested.

Share options awarded during the year ended December 31, 2013 are as follows:

Average exercise

Options price per share

Outstanding option ()

Balance at January 1, 2012 306,242 0.40
Granted 1,665,000 0.41
Exercised - -
Forfeited - -
Expired - -
Balance on December 31, 2012 1,971,242 0.41
Granted 1,489,000 0.40
Forfeited (120,000) 0.40
Expired (306,242) 0.40
Balance on December 31, 2013 3,034,000 0.40

The following summarizes information about share options outstanding at December 31, 2013:

Number of Number
Exercise price options exercisable Expiry Date
0.45 250,000 250,000 Jan-2014
0.40 1,295,000 863,333 Apr-2017
0.40 1,384,000 461,333 Apr-2018
0.41 105,000 35,000 May,2018
3,034,000 1,609,666
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Out of the 3,034,000 outstanding options (2012: 1,971,242) 1,609,666 options (2012: 888,848) were
exercisable.

On April 29, 2013 the Company granted options entitling certain directors, officers and employees
of the Company to acquire up to an aggregate of 1,384,000 Class B common shares of the Company
at an exercise price of $0.40 per share.

Tranche 1 Tranche 2 Tranche 3
Number of options 461,333 461,333 461,334
Exercise price 0.40 0.40 0.40
Expected volatility 71% 69% 68%
Risk free interest rate 0.98% 0.98% 0.98%
Expected life (years) 5 4 3
Dividend yield 0% 0% 0%
Grant-date fair value (per option) $0.19 $0.17 $0.15

On May 31, 2013 the Company granted options entitling certain directors of the Company to acquire
up to an aggregate of 105,000 Class B common shares of the Company at an exercise price of $0.41
per share.

Tranche 1 Tranche 2 Tranche 3
Number of options 35,000 35,000 35,000
Exercise price 0.41 0.41 0.41
Expected volatility 71% 69% 68%
Risk free interest rate 1.10% 1.10% 1.10%
Expected life (years) 5 4 3
Dividend yield 0% 0% 0%
Grant-date fair value (per option) $0.24 $0.21 $0.19

For the year ended December 31, 2013, the Company recognized a stock based compensation cost
relating to the above employee stock option plan of $225,073 (December 31, 2012: $193,412).

12. Financial risk management
12.1 Financial risk factors

The Company is exposed to a variety of financial risks including credit risk, liquidity risk, and market
risk (including foreign exchange and interest rate). The Company's overall risk management program
focuses on the unpredictability of financial markets and seeks to minimize potential adverse effects
on the Company's financial performance. Even though there has been substantial growth in financial
instruments, particularly commercial loans receivable, there has been no change in credit risk in 2013
as there has been no significant change in average loan sizes and credit policies for approval of loan
applications from the prior year. There have been no changes in the management of risks arising
from financial instruments during the current year.
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a) Credit Risk

Credit risk is managed on a Company basis and results from the possibility that a loss may occur
from the failure of another party to perform according to the terms of the contract. The Company
regularly monitors the credit risk exposure and takes steps to mitigate the likelihood of these
exposures from resulting in actual loss.

The Company, in the normal course of business, monitors the financial condition of its customers
and reviews the credit risk history of each customer. These policies cover the approval of credit
applications, attribution of risk ratings, management of impaired loans, establishment of provisions
and risk-based pricing. The Company establishes an allowance for losses that corresponds to the
credit risk of its specific customers, historical trends and economic circumstances. The Company
does not believe it is exposed to an unusual level of customer credit risk. The Company’s maximum
credit risk is the carrying value of the cash, cash held in trust, other receivables and commercial loans
receivable. As of December 31, 2013, $1,024,155 (2012 - $136,867) of the commercial loans
receivable were impaired and an allowance for expected losses of $1,019,545 (2012 - $99,929) has
been established (Refer to Note 5).

In addition, financial instruments that potentially subject the Company to significant concentrations
of credit risk consist of deposits in the form of cash and cash held in trust. The Company invests with
major North American financial institutions. The Company has investment policies that are designed
to provide for the safety and preservation of principal, the Company's liquidity needs and appropriate
yields. The Company has no exposure to any asset-backed securities.

b) Liquidity Risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they
become due. The Company’s approach in managing liquidity is to ensure, as far as possible, that it
will have sufficient liquidity to meet its liabilities when due, under both normal and stressed
conditions, without incurring unacceptable losses or risking damage to the Company’s reputation.

The Company manages liquidity risk through the management of its capital structure. The Company
has been financed mainly through equity offerings, loan sales, and the use of its credit facility. In
order to meet its liabilities when they come due the Company is dependent on the continued
availability of such financing activities..

As at December 31, 2013 $538,499 of commercial loans were in transit (2012: $88,920).

The following are the contractual maturities of financial liabilities, as at December 31, 2012:

Carrying 0to12 lto2

amount months years
$ $ $
Accounts payable and accrued liabilities 614,089 614,089 -
Loan contracts in transit 88,920 88,920 -
Funds held in trust for third party lender 125,577 125,577 -
Financing credit facility 2,576,673 2,576,673 -
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The following are the contractual maturities of financial liabilities, as at December 31, 2013:

Oto12
Carrying amount months 1to 2 years
$ 3 $
Accounts payable and accrued liabilities 423,657 423,657 -
Loan contracts in transit 538,499 538,499 -
Funds held in trust for third party lender 1,489,625 1,489,625 -
Financing credit facility 6,236,531 6,236,531 -

c) Foreign Exchange Risk

The Company operates internationally and is exposed to foreign exchange risk arising from
currency exposure with respect to the US dollar. Foreign exchange risk arises from foreign
denominated future commercial transactions and recognized assets and liabilities.

The Company does not use derivative financial instruments to reduce its foreign exchange
exposure. Fluctuations in foreign exchange rates could cause unanticipated fluctuations in the
Company’s operating results.

The Company’s foreign exchange exposure as at December 31,2013 and 2012 relates to US dollar
commercial loans receivable, cash, accounts payable and accrued liabilities and Financing credit
facility. The exchange rate applied as at December 31, 2013 was 1.0636 (2012: 0.9949).

Based on the Company’s foreign currency exposure noted above, varying the above foreign
exchange rates to reflect a one (1) percent strengthening of the Canadian dollar would have
increased the net loss by approximately $62,513 (2012: $39,541), assuming that all other variables
remained constant. An assumed one (1) percent weakening of the Canadian dollar would have had
an equal but opposite effect on the above currencies to the amounts shown above, on the basis that
all other variables remain constant.

d) Interest Rate Risk

The Company is subject to interest rate risk on its cash and cash held in trust. Sensitivity to a 1%
change in interest rates would not have a material effect.

None of the Company's current commercial lending is based on variable interest rates. The Company
is also exposed to changes in the value of a loan when that loan's interest rate is at a rate other than
current market rate. The Company mitigates this risk by lending for short terms, with terms at the
inception of the loan generally varying from six months to one year.

The Company is exposed to cash flow interest rate risk on its finance credit facility issued at a
variable rate. During 2012 and 2013, the borrowings at a variable rate were denominated in USD.
The Company mitigates this risk by borrowing for a 12 month term and therefore the Company does
not believe that its exposure to interest rate risk is significant.
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Financing revenue presented in the consolidated statement of comprehensive loss represents interest
income on financial assets that are classified as loans and receivables.

12.2 Capital risk management

The Company defines Capital to be total shareholder’s equity, which includes share capital, and
certain debt, specifically the financing credit facility.

The Company’s objective in managing capital is to ensure a sufficient liquidity position to market
its products, to finance its sales and marketing activities, research and development activities, general
and administrative expenses, working capital and overall capital expenditures, including those
associated with equipment and intangible assets. The ability to fund these requirements in the future
depends on the Company's ability to access additional capital and generate additional cash flow from
its operations.

Since inception, the Company has financed its liquidity needs primarily through private placements,
the sale of loans and issuance of commercial loans and convertible notes. When possible, the
Company tries to optimize its liquidity needs by non-dilutive sources, including research and
development tax credits. During the current year, the Company has met its objectives by raising
additional capital of $3,382,721 (2012:$3,318,892) net of transaction costs. The capital management
objectives listed above have not changed since the previous fiscal year.

The Company is not subject to externally imposed capital requirements.

13. Loss per share
For the years ended
December 31

$ $
2013 2012
Basic and diluted loss per share
Net loss (1,444,702)  (1,797,456)
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Less: loss attributable to non-
controlling interest - -

Loss used in the calculation of

basic loss per share (1,444,702)  (1,797,456)
Weighted average number of

ordinary shares for the purposes of

basic loss per share 45,166,810 30,211,213
Basic and diluted loss per share (0.03) (0.06)

The following potential ordinary shares are anti-dilutive and are therefore excluded from the
weighted average number of ordinary shares for the purposes of diluted loss per share.

For the years ended
December 31

$ $
2013 2012
Stock options 3,034,000 1,971,242
Warrants 12,753,270 11,751,237
Number of shares 15,787,270 13,722,479

14. Revenue by category

For the years ended
December 31

$ $

2013 2012

Analysis of revenue by category: 3,223,238 907,775
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- Financing revenue

Total financing revenue 3,223,238 907,775
Other fees and servicing income:
- Non- sufficient funds fees 20,796 3,158
- Referral fees 8,370 15,016
- Servicing fees 558,694 11,581
- Amortization of servicing asset (297,443) -
Total other fees and servicing income 290,417 29,755

(1) The calculation of financing revenue takes into account all contractual terms of the financial instrument including
fee income charged to the borrower on the origination of the loan net of any transactions costs that are directly
attributable to the financial instrument. These fees are amortized over the period of the loan. In 2012, some of
these fees were presented separately in the statement of comprehensive income, however the Company has
presented these fees net as management believes this presentation to be more relevant.

15. Income Tax

Tax expense comprises:

Year ended Year ended
12/31/2012 12/31/2011
$ $

Current tax expense - -
Deferred tax expense - -

Total tax expense - -

Current tax expense

Income taxes reported differ from the amount computed by applying the statutory rates to the net
loss. The reasons are as follows:
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2013 2012
Canadian statutory tax rates 26.90% 26.90%
Statutory income taxes (291,315) (504,708)
Permanent differences (57,075) 103,118
Stock-based compensation 60,545 55,894
Difference in foreign tax rates (46,169) (119,487)
Foreign exchange (97,084) -
Net change to unrecognized tax assets 489,303 528,415
Adjustment to prior year estimates and other (58,205) (63,232)
Effective Income Taxes $ - $ -
Deferred tax balances
Opening Recognized Closing
balance in profit (loss) Balance
2013 $ $ $
Temporary differences
Equipment and intangible asset 365,364 2,191 367,555
Financing and legal fees 166,398 (40,725) 125,673
Allowance for doubtful accounts and other 53,504 331,113 384,617
Servicing asset - (219,167) (219,167)
585,266 73,412 658,678
Unused tax losses and credits
Tax losses 1,641,209 399,484 2,040,693
Research and development expenses 81,373 16,406 97,779
2,307,848 489,302 2,797,151
Unrecognized deferred tax assets (2,307,848) (489,302) (2,797,151)
Recognized
Opening in profit Closing
balance (loss) Balance
2012 $ $ $
Temporary differences
Equipment and intangible asset 389,105 (23,741) 365,364
Financing and legal fees 103,028 63,370 166,398
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Convertible debentures 2,709 (2,709) -
Allowance for doubtful accounts and other - 53,504 53,504
494,842 90,424 585,266

Unused tax losses and credits

Tax losses 1,220,504 420,705 1,641,209
Research and development expenses 64,087 17,286 81,373

1,779,433 528,415 2,307,848
Unrecognized deferred tax assets (1,779,433) (528,415) (2,307,848)

The adjustment in respect of differences in foreign tax rates includes amounts arising from the
differences in taxable income under U.S. jurisdiction in which the Company operates.

As at December 31, 2013, there were approximately $1,217,000 Federal, $1,217,000 Provincial and
$4,282,000 U.S. tax losses that may be applied against earnings of future years, not later than as
follows:

Federal Provincial u.S

$ $ $

2027 29,000 29,000 -
2028 - - 341,000
2029 136,000 136,000 922,000
2030 59,000 59,000 744,000
2031 361,000 361,000 668,000
2032 373,000 373,000 1,255,000
2033 259,000 259,000 352,000

The possible income tax benefits have not been recognized in the accounts.

For U.S. tax purposes, as a result of a change in ownership in 2011, the Company is only allowed
to utilize a maximum of $200,000 US of losses carried forward per year that arose prior to the
change in ownership. The losses that were incurred after the change in ownership are excluded
from this restriction.

As at December 31, 2013, the Company had approximately $272,939 Federal and $477,630
Provincial in unclaimed research and development expenditures available to be deducted for tax
purposes. Those expenses may be deducted in any year in the determination of income for tax
purposes. The deferred income tax benefit of these deductions is not recognized in the accounts.

16. Operating expenses

2013 2012

Operating expenses:
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Wages and Salaries 1,646,586 757,399
Credit on qualifying wages (86,250) -
Stock based compensation 225,073 207,784
Consulting fees 75,813 19,464
Sales Taxes (78,353) 42,753
Rental Expense 114,486 92,773
Insurance 52,701 59,130
Amortization of transactions costs — credit facility (Note 153,464 82,093
9)
Interest and bank charges 38,401 21,081
Professional Fees 134,032 309,019
Legal and accounting fees 414,452 269,955
Business Fees and Licenses 42,481 31,663
Travel and Entertainment 85,247 62,305
Telecommunications 31,759 17,281
Data services, IT costs and other 344,492 112,659
Advertising and Promotion 176,886 106,390
Depreciation and amortization 92,011 97,364
Interest Accretion - 9,963
Total Operating Expenses 3,463,281 2,299,076
17. Supplemental cash flow information
Cash flows from operations include interest paid of $670,790 (2012 - $183,480)
Non-cash items included in net loss:
2013 2012
$
Currency translation differences 361,745 (78,780)
Depreciation of equipment 12,174 7,516
Amortization of intangible asset 79,837 89,754
Amortization of servicing asset 297,443 -
Increase in provision for minimum finance costs payable 13,712
Stock-based compensation 225,073 207,784
Financing revenue (3,223,238) (907,775)
Net gain on sale of loans (533,450) -
Unrealized foreign exchange loss (gain) (7,568) 7,742
Amortization of transactions costs- financing credit facility 153,464 82,093
(2,634,520) (577,954)

Net change in non-cash working capital items is comprised of the following:
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2013 2012

$ $

Sales taxes receivable 20,877 (9,126)
Other assets and loan (102,578) 283
Commercial loans receivable (32,112,210)  (4,952,153)
Prepaid and deposits (4,075) (5,797)
Loan contracts in transit 449,579 13,037
Accounts payable and accrued liabilities (190,432) 359,815

(31,938,839)  (4,593,941)

18. Related party transactions

Except as disclosed elsewhere, the Company had the following transactions with related parties:

a)

b)

d)

On April 1, 2011, IOU Central Inc (USA), a wholly-owned subsidiary of the Company
entered into a consulting agreement with an officer of IOU Central Inc (USA). In terms of
this agreement, the officer would provide sales and operational services to the Corporation
in addition to his duties as officer. The agreement had a fixed 6 month term and could have
been terminated at any time by the Corporation. The fee amounted to USD$7,500 monthly
payments over the term of the agreement. An amount of $44,972 has been included in
Professional service fees for the 2012 period. This agreement was terminated by the
Company in June 2012,

In May 2011, the Company began renting its Canadian office space from a company under
common control. This lease is renewable every 12 months under similar terms and may be
cancelled by 10U Financial Inc. upon a given notice period of 6 months prior to the end of
the lease term. The amount expensed as rent for the year relating to this lease amounts to
$57,800 excluding applicable taxes (2012: $ 54,400). The terms of this operating lease are
similar to those that would have been present for an arm’s length transaction.

The CEO and director of IOUF is a shareholder in a company that owns a significant stake
in Palos Capital Corporation, the parent company of Palos Management Inc (‘Palos’), one
of IOUF’s co-lead brokers in the private placement that commenced in December 2012.
Palos received commissions and warrants relating to the $5 million private placement
amounting to $70,217 (2012: $119,424) and $175,543 (2012: $298,561) respectively. Palos
Management Inc. also received agency fees of USD$2,728 (2012: Nil) relating to USD$
2,195,316 of loans sold to a third party purchaser.

At year end, unsecured officer loans owed to the Company amounted to $50,699 (USD$
47,668) and have no fixed terms of repayment.

Key Management Compensation

Key management includes directors (executive and non-executive) and the Chief Financial
Officer who is also the Company Secretary. The compensation paid or payable to key
management for employee services is shown below:
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2013 2012

$ $

Salaries and other short-term employee benefits 463,418 380,552
Share-based payments 210,555 175,642
673,973 556,194

19. Segment information

During the year, the Company reviewed its reportable operating segments according to the manner
in which the information is used by the chief operating decision maker and determined that it operates
in two reportable operating segments: Lending and Servicing. These segments have been identified
on the basis of services provided. There has been no aggregation of segments and all revenues from
these segments are attributed to the United States of America. There were no separately reportable
operating segments at December 31, 2012.

The Company’s Lending segment originates and retains loans as part of its loans receivable portfolio.
The Company’s Servicing segment services loans that have been sold to third party purchasers on a
non-recourse basis in exchange for a servicing fee.

The chief operating decision maker assesses segment performance based on segment operating
loss/income which is defined as operating loss before certain non cash items, corporate expenses and
depreciation and amortization.

Substantially all of the Company’s non-current assets are located in the USA.
There are no sales between segments and all transactions with third parties are carried out on an

arm’s length basis. The accounting policies of the segments reported are the same as those described
in Note 3 of these consolidated financial statements.

Revenues and expenses for the year ended December 31, by segment are as follows:

2013 2012

Lending Servicing Total Lending  Servicin Total
Financial revenue
Financing revenue 3,223,238 - 3,223,238 907,775 907,775
Fee income 29,166 - 29,166 18,174 18,174
Servicing income - 558,694 558,694 11,581 11,581
Accelerated recognition of - (328,379)  (328,379)
transaction costs on loans sold

42



IOU Financial Inc.
Notes to the Consolidated Financial Statements

December 31, 2013 and 2012

Total segment revenue 3,252,404 230,315 3,482,719 925,949 11,581 937,530
Financial expenses

Interest expense 670,790 - 670,790 162,399 - 162,399
Provision for loan losses 1,357,736 - 1,357,736 273,511 - 273,511
Total financial expenses 2,028,526 - 2,028,526 435,910 435,910
Net financial income before 1,223,878 230,315 1,485,129 490,039 11,581 501,620
operating and other expenses

Operating expenses 990,488 1,181,260 2,171,748 | 1,013,855 162,229 1,176,084
Total segment operating gain/(loss) 233,390 (950,945)  (717,555) (523,816) (150,648  (674,464)

)

Reconciliation to total financial revenue and total net loss for the year ended December 31, is as
follows:

2013 2012
Total Total
Total segment revenue 3,482,719 937,530
Amortization of servicing asset (297,443)
Gain on servicing asset 861,829 -
Total financial revenue as reported 4,047,105 937,530
2013 2012
Total Total
Total segment operating loss 717,555 674,464
Corporate allocation 820,984 735,752
Non-cash items:
Gain on servicing asset (861,829) -
Depreciation and amortization 542,919 179,456
Stock based compensation 225,073 207,784
Total net loss for the period 1,444,702 1,797,456

Operating expenses are allocated to each segment based on the percentage of assets under
management as follows:

Lending Servicing Total Lending  Servicin Total
Assets under management 12,351,032 14,706,542  27,057,57 5,581,231 893,062 6,474,293
% distribution 46% 54% 100% 86% 14% 100%
Allocated operating expenses 990,488 1,181,260 2,171,748 | 1,013,855 162,229 1,176,084

43



IOU Financial Inc.

Notes to the Consolidated Financial Statements

December 31, 2013 and 2012

Revenues from one customer of IOUF’s servicing segment represents approximately $530,353 of

the Company’s total revenues

The assets and liabilities by segment are as follows:

At December 31, 2013

At December 31, 2012

Lending  Servicing Total Lending  Servicin Total
Asset:
Cash held in trust 628,146 1,380,831 2,008,977 208,521 77,594 286,115
Other segment assets 13,340,332 - 13,340,332 8,367,259 - 8,367,25
Total segment assets 13,968,478 1,380,831 15,349,309 8,575,780 77,594  8,653,37
Reconciliation of total segment assets to total assets is as follows:

At December 31, 2013 At December 31, 2012
Total Total
Total segment assets 15,349,309 8,653,374
Servicing asset 571,954 -
Total reported assets 15,921,263 8,653,374
At December 31, 2013 At December 31, 2012
Lending  Servicing Total Lending  Servicin Total

Liabilities:
Total liabilities 7,198,687 1,489,625 8,688,312 | 3,279,706 125553 3,405,259

20. Commitments and Contingency

Operating lease commitments — subsidiary company as lessee

In June 2012, The Company’s subsidiary began leasing its US office under a non cancellable
operating lease agreement. The term of the lease is 38 months and may be cancelled only after 26
months upon the payment of a termination fee. The lease agreement is renewable at the end of

the lease period for a similar term.

The future aggregate minimum lease payments under the non-cancellable operating lease are as

follows:

2013

$

No later than 1 year 83,507
Later than 1 year and no later than 4 years 56,788
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2013
$

140,295

Contingency

On December 2, 2013, GBR Funding, Inc., a merchant cash advance company based in
Atlanta, Georgia filed a lawsuit against IOU Financial, Inc., IOU Central, Inc., and four
individual defendants — two current IOU Central employees, one former broker for 10U
Central, and one current broker for IOU Central — in the Superior Court of Cherokee County,
Georgia seeking up to 10 million US Dollars in damages. 10U Central was served with a
copy of GBR Funding’s complaint and related papers, through its registered agent,
on December 16; IOU Financial was not served.

At the February 4, 2014 hearing on GBR Funding’s emergency petition for temporary
restraining order and preliminary injunction, GBR Funding agreed to (i) dismiss all claims
against IOU Financial and one of the 10U Central employee defendants; (ii) withdraw its
temporary restraining order/preliminary injunction request; and (iii) consent to the transfer
of the remaining claims to the Superior Court for Cobb County, Georgia. In exchange, IOU
Central agreed (i) to withdraw its motion to dismiss; (ii) to not accept loan applications from
the former broker; and (iii) that the two 10U Central employee defendants would not solicit
GBR Funding customers or brokers. The parties’ agreement was read into the court record
at the hearing and a stipulated order was entered by the court on February 24. The case has
been transferred to the Superior Court for Cobb County, Georgia and the parties will move
forward in that court. 10U Central will continue to actively defend against the remaining
claims in this lawsuit.

In management’s opinion, the lawsuit is without merit and the outcome of the lawsuit and
the amount, if any, which the Company may be required to pay, is not determinable at this
time. Consequently, no provision is accounted for in the financial statements.

21. Events after the reporting date

During the first four months of 2014, the Company sold part of its commercial loans on a non-
recourse basis, at no gain or loss, for total proceeds of $24,133,410 to third parties. At the time of
the sale, the Company transferred to the purchaser of such loans all rights and risks associated
with the loans sold and the Company determined that the criteria for derecognition contained in
IAS 39 Financial Instruments had been met. However, as per the debt assignment agreements, the
Company retained the servicing rights (payment collections) to the loans and the purchaser agreed
to be charged a servicing fee over the term of the loans.

The CEO and director of IOUF is a shareholder in a company that owns a significant stake in
Palos Capital Corporation, the parent company of Palos Management Inc (‘Palos’). Palos
Management Inc received agency fees of USD$7,044 relating to USD$ 2,358,960 of the loans
sold to a third party purchaser. A fund managed by Palos Management Inc also purchased

45



IOU Financial Inc.
Notes to the Consolidated Financial Statements

December 31, 2013 and 2012

USD$4,251,981 of loans receivable during the first four months of 2014. These loans also met
the derecognition criteria contained in IAS 39 as above.

o On February 24, 2014, the Company renewed and increased its finance credit facility with a third
party lender from US$10 million to US$15 million for an additional one year term. Under the
renewed agreement with the lender, interest on the facility will be reduced by two percent to a per
annum rate of 10 percent above US base rate in any month where the average outstanding balance
on the facility is equal to or greater than US$6.0 million, the interest on the facility will be further
reduced by one percent to a per annum rate of 9 percent above US base rate in any month where
the average outstanding balance on the facility is equal to or greater than US$10.0 million. The
terms of the renewal will come into effect on June 14, 2014 for a period of one year.

e On March 17, 2014, the Company voluntarily delisted from the Canadian Stock Exchange and
listed its shares on the TSX Venture Exchange.
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