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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors
QC Holdings, Inc.

Opinion

We have audited the consolidated financial statements of QC Holdings, Inc. (a
Kansas corporation) and subsidiaries (collectively the “Company”), which comprise
the consolidated balance sheets as of December 31, 2023 and 2022, and the related
consolidated statements of operations, comprehensive loss, changes in stockholders’
equity, and cash flows for the years then ended, and the related notes to the financial
statements.

In our opinion, the accompanying consolidated financial statements present fairly, in
all material respects, the financial position of QC Holdings, Inc. and subsidiaries as of
December 31, 2023 and 2022, and the results of its operations and its cash flows for
the years then ended in accordance with accounting principles generally accepted in
the United States of America.

Basis for opinion

We conducted our audits of the consolidated financial statements in accordance with
auditing standards generally accepted in the United States of America (US GAAS).
Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Financial Statements section of our report. We are
required to be independent of the Company and to meet our other ethical
responsibilities in accordance with the relevant ethical requirements relating to our
audits. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

Responsibilities of management for the financial statements

Management is responsible for the preparation and fair presentation of the
consolidated financial statements in accordance with accounting principles generally
accepted in the United States of America, and for the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of
consolidated financial statements that are free from material misstatement, whether
due to fraud or error.

In preparing the consolidated financial statements, management is required to
evaluate whether there are conditions or events, considered in the aggregate, that
raise substantial doubt about the Company’s ability to continue as a going concern for
one year after the date the financial statements are available to be issued.

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the consolidated
financial statements as a whole are free from material misstatement, whether due to
fraud or error, and to issue an auditor’s report that includes our opinion.

Reasonable assurance is a high level of assurance but is not absolute assurance and
therefore is not a guarantee that an audit conducted in accordance with US GAAS will
always detect a material misstatement when it exists. The risk of not detecting a
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material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or
the override of internal control. Misstatements are considered material if there is a
substantial likelihood that, individually or in the aggregate, they would influence the
judgment made by a reasonable user based on the consolidated financial statements.

In performing an audit in accordance with US GAAS, we:

e Exercise professional judgment and maintain professional skepticism throughout
the audit.

e Identify and assess the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error, and design and perform audit
procedures responsive to those risks. Such procedures include examining, on a
test basis, evidence regarding the amounts and disclosures in the financial
statements.

e Obtain an understanding of internal control relevant to the audit 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 Company’s internal control.
Accordingly, no such opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness
of significant accounting estimates made by management, as well as evaluate the
overall presentation of the consolidated financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in
the aggregate, that raise substantial doubt about the Company’s ability to continue
as a going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding,
among other matters, the planned scope and timing of the audit, significant audit
findings, and certain internal control-related matters that we identified during the audit.

Supplementary information

Our audit was conducted for the purpose of forming an opinion on the financial
statements as a whole. The QCFS East, Inc. consolidated supplemental balance
sheet as of December 31, 2023, and the related consolidated supplemental statement
of operations, supplemental statement of changes in stockholders' equity, and
supplemental statement of cash flows for the year ended December 31, 2023, are
presented for purposes of additional analysis and are not a required part of the
financial statements. Such supplementary information is the responsibility of
management and was derived from and relates directly to the underlying accounting
and other records used to prepare the financial statements. The information has been
subjected to the auditing procedures applied in the audit of the financial statements
and certain additional procedures. These additional procedures included comparing
and reconciling such information directly to the underlying accounting and other
records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with US GAAS. In our
opinion, the supplemental information is fairly stated, in all material respects, in
relation to the financial statements as a whole.

Do Tharwdon LLF

Kansas City, Missouri
April 25, 2024



QC HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

ASSETS

Current assets:

Cash and cash QUIVAIENES .........ccvveiieiicce e
RESIIICIE CASN ...ttt sttt ettt st et e b e besbe st e st e st eneebeenas
Loans receivable, less allowance for credit losses of $11,780
and $14,169 at December 31, 2023 and 2022, reSPECLIVEIY .........ccovierreriririnirnrrnreneeeneees
Prepaid expenses and Other CUMTENT @SSELS ........coiirirririrernieisiee e
TOLAl CUMTENE ASSELS ...viuviviiticiicte ettt sttt ese e besbe st e e e seebesbesbesreseeneas

Non-current loans receivable, less allowance for credit losses of

$715 and $558 at December 31, 2023 and 2022, reSPECtIVEIY........cceeririrreieeieirrsseee e

Property and eQUIPMENT, NEE ....c.vvivieieeieieieiisiee ettt ettt
RIGOE-0-USE @SSEL, NEL ....viviiiiicieei bbbttt
Goodwill and intangible aSSELS, NEL .....c.vivciiieii e
DEfErred INCOME TAXES ...veveriiieeeretiririsis ettt ettt bbbt
(@] 1 g ToT e RT=] £ 411 AR

QLI ] t= LI TT=)

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:

ACCOUNES PAYADIE ... e bbbttt bbbt
Accrued expenses and other current labilities ..........ooveeiiiiiicciei e
Accrued compensation and DENETILS ..........ccoviiiiiiiiciic s
DEFEITEA FEVENUE ...ttt
LaSE THADTIILY ...evceeiiee bbb
Debt dUue WIthin ONE YEAN ..ottt

Total CUITENE HADTTITIES ....veeeecee ettt e et a e eras

LSE THADTIITY ...
Long-term debt, 1€SS CUITENT POTTION ......vveieiiiireciet e

B0 = I LT oL LTI TR

Commitments and CONTINGENCIES ......c.vrvrvivereriiirisieieier ettt enenas
Stockholders' equity:

Common stock, $0.01 par value: 75,000,000 shares authorized;

20,700,250 shares issued, 17,300,473 outstanding and 3,399,777 in treasury at December 31, 2023 and 2022
Additional Paid-in CAPITAL ...........couoiriiiiii e
ACCUMUIALED AEFICITE......cveviriiieicice bbbttt
TrEASUIY SEOCK, AL COST ..viuiiiiiieiiiirisiste ettt ettt ettt ettt ennas
Accumulated other comprehensive iINCOME (10SS) ....cvivevrveeiiseiiseire e

Total StoCKNOIAErS' EQUILY ....vcvvveeiicic e e
Total liabilities and StoCKNOIAErS' QUILY .......cccovvviveieeiiiriceee e

December 31,

December 31,

2023 2022
$ 14184 $ 15918
817 971
61,466 65,823
5,398 3,336
81,865 86,048
3,777 3,047
9,186 7,193
25,507 25,607
21,153 19,579
753 1,152
287 2,083
$ 142528 $ 144,709
$ 1460 $ 1,025
3,121 6,539
7,130 5,440
1,113 1,002
7,056 6,189
1,655 2,287
21,535 22,482
23,608 22,217
69,919 68,790
115,062 113,489
207 207
59,272 59,251
(5,817) (1,960)
(26,223) (26,224)
27 (54)
27,466 31,220
$ 142528 § 144,709

See accompanying notes to these consolidated financial statements.
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QC HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share amounts)

Revenues:

Operating expenses:

Salaries and DENETILS ...
Provision fOr I0SSES .......coiviuieiiirssseei e
OCCUPANCY vttt bbbt bbbttt
IMATKEEING 1ovevereieieieirisis s s
Depreciation and amortization ..........cccverrnnninsieieeees s
ONET s
Total Operating EXPENSES ......c.cvvrvveerererrieniessstse s sesesens
GrOSS PrOfIt .ottt

REJIONAI EXPENSES ....evveveiirieieirieiree sttt ss s sererenes
COrPOrate BXPENSES ....vuvrireeueireieiiriseieireses ittt
Depreciation and amortization ...........cccccvenrnnniniin e
INEEFESE EXPENSE ...ttt
Other EXPENSE, NBL ...vivereveieiririri e

L0SS before iNCOME taXES .....covueverereiiriiiiciis e
Provision (benefit) for iNCOME taXES .......cccuvvvvvreiieriisseee s

NN [0TSR

Weighted average number of common shares outstanding:

Loss per share:
Basic:

NN [0S

Diluted:

NN [0

See accompanying notes to these consolidated financial statements.

Year Ended December 31,

2023 2022
$ 158562 $ 140,856
9,852 11,967
168,414 152,823
34,344 31,313
59,145 53,266
17,470 16,680
7,598 6,305
2,829 2,670
9,942 8,634
131,328 118,868
37,086 33,955
7,028 5,952
18,365 19,637
1,616 1,306
12,548 9,065
825 888
(3,296) (2,893)
561 (44)
$  (3857) $  (2,849)
17,300 17,323
17,322 17,323
$ (0220 $  (0.16)
$ (0220 $  (0.16)
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QC HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(in thousands)

Year Ended December 31,

2023 2022
INEEHOSS ...ttt ettt $ (387 $ (2,849
Other comprehensive income (loss):
Foreign currency translation ..........ccccevevevievesnsiece e 81 (129)
Total COMPIENENSIVE 10SS......cccviiiiiiririeieirieeeee s $ (3776) $  (2,978)

See accompanying notes to these consolidated financial statements.
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December 31, 2021 .......cceeeeuuneen
NEt 10SS ..cvveeviriiiieieeee
Vesting of restricted shares .......
Stock repurchases..........cccvevvenne
Dividends ........cccccoiiiiiiiiieens
Foreign currency translation .......
December 31, 2022 ........cceeeunes
NEt 10SS ..ccvvevviieiieeceeeiee
Stock-based compensation .........
Foreign currency translation .......

December 31, 2023 ..........c........

QC HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
Years Ended December 31, 2023 and 2022
(in thousands)

Retained Accumulated

Additional earnings other Total
Outstanding Common paid-in  (accumulated  Treasury  comprehensive stockholders'

shares stock capital deficit) stock income (loss) equity
17,721 $ 207 $ 59,251 $ 1,754 $ (25542) $ 75 $ 35,745
) ) ) (2,849) ) ) (2,849)

337 - - ) - - )
(758) - - - (682) - (682)
- - - (865) - - (865)
- - - - - (129) (129)
17,300 207 59,251 (1,960) (26,224) (54) 31,220
. . ) (3,857) ) ) (3,857)
- - 21 - 1 - 22
- - - - - 81 81
17,300 $ 207 $ 59,272 $ (5,817) $ (26,223) $ 27 $ 27,466

See accompanying notes to these consolidated financial statements.
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QC HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Year Ended December 31,
2023 2022

Cash flows from operating activities:
L] [0TSR $ (3,857) $ (2,849)
Adjustments to reconcile net loss to net cash
provided by operating activities:

Depreciation and amortization ..........cccocveeiiee e 4,445 3,976
ProViSion FOr IOSSES ......cocuviiiiiiie et et e e e 59,145 53,266
Deferred iNCOME TAXES ....ccvviiiieeiiee et 420 (887)
NON-CASh INTEIESE EXPENSE .....veiieieeiiie ittt 856 712
Foreign currency eXChange l0SS ........cooceiiiiieiiie e 741 649
L.0SS 0N arN-0Ut SELLIEMENT ........cviiiiieee e - 159
Loss on disposal of property and equUIpmMeNt ...........cooieiiiiriie e 67 84
Stock-based COMPENSALION ..........ooiiiiiiiie i sae e 22 -
Changes in operating assets and liabilities, net of effects of acquisitions:
Fees and service charges on loans receivable ...............ccocoiciiiiiiiiine, 1,448 (3,083)
Prepaid expenses and other CUITeNnt @SSetLS .........cvvverrereeiiinriseee e (1,197) 371
OTher @SSELS .....cviiiiiii i 12 (380)
ACCOUNTS PAYADIE ...t 433 574
Accrued expenses, other liabilities, accrued
compensation and benefits and deferred revenue ............ccccoovieiiiiiinns (2,664) (54)
INCOIME TAXES ..evvvviiee ettt ettt e e ettt e e e e e e ettt e e e e ees st e eeeseesbbansaeaeeees (144) -
NEE OPEIALING ..veeiveeiiie et 59,727 52,538
Cash flows from investing activities:
Loans receivable originated ..o, (364,064) (327,589)
Loans receivable rePaid ...........ceeiiiiiie i 304,725 268,468
Purchase of property and eqUIPMENT ........couiiiiiiiiiie e (1,991) (2,007)
Acquisitions and investments, net of Cash ... - (29,055)
NEL INVESTING ..o (61,330) (90,183)
Cash flows from financing activities:
Borrowings under credit faCility .........cccocviiiiiiiii e 16,650 39,150
Repayments of credit facility ... (10,100) (500)
Borrowings on subordinated debt ...........ccoeeoiiiiii i 1,000 3,500
Repayments of subordinated debt ..., (7,495) (921)
DD ISSUBNCE COSES ......veevieireeiree it sire ettt sre e enre e s e sene e ens (435) (150)
Repurchase of CommOon SOCK ...........cccciiiiiiiiiiiic - (682)
DIVIABNAS ...t nne s - (865)
NEE FINANCING ..o s (380) 39,532
Effect of exchange rate changes on cash, cash equivalents and restricted cash ............ 95 (268)
Cash, cash equivalents and restricted cash:
Net iNCrease (JECIBASE).........cuiuriiiiiii i (1,888) 1,619
AL DEgINNING OF YEAI ....oeiiiie e e 16,889 15,270
=] 1o o) HRY =T SR $ 15,001 $ 16,889

See accompanying notes to these consolidated financial statements.
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QC HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - DESCRIPTION OF THE BUSINESS

QC Holdings, Inc. and its subsidiaries (the Company) provide consumer loans and other various financial
services through its retail branches and online lending operations. The Company’s consumer loans include
installment, title, single-pay and open-end credit loans. The Company also provides other financial products and
services, such as credit services, check cashing services, prepaid debit cards and business invoice factoring.

All the Company’s loans and other financial products and services offered in the United States are subject
to state regulation, which vary from state to state, as well as to the Consumer Financial Protection Bureau (CFPB)
and other federal and local regulation, where applicable. On December 31, 2023, the Company operated 331
branches in the United States with locations in Alabama, Idaho, Kansas, Kentucky, Mississippi, Missouri,
Nevada, Oklahoma, Tennessee, Texas, Utah and Wisconsin.

The Company’s installment loans are structured to allow customers to repay the loan in installments
(principal plus interest) over a period of months, yet on a frequency that coincides with their pay cycle. Loan
terms typically range from four months to 24 months, and all loans may be prepaid at any time without penalty.
The fee for the installment loan varies based on the type of installment loan, amount borrowed and the term of the
loan. Generally, the amount that the Company advances under an installment loan ranges from $100 to $4,000.
The loans are collateralized by checks, authorizations for payment through the Automated Clearing House (ACH)
network or a debit card from the customer.

The Company offers installment and single-pay title loans to customers in various states, whereby the
customer provides a clear title or security interest in his or her vehicle as collateral for the loan. Single payment
title loans typically are due 30 days from origination. Installment title loans require periodic payments of principal
and interest with a fixed payment amount due each period during the term of the loan. Payments are scheduled to
coincide with the customer's pay cycle. Loan terms range from one month to 36 months, and all loans may be
prepaid at any time without penalty. Title loan fees vary based on the amount borrowed, the term of the loan and
the underlying state laws and regulations. Depending on the state, the amount that the Company advances under a
title loan generally ranges from $100 up to $10,000.

The Company offers single-pay loans with principal values that range from $50 to $1,000. Single-pay
loans provide customers with cash in exchange for a promissory note with a maturity of generally two to four
weeks. The loans are collateralized (for the principal amount of the loan plus a specified fee) by a check, an
authorization for payment through the ACH network or a debit card from the customer. The fee charged on
single-pay loans varies by state, but typically ranges from $15 to $25 per $100 borrowed.

In Kansas and Tennessee, the Company offers open-end loans that are a line of credit without a specified
maturity date. The open-end credit product allows a customer to borrow up to their approved maximum level at
any time as long as the customer does not exceed the maximum set forth in their open-end credit agreement. The
borrower is required to make a monthly payment based on the outstanding balance under the loan. The loans are
collateralized by an authorization for payment through the ACH network, a debit card from the customer or a
clear title or security interest in the customer’s vehicle. The amount that the Company advances under an open-
end loan ranges from $100 to $4,000. The Company earns interest on the outstanding balance.

The Company offers short-term consumer loans and other financial services in 20 branches across the
provinces of British Columbia, Alberta, Saskatchewan and Nova Scotia, as well as an online offering in various
provinces and territories across Canada.

The Company offers invoice factoring and other lending services to small business clients. The Company
provides its business clients with working capital by purchasing their accounts receivable invoices at a discount or
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QC HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

through a general line of credit arrangement. In a factoring transaction, the Company purchases the invoice and
advances a percentage of the face value of the invoice (usually 80% to 90%) to the client at an agreed upon rate.
The Company becomes the legal owner of the invoice and collects on it. On December 31, 2023 and 2022, the
balance of business receivables (net of allowance for credit losses) was $1.4 million and $4.5 million,
respectively. For the years ended December 31, 2023 and 2022, revenues from the Company’s business lending
services were approximately $247,000 and $1.4 million, respectively.

On May 1, 2022, QC acquired 100% of the outstanding capital stock and membership interests of
Hutcheson Enterprises, Inc. and subsidiaries (HE), a network of more than 200 consumer lending stores across
Alabama, Mississippi, Tennessee, Missouri, Kansas, Idaho and New Mexico. HE, founded in 1994, is widely
respected as a premier title lender. The HE acquisition expanded the Company’s presence across the United States
by building on its strategy to diversify the product offerings and distribution into additional states. See additional
information in Note 4.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation. The accompanying consolidated financial statements are prepared in accordance
with accounting principles generally accepted in the United States of America (U.S. GAAP) and include the
accounts of the Company and its subsidiaries. All significant intercompany accounts and transactions have been
eliminated in consolidation.

Use of Estimates. In preparing financial statements in conformity with U.S. GAAP, management is
required to make estimates and assumptions that affect the reported amounts of assets and liabilities, the
disclosure of contingent assets and liabilities at the date of the financial statements, and the reported amounts of
revenues and expenses during the reporting period. On an ongoing basis, management evaluates its estimates and
judgments, including those related to allowance for credit losses, fair value measurements used in goodwill
impairment tests, long-lived assets, income taxes, contingencies and litigation. Management bases its estimates on
historical experience, empirical data and on various other assumptions that are believed to be reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying values of assets and
liabilities. Actual results could differ from those estimates.

Revenue Recognition. The components of consumer loan interest and fees as reported in the Consolidated
Statements of Operations are as follows (in thousands):
Year Ended December 31,

2023 2022
Installment 1oan iNterest and FEES ......oveiee v $ 87,135 $ 78,363
TIE TOAN TEES ot s esra e 31,108 26,442
Single-pay 108N TEES ... 26,708 26,570
Open-end Credit 10aN FEES .......ccovevevceeeeeere e, 13,611 9,481
Total consumer 10an interest and FEES ........v.vveeveeeveeeeeeseeereesreessesreons $ 158,562 $ 140,856

The Company records revenues from installment and title loans using a simple interest basis.
The Company records revenue from single-pay loans upon issuance. The term of a loan is generally two

to four weeks for a single-pay loan. At the end of each month, the Company records unearned revenue, which
results in revenues being recognized on a constant-yield basis ratably over the term of each loan.
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QC HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The Company records revenue from open-end loans using an average daily balance method.
The components of “Other” revenues as reported in the Consolidated Statements of Operations are as

follows (in thousands): e )
Year Ended December 31,

2023 2022
Credit SEIVICE TEES ...ooviiiceeeeeeee ettt sttt st $ 5750 $ 6,713
Check cashing fEES .......covveiiicicce e 2,852 2,979
(©1 1< =T R 1,250 2,275
TOLAl OtNET TEVENUES ..ooveeoeeeeeeeeeeee e eeeeeeeeeeeeesesseseeeeeeesseeeseeeseeees $ 9852 $ 11,967

With respect to the Company’s credit service organization (CSO) in Texas, the Company earns a CSO fee
by arranging for an unrelated third-party to make a loan to the consumer and by providing related services to the
consumer, including a guarantee of the consumer’s obligation to the third-party lender. The Company also
services the loan for the lender. The CSO fee is recognized ratably over the term of the loan. See additional
information in Note 13.

The Company recognizes revenues for its other consumer financial products and services, which includes
check cashing, money transfers and money orders, at the time those services are rendered to the customer, which
is generally at the point of sale. With respect to the invoice factoring business, the Company recognizes revenues
based on the applicable factoring fee rate and the length of the time the receivable balance is outstanding.

Cash and Cash Equivalents. Cash and cash equivalents include cash on hand and short-term investments
with original maturities of three months or less. The carrying amount of cash and cash equivalents approximates
the estimated fair value at December 31, 2023 and 2022. Substantially all cash balances exceed federal deposit
insurance limits.

Restricted Cash. Restricted cash includes cash in certain money market accounts and certificates of
deposit. The carrying amount of restricted cash approximates the estimated fair value at December 31, 2023 and
2022. The cash balances are restricted primarily due to licensing requirements in certain states and other
contractual obligations.

Loans Receivable, Provision for Losses and Allowance for Credit Losses. When the Company originates
an installment loan with a customer, the Company records a loan receivable for the amount delivered to the
customer. At each period end, the Company records as a receivable, any accrued fees and interest which vary
from state to state based on applicable regulations.

The Company records a provision for losses associated with uncollectible loans. With respect to
installment, title and open-end loans, no additional fees or interest are charged after the loan has defaulted, which
occurs after the third missed payment for a customer that pays bi-weekly or after the second missed payment for a
customer that pays monthly. Accordingly, the receivable balances for these products at any given point in time are
typically not more than 30 days past due. For single-pay loans, all accrued fees, interest and outstanding principal
are charged off on the date the Company receives a returned check, a rejected ACH or denied debit card
submission, generally within 14 days after the due date of the loan. Accordingly, single-pay loans included in the
receivable balance at any given point in time are typically not older than 30 days. Loan charge-offs and defaults
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QC HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

are recorded as expense through the provision for losses. Any recoveries on losses previously charged to expense
are recorded as a reduction to the provision for losses in the period recovered.

With respect to the loans receivable at the end of each reporting period, the Company maintains an
aggregate allowance for credit losses (including fees and interest) for installment loans, single-pay loans, title
loans and open-end loans at levels estimated to be adequate to absorb estimated incurred losses in the respective
outstanding loan portfolios. The Company does not specifically reserve for any individual consumer loan.

The Company maintains an allowance for installment, title and open-end credit loans at a level it considers
sufficient to cover estimated losses in the collection of these products. This allowance calculation is based upon
historical charge-off experience (using a trailing average of charge-offs to total volume that approximates the
average term of the underlying type of loan) and qualitative factors, such as the impact of new loan products,
changes to underwriting criteria or lending policies, new store development or entrance into new markets, changes
in jurisdictional regulations or laws, recent credit trends and general economic conditions. Any recoveries on loans
previously charged to the allowance are credited to the allowance when collected.

The methodology for estimating the allowance for single-pay loan losses utilizes an approach that
considers the short-term nature of the loan portfolio at each period-end based on charge-offs to loan volumes
during a given period, adjusting for the historical collection experience in the month following each reporting
period-end and evaluating for various qualitative factors, such as the impact of new loan products, changes to
underwriting criteria or lending policies, new store development or entrance into new markets, changes in
jurisdictional regulations or laws, recent credit trends and general economic conditions.

The Company records an allowance for other receivables based upon an analysis that considers payment
recency, delinquency levels and other general economic conditions.

Based on the information discussed above, the Company records an adjustment to the allowance for credit
losses through the provision for losses. The overall allowance represents the Company’s best estimate of probable
losses inherent in the outstanding loan portfolio at the end of each reporting period.

On occasion, the Company will sell certain loans receivable (that the Company had previously charged
off) to third parties for cash. The sales are recorded as a credit to the overall loss provision, which is consistent
with the Company’s policy for recording recoveries. Cash received from the sale of certain consumer loans
receivable totaled $613,000 and $537,000 during December 31, 2023 and 2022, respectively.

Operating Expenses. The direct costs incurred in operating the Company’s business units have been
classified as operating expenses. Operating expenses include salaries and benefits of branch and central
collections employees, rent and other occupancy costs, depreciation and amortization of branch property and
equipment, armored car and security costs, advertising costs and other costs incurred by the business units. The
provision for losses is also a component of operating expenses.

Property and Equipment. Property and equipment are recorded at cost. Depreciation is charged to
operations using the straight-line method over the estimated useful lives of the assets. Leasehold improvements
are amortized using the straight-line method over the shorter of the lease term (including renewal options that are
reasonably assured), which generally ranges from one to 15 years, or the estimated useful life of the related asset.
Furniture and equipment, including data processing equipment, data processing software and other equipment are
generally depreciated from one to seven years. Repair and maintenance expenditures that do not significantly
extend asset lives are charged to operating expense as incurred. The cost and related accumulated depreciation of
assets sold or disposed of are removed from the accounts, and the resulting gain or loss is included in income.
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Software. Purchased software is recorded at cost and is amortized on a straight-line basis over the
estimated useful life, which ranges from one to five years. The Company capitalizes costs for the development of
internal use software, including coding and software configuration costs and costs of upgrades and enhancements.
Computer software and development costs incurred in the preliminary project stage, as well as training and
maintenance costs, are expensed as incurred. When a software application is placed in service, the Company
begins amortizing the related capitalized software costs using the straight-line method over the estimated useful
lives, which currently range from one to five years. Costs for the development of internal use software totaled
approximately $1.2 million and $808,000 for the years ending December 31, 2023 and 2022, respectively. The
Company assesses the recoverability of the carrying amount of capitalized software when events or changes in
circumstances indicate that the carrying amount of an asset or asset group may not be recoverable.

Advertising Costs. Advertising costs, including related printing, postage, referral fees, coupons and digital
marketing, are charged to operations when incurred. Advertising expense was $7.6 million and $6.3 million for
the years ended December 31, 2023 and 2022, respectively.

Goodwill and Intangible Assets. Goodwill represents the excess of consideration over the fair value of net
tangible and identified intangible assets and liabilities assumed of acquired businesses using the acquisition
method of accounting. The Company performs its goodwill impairment assessment annually as of December 31,
and between annual assessments if an event occurs or circumstances change that would more likely than not
reduce the fair value of a reporting unit below its carrying amount. The Company assesses goodwill for
impairment at a reporting unit level by first assessing a range of qualitative factors, including, but not limited to,
macroeconomic conditions, industry conditions, the competitive environment, changes in the market for the
Company’s products and services, regulatory and political developments, entity specific factors (such as strategy
and changes in key personnel) and overall financial performance. If, after completing this assessment, it is
determined that it is more likely than not that the fair value of a reporting unit is less than its carrying value, the
Company proceeds to the quantitative assessment. On December 31, 2023 and 2022, the Company determined
there was no impairment of goodwill.

Intangible assets consist of customer relationships, trade names and other intangible assets. Customer
relationships and other intangible assets are amortized using the straight-line method over their weighted average
useful lives. The amount recorded for trade names is considered an indefinite life intangible and not subject to
amortization, unless the Company is contractually restricted from utilizing the name after a determined period (in
which case, the trade name would be an intangible asset subject to amortization). On December 31, 2023 and
2022, the Company determined there was no impairment of intangible assets.

Earnings per Share. The Company computes basic and diluted earnings per share using a two-class
method because the Company has issued participating securities in the form of unvested share-based payment
awards with rights to receive non-forfeitable dividends. Basic and diluted earnings per share are computed by
dividing income available to common stockholders by the weighted average number of common shares
outstanding during the year. The computation of diluted earnings per share gives effect to all dilutive potential
common shares that were outstanding during the year. The effect of unvested restricted stock represents the only
potential differences between the weighted average shares used for the basic earnings per share computation
compared to the diluted earnings per share computation for each period presented. See additional information in
Note 15.

Stock-Based Compensation. The Company recognizes compensation cost relating to stock-based payment

transactions in its financial statements. Any stock-based compensation expense is recognized as expense over the
requisite service period, which is the vesting period. See additional information in Note 16.
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Income Taxes. Deferred income taxes are recorded to reflect the tax consequences in future years of
differences between the tax basis of assets and liabilities and their financial reporting amounts, based on enacted
tax laws and statutory tax rates applicable to the periods in which the differences are expected to affect taxable
income. Valuation allowances are established when necessary to reduce deferred tax assets to the amounts
expected to be realized. Income tax expense represents the tax payable for the current period and the change
during the period in deferred tax assets and liabilities.

From time to time, the Company enters transactions for which the tax treatment under the Internal
Revenue Code or applicable state tax laws is uncertain. The Company provides federal and/or state income taxes
on such transactions, together with related interest, net of income tax benefit, and any applicable penalties in
accordance with accounting guidance for income tax uncertainties. The Company records income tax
uncertainties that are estimated to take longer than 12 months to resolve as non-current. Interest and penalties
related to unrecognized tax benefits, if any, are recorded in income tax expense. See additional information in
Note 11.

Treasury Stock. The Company’s Board of Directors (Board) periodically authorizes the repurchase of the
Company’s common stock. Repurchases of common stock are recorded as treasury stock and result in a reduction
of stockholders’ equity. The shares held in treasury stock may be used for corporate purposes, including shares
issued to employees as part of the Company’s stock-based compensation programs. When treasury shares are
reissued, the Company uses the average cost method. The Company had 3.4 million shares of common stock held
in treasury at December 31, 2023 and 2022.

Fair Value of Financial Instruments. The fair value of short-term installment, single-pay and title loans
receivable, open-end credit receivables, borrowings under the credit facility, accounts payable and certain other
current liabilities that are short-term in nature approximates carrying value. If measured at fair value in the
financial statements, these financial instruments would be classified as Level 3 in the fair value hierarchy.

The Company estimates the fair value of long-term debt based upon borrowing rates available at the
reporting date for indebtedness with similar terms and average maturities. Debt is reported at its carrying amount
in the Consolidated Balance Sheets. On December 31, 2023 and 2022, the fair value of the Company's
outstanding indebtedness approximated the carrying value.

Foreign Currency Translations. The functional currency for the Company’s subsidiaries that serve
residents of Canada is the Canadian dollar. The assets and liabilities of these subsidiaries are translated into U.S.
dollars at the exchange rates in effect at each balance sheet date. Revenue and expenses are translated at the
monthly average exchange rates each reporting period. Net translation gains and losses are excluded from income
and recorded in “Accumulated other comprehensive income (10ss)” as a separate component of stockholders’
equity.

Closure of Branches. Periodically, the Company closes, consolidates or relocates branches. Typical
charges associated with these activities include lease termination costs, severance for employees and losses for the
disposition of fixed assets. When ceasing operations in branches under operating leases, the Company incurs
certain lease contract termination costs. Accordingly, in cases where the lease contract specifies a termination fee
due to the landlord, the Company records such expense at the time written notice is given to the landlord.
Closures during 2023 and 2022 were not material individually or in the aggregate.
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NOTE 3 - NEW ACCOUNTING PRONOUNCEMENTS

In June 20186, the Financial Accounting Standards Board (FASB) issued ASU 2016-13, Financial
Instruments — Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments, which, in an
effort to provide financial statement users with more decision-useful information about the expected credit losses
on financial instruments, replaces the current incurred loss impairment methodology with a methodology that
reflects expected credit losses and requires consideration of a broader range of reasonable and supportable
information to inform credit loss estimates. The amendments affect loans, debt securities, trade receivables, net
investments in leases, off-balance sheet credit exposures, reinsurance receivables and any other financial assets
not excluded from the scope that have the contractual right to receive cash. The Company adopted the provisions
of this standard as of January 1, 2023, with no significant impact to the Company’s financial statements.

NOTE 4 — SIGNIFICANT BUSINESS TRANSACTIONS

Acquisition of HE. On May 1, 2022, the Company acquired HE, a network of more than 200 consumer
lending stores across Alabama, Mississippi, Tennessee, Missouri, Kansas, Idaho and New Mexico. HE is widely
respected as a premier title lender, with more than 70% of its approximately $29 million in gross receivables (as of
the acquisition date) originated as title loans. The Company paid $34.0 million, comprised of $27.5 million in cash
and $6.5 million in seller subordinated debt. To complete the transaction, the Company amended, and increased the
capacity of, its credit facility, as well as borrowed $2.5 million of additional subordinated debt (see Note 10
below). In connection with the acquisition, the Company recorded a preliminary purchase price allocation of $9.1
million to goodwill. During 2023, the Company recorded a $3.0 million adjustment to goodwill in connection with
finalizing the valuation and purchase price allocation related to the allowance for credit losses and accrued
expenses and other current liabilities.

The following table summarizes the estimated fair values of the assets acquired at the date of acquisition
(in thousands):

Fair value of consideration transferred:

GOSN ettt ettt ettt ettt e ettt ere ettt ete e e et et et eeanans $ 27,237
Seller SUDOrdiNALE NOLES () ....c.oveevveerieeeiireeriee et ss st en et ssee s 5,248
LIe ;1 TS $ 32,485
Recognized amounts of identifiable assets acquired and liabilities assumed:
CUITENE ASSELS (1) v.vevviriirieiei ettt $ 21,314
Property and other 10ng-term assets (C).........cvvveereieresriiesiee e 3,284
GOOAWITT (d) ..t 12,095
Customer relationSNIPS ......ccvveiririi e e 3,150
Total identifiable assets aCQUITEd..........ccovoveieieieicii i 39,843
Current liabilitieS aSSUMEM .........c.eoi et e (4,249)
Non-current liabilities (C) .......c.courvvirriiiriieiiersesseeeeeesssseseens (3,109)
Nt ASSELS ACAUITET ... eeeese s eeeeeeeseseeee e $ 32,485

(@) The gross amount of seller subordinated notes is $6.5 million — see Note 10.

(b) Includes cash acquired of approximately $2.6 million.

(c) Includes right-of-use asset and related liability.

(d) The goodwill is assigned to an existing reporting unit for goodwill testing purposes. The goodwill recognized is
attributable primarily to the expected corporate synergies, the assembled workforce of HE and other factors.
The goodwill is expected to be deductible for income tax purposes.
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The operating results of the acquisition are included in the Company’s consolidated statements of
operations as of the date of acquisition.

Missouri and Wisconsin Branch Acquisition. On February 21, 2022, the Company acquired ten branches
in Missouri and four branches in Wisconsin that offer short-term loan products and other financial services. Funded
through its existing credit facility, the Company paid $4.5 million for the assets, which included more than $4.0
million in gross receivables, operating cash, property and equipment and various lease and utility deposits. The
Company evaluated the fair value of the contingent consideration and the assets acquired and liabilities assumed.
The contingent consideration and the estimated fair values of intangible assets acquired are fair value estimates
based on the information that was available to the Company as of the acquisition date. The operating results of the
acquisition are included in the Company’s consolidated statements of operations as of the date of acquisition.

The following table summarizes the estimated fair values of the assets acquired at the date of acquisition
(in thousands):

Fair value of consideration transferred:

(1 KT $ 4,500
Recognized amounts of identifiable assets acquired and liabilities assumed:

CUITENE ASSELS (B).-v-vrevereerereerererireieereseseistsesesesstsesese e bss s bbbt sssssesesesssaes $ 1,499
Property and other long-term assets (D) ..o 1,842
L€ T0T0 0 1V T | I (o) I TP 2,558
Customer relationNSNIPS .......c.eviiriieeiir s 537

Total identifiable assets aCQUITEd..........coovveivreiereienree e 6,436
Current liabilities aSSUME .........ccoeiieiiiceiisie e (174)
Non-current liabilities (D) ........coceevevieerieeiee et (1,762)

NEE ASSELS ACUUITEM ... eeeeseseeeeseeeseeseeseeeeeseeesesesesesesseesese s eeeseseeseens $ 4,500

(@) Includes cash acquired of approximately $72,000.

(b) Includes right-of-use asset and related liability.

(c) The goodwill is assigned to an existing reporting unit for goodwill testing purposes. The goodwill recognized is
attributable primarily to the expected corporate synergies, the assembled workforce and other factors. The
goodwill is expected to be deductible for income tax purposes.

For the year ended December 31, 2022, the costs incurred for the acquisition of these branches were
expensed as incurred and these costs were not material to the Company’s consolidated financial statements.

Investment in Virinchi Capital. In June 2021, the Company invested $2.0 million in convertible
debentures of Virinchi Capital Private Limited (Virinchi Capital), an India-based financial services technology
start-up venture. This investment is included in “Other Assets, net” in the December 31, 2022 Consolidated
Balance Sheet and included in “Prepaid expenses and other current assets” in the December 31, 2023
Consolidated Balance Sheet. The fair value measurement of this investment for 2022 and 2023 was
based on significant inputs not observable in the market and thus represents a Level 3 measurement (see
Note 5).

Page 17



QC HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 5 - FAIR VALUE MEASUREMENTS

Accounting guidance on fair value measurements establishes a three-tier fair value hierarchy, which
prioritizes the inputs used in measuring fair value. These tiers include: Level 1, defined as observable inputs such
as quoted prices in active markets; Level 2, defined as inputs other than quoted prices in active markets that are
either directly or indirectly observable; and Level 3, defined as unobservable inputs in which little or no market
data exists, therefore requiring an entity to develop its own assumptions.

As discussed in Note 4, the Company’s investment in Virinchi Capital is a Level 3 measurement. The fair
value of the asset was determined based on consideration of the performance of the underlying business,
provisions in the original agreement with respect to allocation of losses from non-performing loans and Virinchi
Capital’s strategic position in the broader Indian financial services market. The fair value of Virinchi Capital
investment as December 31, 2022 and 2023 was $1.8 million and $900,000, respectively.

The Company also measures the fair value of certain assets on a non-recurring basis when events or
changes in circumstances indicate that the carrying amount of the assets may not be recoverable. Non-financial
assets such as property, equipment and land are subject to non-recurring fair value measurements if they are
deemed to be impaired. The impairment models used for non-financial assets depend on the type of asset. When
the carrying amount of these assets cannot be recovered by the undiscounted net cash flow they will generate,
impairment is recognized in an amount by which the carrying amount of the assets exceeds the fair value.

NOTE 6 — CUSTOMER RECEIVABLES AND ALLOWANCE FOR CREDIT LOSSES
The current portion of loans receivable consisted of the following (in thousands):

December 31, December 31,

2023 2022
Current portion:

INSLAIMENT I0ANS ..eeoiveiseiice e $ 35,733 $ 33,154
TR TOANS .ttt ettt 13,756 21,562
Single-pay (08NS ... 13,446 14,192
OPEN-EN 08NS ......vevirieiiiciie et 8,161 5,799
Business and factoring receivables .........ccccoccevvieviiinicennnen, 2,150 5,285

LOANS FECEIVADIE ..o e 73,246 79,992
Less: Allowance for credit 10SSES ........ccccovrvrieeeninninieieienens (11,780) (14,169)

Loans receivable, less allowance for credit losses ............... $ 61,466 $ 65,823

On December 31, 2023 and 2022, non-current loans receivable consisted of installment and title loans.

Credit Quality Information. To manage the portfolios of consumer loans effectively, the Company utilizes
a variety of proprietary underwriting criteria, monitors the performance of the portfolio and maintains either an
allowance or accrual for losses on consumer loans (including fees and interest) at a level estimated to be adequate
to absorb credit losses inherent in the portfolio — see Note 2 for additional information. The portfolio includes
balances outstanding from all consumer loans, including installment, single-pay, title and open-end loans. The
allowance for credit losses on the loan portfolio offsets the outstanding loan amounts in the Consolidated Balance
Sheets.
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The Company had approximately $22.1 million in consumer loans receivable that were past due as of
December 31, 2023, representing approximately 29% of total consumer receivables, of which $1.8 million was
more than 60 days past due. The Company had approximately $24.0 million in consumer loans receivable that
were past due as of December 31, 2022, representing approximately 31% of total consumer receivables, of which
$6.4 million was more than 60 days past due.

Allowance for Credit Losses. The following table summarizes the activity in the allowance for credit

losses (in thousands):
Year Ended December 31,

2023 2022
Balance, beginning of Year ..., $ 14727 $ 6,847
Charge-0ffS ... s (81,629) (64,875)
RECOVETIES ...ttt 20,187 12,457
ACQUISITIONS (SEE NOE 4) ....vviieirccee s 2,500 10,545
ProvisSion fOr I0SSES .......cccvurriririirereiniesisissss e senes 56,710 49,753
Balance, end Of YEAr ........ccccoveverieicieeeeee e $ 12,495 $ 14,727

The provision for losses in the Consolidated Statements of Operations also includes losses associated with
the CSO (see Note 2 and Note 13 for additional information).

The following tables summarize the activity in the allowance for credit losses by product (in thousands):

Year Ended December 31, 2023

Installment Title Single-pay Open-end Factoring

loans loans loans loans  receivables  Other Total
Balance, beginning of year ..... $ 6656 $393 $ 208 $ 1306 $ 745 $ - $14,727
Charge-offs ......coveevvrinnnnn (41,367) (16,513) (15,309)  (7,586) - (854)  (81,629)
RECOVENIES ..o 8,062 3,369 6,391 1,815 103 447 20,187
ACQUISIEIONS (8)....veveeverierenen - 2,500 - - - - 2,500
Provision for l0sses ................. 32,959 8,851 8,562 6,034 (103) 407 56,710
Balance, end of year ............... $ 6310 $2142 $ 1729 $ 1569 $ 745 $ - $12,495

(@) During 2023, the Company recorded a $2.5 million adjustment to the allowance for credit losses in connection
with finalizing the HE acquisition valuation and purchase price allocation.

The provision for losses in the “Other” component for the year ended December 31, 2023 includes losses
from returned items for check cashing of approximately $274,000.
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Year Ended December 31, 2022

Installment Title Single-pay Open-end Factoring

loans loans loans loans  receivables Other Total
Balance, beginningofyear. $ 4290 $ 181 $ 1,175 $ 820 $ 381 $ - $ 6,847
Charge-offs ........cccccevevevenen. (35,726) (9,543) (12,287) (5,990) - (1,329) (64,875)
RECOVENIES ....coveverrcriiae 6,451 690 3,447 1,289 109 471 12,457
ACQUISILIONS .....covevvicirnne, 2,988 5,896 1,661 - - - 10,545
Provision for losses ............. 28,653 6,711 8,089 5,187 255 858 49,753
Balance, end of year ........... $ 6656 $3935 $ 208 $ 1306 $ 745 $ - $ 14,727

The provision for losses in the “Other” component for the year ended December 31, 2022 includes losses
from returned items for check cashing of approximately $208,000.

NOTE 7 - PROPERTY AND EQUIPMENT, NET

Property and equipment, net consisted of the following (in thousands):
December 31,

2023 2022
Furniture, software and eqQUIPMENT ..o $ 18,049 $16,905
Leasehold IMPrOVEMENLS ......cccceiiciriiie e 14,939 15,293
Finance 16ases (SE8 NOLE 8) .....cocvevieirreeririe e 4 207 1,110
Gross property and EQUIPMENT .........ccvrirrriereieresiie s 37,195 33,308
Less: Accumulated depreciation and amortization .............ccc.ceeeveereeneenens (28,009) _ (26,115)
Total property and eQUIPMENL, NEL ...............ervvvveereereeeeeesseseeee s $ 9186 _$ 7193

In October 2017, the Company entered a seven-year lease for a new corporate headquarters (in Lenexa,
Kansas) with a limited liability company organized by the Company’s Chairman of the Board, President and Chief
Executive Officer, and another stockholder who was elected as a director of the Company in February 2021. As part
of the lease agreement, the Company received tenant allowances from the landlord for leasehold improvements
totaling approximately $1.8 million, which are being amortized over the life of the lease. The tenant allowances are
reflected as a reduction in the operating lease right-of-use asset (see Note 8). In June 2020, the lease was extended
with a new seven-year term.

Depreciation and amortization expense for property and equipment totaled $3.0 million and $2.9 million
for the years ended December 31, 2023 and 2022, respectively.

NOTE 8 — LEASES
The Company leases its locations and various types of equipment primarily under operating leases.
Operating lease costs for lease payments are recognized on a straight-line basis over the lease term and are

included as “Occupancy” in the Consolidated Statements of Operations. In addition to rent, the Company pays
taxes, insurance, and maintenance expenses under certain leases. The Company has elected to account for each
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separate lease component of a contract and these associated non-lease components as a single lease component for
its leases.

Leased facilities are generally leased for a term of one to five years, with one or more options to renew
for an additional one to five years, typically at the Company’s sole discretion. In addition, most of these leases
can be terminated early upon an adverse change in law that negatively affects branch profitability. The Company
regularly evaluates renewal and termination options to determine if the Company is reasonably certain to exercise
the option and excludes these options from the lease term included in the recognition of the operating lease right-
of-use asset and lease liability until such certainty exists. The weighted-average remaining lease term for
operating leases as of December 31, 2023 and December 31, 2022 was approximately 3.4 years and 4.3 years,
respectively.

The Company’s leases do not provide an implicit rate. As a result, the Company uses its incremental
borrowing rate based on the information available at the lease commencement date in determining the present
value of the lease payments. The Company utilizes a portfolio approach for determining the incremental
borrowing rate to apply to groups of leases with similar characteristics. The weighted-average discount rate used
to measure the lease liability as of December 31, 2023 and December 31, 2022 was 16.5% and 17.7%,
respectively.

The operating lease right-of-use asset and lease liability are recognized based on the present value of the
future minimum lease payments over the lease term at the commencement date. The Company’s lease liability
was $27.3 million on December 31, 2023. The lease assets were $25.5 million on December 31, 2023.

Lease expense totaled approximately $13.3 million during the year ended December 31, 2023, which
included approximately $2.9 million related to taxes, insurance, and maintenance costs. Lease expense totaled
approximately $12.8 million during the year ended December 31, 2022, which included approximately $2.6
million related to taxes, insurance, and maintenance costs.

The following table details the maturity of lease liabilities for all operating leases as of December 31,
2023 (in thousands):

2024 ..o bbb bbb e be e beebeebeebeenns $ 9,840
2025 ettt be et e be e be e beereereenns 7,231
20206 ...t b et be e be e be e te e reereereenne 6,183
20027 bbbt b e b b be et e be e beebeebeebeenns 5,073
2028 ..o bbb b b e be et e be e beebeebeebeenns 3,905
LT ) OO 12,330

LI | RO RTRPR 44,562
Less amount of lease payments representing interest ............oooeveeveeeesvseerreeessenens 17,312

Total present value of 18aSe PAYMENES ...........v.vecreereeeeeereeeeersssseeseesessesseeesssseeeee $ 27,250

For the year ended December 31, 2023, the Company paid cash for amounts included in the measurement
of lease liabilities of $10.4 million. In addition, right-of-use assets obtained in exchange for new and renewed
operating lease liabilities totaled $10.2 million during 2023.
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During 2023 and 2022, the Company utilized finance leases for various equipment and signage totaling
approximately $3.1 million and $1.1 million, respectively. At December 31, 2023 and 2022, the Company had
approximately $3.4 million and $1.0 million in finance lease liabilities, respectively.

NOTE 9 — GOODWILL AND INTANGIBLE ASSETS, NET

The following table summarizes goodwill and intangible assets, net (in thousands):
December 31,

2023 2022
Non-amortized goodwill and intangible assets:
(€707070 111771 | PR T TSSOSO PRRRT $ 19,294 $ 16,336
TrAdE NAME ..ottt b et se e 225 225
Total non-amortized goodwill and intangible assets ...........c.cccveevvrvrnnns 19,519 16,561
Amortized intangible assets:
Customer relationSNiPS ..o e 4,284 4,284
Less: Accumulated amOrtiZation ............cccovveeeiinnnseeen e (2,549) (1,137)
Total amortized intangible aSSetS ......ccccovvverivcievcierre e 1,735 3,147
Effect of foreign currency translation ... (101) (129)
Total goodwill and intangible assets, Net ... $ 21,153 $ 19,579

The amortization of any definite lived intangible assets for customer relationships, trade names and other
intangible assets is recorded as amortization expense. The Company amortized $1.4 million related to customer
relationships during the year ended December 31, 2023 and $1.0 million during the year ended December 31,
2022. Estimated annual amortization expense for intangible assets is $1.3 million and $380,000 in 2024 and
2025, respectively.

NOTE 10 - DEBT

The following table summarizes debt (in thousands):
Year Ended December 31,

2023 2022

Credit FAaCIILY ....cvoevceicce e $ 58,900 $ 52,350
DEDt ISSUANCE COSES ...ovvvivrerieiiiiiieiesie e e sie ettt ne e (438) (104)

Credit facility, net of debt issuance COStS ..........cccvevvvinviveveevieereennn, 58,462 52,246
Seller subordinated NOLES ........c.vvveiieiiiieeiie e e 4,698 7,667
DiSCOUNE ON NOLES ....c.veiiiccieeciee ettt eas (686) (995)

Seller subordinated notes, net of diSCOUNt ........c.cooovveeriiiiiee i, 4,012 6,672
Senior SUDOIdINALEd NOTES .......ocvveiiiiiiiie e 9,100 12,159
TOtAl DEDL ... e 71,574 71,077
Less current portion of debt ..........ccoveviiiiicic s 1,655 2,287
LONG-LEIM DEDL .....veviviicececteceeee ettt $ 69,919 $ 68,790
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The following table summarizes future principal payments of debt at December 31, 2023 (in thousands):

2024 ..o, $ 1785
2025 ..o, 10,198
2026 ..o 895
2027 oo 234
2028 ..o, 58,462
TOtal o $ 71574

Credit Facility. On September 16, 2018, the Company’s wholly owned subsidiary, QC SPV, LLC (SPV),
entered a Loan Participation, Security and Services Agreement (Loan Facility), as amended, with a private lender
to provide capital for operating, growth and seasonal borrowing needs.

During 2022, the Company and the existing lender amended the Loan Facility to accommodate the HE
acquisition (see Note 4 above) to increase the maximum borrowing to $60 million and extend the term to June 30,
2024. Additionally, the lender agreed to provide borrowing capacity to the SPV to the extent that 80% of the
principal balance of the eligible loans (as defined in the agreement) held by SPV and its guarantors exceeds the
desired borrowing amount (up to the maximum). Pursuant to the amendment, the loans were subject to a variable
interest rate, ranging from a minimum of 15.825% to a maximum of 18.325%, depending on the Prime Rate. The
amended Loan Facility contains a financial covenant that requires the Company to maintain a minimum fixed
charge coverage ratio. Subsequent amendments during 2022 increased the borrowing capacity from 80% to 84%
of the principal balance of eligible loans, as well as revised the interest rates to a minimum of 18.825% and a
maximum of 20.325%. The Company incurred $150,000 in debt issuance costs associated with the 2022
amendments.

In March 2023, the Company and the existing lender amended the Loan Facility to extend the maturity to
March 31, 2028. In connection with the amendment, a maximum borrowing amount was eliminated, and the
borrowing capacity was increased to the extent that 85% of the principal balance of the eligible loans (as defined
in the agreement) held by SPV and its guarantors exceeds the desired borrowing amount. In addition, the loans are
subject to a variable interest rate, ranging from a minimum of 15.00% to a maximum of 20.00%, depending on the
Prime Rate. The amended facility continues to contain a financial covenant that requires the Company to maintain
a minimum fixed charge coverage ratio. The Company incurred $435,000 in debt issuance costs associated with
the 2023 amendments.

The weighted average interest rate for borrowings under the various credit facilities was 19.2% and

17.1% during each of the years ended December 31, 2023 and 2022. On December 31, 2023 and 2022, the
Company was in compliance with all covenants under the facilities.
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Seller Subordinated Notes. On July 1, 2021, the Company acquired 100% of the outstanding stock of
Amaranth Financial Services, Inc. (Amaranth), a Canadian-based provider of short-term consumer loans and other
financial services. In July 2022, the computation for the acquisition earn-out totaled $1.3 million. In lieu of the
Company paying cash, the sellers entered a subordinated note with the Company for this amount in addition to the
escrow amount (approximately $800,000) included in the acquisition agreement. The note is payable on February
28, 2024 and earns interest at 12% per annum, payable quarterly.

In connection with the HE acquisition discussed in Note 4 above, the Company issued two amortizing
seller subordinated notes payable totaling $6.5 million. One note, for $1.5 million, has a term of 18 months, with
quarterly principal payments and interest at 6% per annum. The other note, for $5.0 million, has a term of five
years, with quarterly principal payments and interest at 6% per annum. Based on the Company’s senior facility
interest rate, a discount was computed for the seller notes to estimate fair value. This discount is reflected as a
reduction to the seller subordinated notes and is being amortized over the respective terms of the notes.

Senior Subordinated Debt. Since 2011, the Company has carried subordinated debt (Senior Subordinated
Notes) at various times with, among others, the Chairman of the Board, the Vice Chairman of the Board, the
President and Chief Executive Officer and a Board member/major stockholder. Nearing the first scheduled
maturity of the Senior Subordinated Notes in 2015, the term was extended for a year. Thereafter, absent any
repayments, the maturity has always been extended. Consistent with past practice, the subordinated holders have
agreed to extend the maturity to at least September 30, 2025 and the debt is reflected as long-term in the
Consolidated Balance Sheets.

The Senior Subordinated Notes bear interest at the rate of 16% per annum, some of which are payable
monthly and others quarterly, 75% of which is payable in cash and 25% of which is payable-in-kind (PIK)
through the issuance of additional senior subordinated PIK notes. The Senior Subordinated Notes are subject to
prepayment at the option of the Company, a portion of which would require a 1% premium on the outstanding
principal of the notes and the majority of which is without penalty or premium. The Senior Subordinated Notes
are subject to mandatory prepayment, without premium, upon a change of control (as defined in the subordination
agreement).

The Company was in compliance with the terms of the Senior Subordinated Notes throughout 2022 and
2023. The Senior Subordinated Notes provide that upon occurrence of an event of default on the subordinated
notes, the Company may not declare or pay any cash dividend or distribution of cash or other property (other than
equity securities of the Company) on its capital stock.
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NOTE 11 - INCOME TAXES

The Company’s provision (benefit) for income taxes is summarized as follows (in thousands):

Year Ended December 31,

2023 2022
Current:
T LY | TP $ - $ -
SEALE ettt 170 171
=TT ] TSR (29) 672
TOLAl CUMTENE ... e 141 843
Deferred:
FEABTAL ... e 539 372
3] L TR (539) (372)
FOMBION o 420 (887)
Total DEFEITEA ..o 420 (887)
Total provision (benefit) for inCOme taxes ..........cceevvvveccieieiesienenes $ 561 $ (44)
Income (loss) from operations:
DOMESLIC vuvvvreieieieisie ettt b bbb bbbt $ (4,915) $ (4,661)
o] =TT ] o TSR 1,619 1,768
Income (10ss) before iINCOME TAXES ......ccvvveerrererierniririeerseeeeserenes $ (3,296) $ (2,893

The sources of deferred income tax assets (liabilities) are summarized as follows (in thousands):

December 31,

2023 2022
Deferred tax assets related to:
ANOWANCE TOr 108N 1OSSES .....vvevvieviieiie st $ 2,368 $ 2,629
Net operating loss carryforward and tax credits .........c...cceeverevieneicesnnen, 4,461 5,884
Lease ODIIgAtiONS .......cccceriieerieierises e 6,929 6,658
ACCIUEH EXPENSES ...vvvveveriterisieiesieiesiete e tee st tesestese st e seetesessesesaesesessessssesenes 798 1,080
AACCIUB INMTEIESE ..eveeeeee ettt e et se et e et e et e et e s e e et e sreeareesreeereeereens 4,546 2,290
Foreign net operating 10ss carryforward .............ccccovveviiieieiensiene e, 14 538
Deferred compensation and other employee benefits ... 512 391
Property and eQUIPMENT .....ccoovciiiiieiiee et san s 235 -
OENEE <ottt 1,880 1,290
Gross deferred taxX ASSELS .....ccvvvvivieiiiiii i 21,743 20,760
Less: valuation allOWANCE ...........cccrriieeininnees s (11,716) (10,215)
INEt AEFEITEA TAX ASSELS ....vverveeieeeereeeree et eee et e st e st e s e seesreesreesreesreeseesneens 10,027 10,545
Deferred tax liabilities related to:
Loans receivable, tax VaIUE ........cccov i (1,860) (2,425)
Goodwill and Intangibles (171) (221)
LEASEA BSSELS ...ttt (6,819) (6,305)
Property and eqUIPMENT .........ocvrieiree e - (183)
Prepaid @SSELS ......ccvivivreeirriiieriieie ettt (424) (259)
Gross deferred tax Habilities ..........ccccovvirvneeieiieee e (9,274) (9,393)
INEt AEFEITEA TAX SSEL ...veveeeeeeeee et ettt et et ee e et eeseeeteeeeeeeeaeeeeeaes $ 753 $ 1,152
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The Company generated domestic taxable income of approximately $5.6 million and $3.8 million for the
years ended December 31, 2023 and 2022, respectively. This income will be fully absorbed against the
Company’s existing net operating loss carryforwards resulting in no current tax due. In addition, under the
CARES Act, the Company was allowed to carry back a portion of its previously generated net operating losses for
a period of five years, resulting in a tax benefit of approximately $1.6 million. The Company received
approximately $900,000 of this benefit as of December 31, 2022 and the remaining $700,000 in an earlier
reporting period. As of December 31, 2023, the Company has a remaining federal net operating loss carryforward
of $12.1 million. Of this amount, $4.1 million is available to carryforward for 13 years with the balance to be
carried forward indefinitely. The deferred tax benefits associated with federal and state tax credits and loss
carryforwards are approximately $4.5 million and $5.9 million as of December 31, 2023 and 2022, respectively.

In addition, the Company has recorded net deferred tax benefits related to other domestic deferred taxes
of $7.3 million and $4.3 million at December 31, 2023 and December 31, 2022, respectively. Due to the
cumulative net pretax operating loss incurred through the year ended December 31, 2023, the Company has
determined that it is more likely than not these carryforwards and deferred tax assets will not be recognized.
Accordingly, a valuation allowance in the amount of $11.7 million and $10.2 million was established at
December 31, 2023 and 2022, respectively.

The Company also has gross foreign net operating loss carryforwards of approximately $53,000 that
generally expire in 7 to 20 years. The deferred tax benefit associated with these carryforwards is approximately
$14,000 as of December 31, 2023. In addition, the Company has recorded deferred tax benefits on other net
foreign deferred tax assets of $739,000 at December 31, 2023. During the year ending December 31, 2022, the
company amalgamated its foreign subsidiaries into a single entity, Amaranth. As a result of the amalgamation, it
is more likely than not that there is sufficient pretax income to utilize its existing net operating loss carryforward
and future deferred tax assets. Accordingly, no valuation allowance has been maintained for those deferred tax
assets.

Differences between the Company’s effective income tax rate computed for income (loss) from
continuing operations and the statutory federal income tax rate are as follows (in thousands):

Year Ended December 31,
2023 2022

Income taxbenefit using the statutory federal rate in effect .........ccooeinerinrrinernnnnne, $ 692 $ (607)
Taxeffect of:

State and 10Cal INCOME tAXES, NEL .......ovvrirrireeecnrre e nsees (292 (215)

Valuation @lIOWANCE ... seessssessseens 1,826 1,092

ONBE s (281) (314)

Total provision (benefit) for iNCOME tAXES ......cvrerrernreneerinrneseseesseseesseens $ 561 $ (44)

EFFECTIVE TAXTALE ...vveeeeeceeecce ettt (17.0%) 1.5%

Statutory federal taXrate ... essenes 21.0% 21.0%

The effective tax rates reflect the effect of establishing valuation allowances for the net deferred tax assets
of domestic entities and the reversal of the valuation allowance for certain foreign subsidiaries as described above.
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The Company did not have any unrecognized tax benefits, or associated interest or penalties, for the years
ended December 31, 2023 and 2022.

The Company is subject to income taxes in the U.S. federal jurisdiction and various state and foreign
jurisdictions. Tax regulations within each jurisdiction are subject to the interpretation of the related tax laws and
regulations and require significant judgment to apply. In the ordinary course of business, transactions occur for
which the ultimate tax outcome is uncertain. In addition, respective tax authorities periodically audit the
Company’s income tax returns. These audits examine the Company’s significant tax filing positions, including the
timing and amounts of deductions and the allocation of income among tax jurisdictions. The following table
outlines the tax years that generally remain subject to examination as of December 31, 2023:

State and
Federal Foreign
Statute remMaiNS OPEN .......cvviiiiiiee et sene s 2020-2023 2019-2023
Tax years currently under examination ... None None

NOTE 12 - EMPLOYEE BENEFIT PLANS

The Company has established a defined-contribution 401(k) benefit plan that covers substantially all its
full-time employees. For the years ended December 31, 2023 and 2022, the Company paid matching contributions
to the plan (and administrative expenses) of approximately $213,000 and $100,000, respectively.

NOTE 13 — CREDIT SERVICES ORGANIZATION

For the Company’s locations in Texas, the Company began operating as a CSO through one of its
subsidiaries in September 2005. As a CSO, the Company acts as a credit services organization on behalf of
consumers in accordance with Texas laws. The Company charges the consumer a fee for arranging for an
unrelated third-party to make a loan to the consumer and for providing related services to the consumer, including
a guarantee of the consumer’s obligation to the third-party lender. The Company also services the loan for the
lender. The CSO fee is recognized ratably over the term of the loan. The Company is not involved in the loan
approval process or in determining the loan approval procedures or criteria. As a result, loans made by the lender
are not included in the Company’s loans receivable balance and are not reflected in the Consolidated Balance
Sheets. As noted above, however, the Company absorbs all risk of loss through its guarantee of the consumer’s
loan from the lender.

On December 31, 2023 and 2022, consumers had total loans outstanding with the lender of approximately
$1.9 million and $1.7 million, respectively. Because of the economic exposure for potential losses related to the
guarantee of these loans, the Company records a payable to reflect the anticipated losses related to uncollected
loans. The balance of the liability for estimated losses reported in accrued liabilities was approximately $420,000
as of December 31, 2023 and $480,000 as of December 31, 2022.
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The following table summarizes the activity in the liability for CSO loan losses during the years ended
December 31, 2023 and 2022 (in thousands):

Year Ended December 31,

2023 2022
Balance, beginning Of YEAr ... $ 480 $ 320
CRAGE-0FTS ..o (2,833) (3,719)
RECOVETTES ..ottt 338 366
PrOVISION TOF TOSSES ...vvevvceieiiiie sttt sttt 2,435 3,513
Balance, end O YEAT ........cc.cocvecvieiicrscce e $ 420 $ 480

NOTE 14 - COMMITMENTS AND CONTINGENCIES

Operating Leases. The Company leases certain equipment and buildings under non-cancelable operating
leases as discussed in Note 8.

Other. The Company is self-insured for certain elements of its employee benefits. Self-insurance
liabilities are based on claims filed and estimates of claims incurred but not reported.

Under the terms of the Company's agreement with its third-party lender in Texas, the Company is
contractually obligated to reimburse the lender for the full amount of the loans and certain related fees that are not
collected from the customers. See additional information in Note 13.

Litigation. The Company is subject to various asserted and unasserted claims during the course of
business. Due to the uncertainty surrounding the litigation process, the Company is unable to reasonably estimate
the range of loss, if any, in connection with the asserted and unasserted legal actions against it. Although the
outcome of many of these matters is currently not determinable, the Company believes that it has meritorious
defenses and that the ultimate cost to resolve these matters will not have a material adverse effect on the
Company’s consolidated financial statements.

The Company assesses the materiality of litigation by reviewing a range of qualitative and quantitative
factors. These factors include the size of the potential claims, the merits of the Company’s defenses and the
likelihood of plaintiffs’ success on the merits, the regulatory environment that could impact such claims and the
potential impact of the litigation on its business. The Company evaluates the likelihood of an unfavorable
outcome of the legal or regulatory proceedings to which it is a party in accordance with accounting guidance. This
assessment is subjective based on the status of the legal proceedings and is based on consultation with in-house
and external legal counsel. The actual outcomes of these proceedings may differ from the Company’s
assessments.

Other Legal Matters. The Company is also involved in ordinary, routine litigation and administrative
proceedings incidental to its business, including customer bankruptcies, lease disputes, premises liability and
employment-related matters from time to time. The Company believes the likely outcome of any other pending
cases and proceedings will not be material to its business or its financial condition.
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NOTE 15 -STOCKHOLDERS’ EQUITY
Earnings (Loss) Per Share. The following table presents the computations of basic and diluted earnings

(loss) per share for the periods presented (in thousands, except per share data):
Year Ended December 31,

2023 2022
Loss available to common stockholders ... $ (3857) $ (2,849
Weighted average basic common shares outstanding .........cc.ccccovvevrene. 17,300 17,323
Incremental shares from assumed conversion of unvested
FESEACTE SNATES ....veoveecececieieieeesee ettt 22 -
Weighted average diluted common shares outstanding ..................... 17,322 17,323
Loss per share:
Basic
NS 16RO $ (022) $ (0.16)
Diluted
INEETOSS vvroverrvereeeeeeeeeeeeeees e eseesee s e s sesseseeseseesesee s see s ee e ees s $_ (022 $ (0.16)

The Company has approximately 17.3 million shares at December 31, 2023 and 2022. There were 75,000
unvested restricted shares for the year ended December 31, 2023 and no unvested restricted shares for the year
ended December 31, 2022. Unvested restricted shares are excluded from the determination of average common
shares outstanding used in the calculation of basic earnings per share in the above table for the year ended
December 31, 2023.

Anti-Dilutive Securities. There were no outstanding options at December 31, 2023.

Stock Repurchases. The board of directors has periodically authorized the Company to repurchase its
common stock in the open market and through private purchases. The acquired shares may be used for corporate
purposes, including shares issued to employees in stock-based compensation programs. The Company did not
repurchase any shares during 2023. On January 13, 2022, the Company repurchased 757,561 shares of its
common stock in a privately negotiated transaction for approximately $682,000.

Dividends. From time to time and to the extent not prohibited by existing credit arrangements, the
Company has paid dividends to stockholders. The Company paid a special dividend of $0.05 per share in the first
quarter of 2022.

NOTE 16 — STOCK-BASED AND LONG-TERM INCENTIVE COMPENSATION

Long-Term Incentive Plans. During 2023 and 2022, the Company’s stock-based compensation plans
include the 1999 Stock Option Plan and the 2015 Equity Incentive Plan (2015 Equity Plan). The 2015 Equity Plan
permits the issuance of up to 3,000,000 shares of the Company’s common stock pursuant to awards granted under
the 2015 Equity Plan, such as stock options, restricted stock awards and performance-based share awards, as well
as other awards such as stock appreciation rights, which may be payable in the form of common stock or cash.
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Any grants that terminate by expiration, forfeiture, cancellation or otherwise without the issuance of shares of
common stock, are settled in cash in lieu of common stock, or are exchanged in the board of director’s discretion
for grants not involving common stock, are available again for grant under the 2015 Equity Plan, so long as the
holder of any such grant received no benefits of common stock ownership (including dividends) from the shares
of common stock related to such grant.

As of December 31, 2023, there are 2,200,000 shares of common stock available for future issuance under
the 2015 Equity Plan. During 2023 and 2020, the Company issued 75,000 and 775,000 shares of restricted stock,
respectively, to employees as part of the Company’s long-term equity incentive compensation program. During
2021, 50,000 shares of the 2020 grant were cancelled. Prior to the 2020 grant of restricted shares, the Company
had not issued any stock options or restricted stock to its employees since 2014.

In accordance with the Company’s stock-based compensation plans, the exercise price of a stock option is
equal to the market price of the stock on the date of the grant and the option awards typically vest over four years
in 25% increments on the anniversary of the grant date. Generally, options granted will expire 10 years from the
date of grant.

Restricted stock awards and performance-based share awards are valued on the date of grant and have no
purchase price. Restricted stock awards typically vest over a defined period of years in equal increments on each
anniversary of the grant date. The vesting period for performance-based share awards is implicitly stated as the
time period it will take for the performance condition to be met. Under the 2015 Equity Plan, unvested shares of
restricted stock and unvested performance-based share awards may be forfeited upon the termination of
employment with the Company, dependent upon the circumstances of termination. Except for restrictions placed
on the transferability of restricted stock, holders of unvested restricted stock and holders of unvested performance-
based share awards have full stockholder’s rights, including voting rights and the right to receive cash dividends.

During 2022, the Company implemented a long-term incentive plan (with a potential payout of
approximately $2.4 million) for various employees that vests based on achieving certain performance metrics as
defined by the Company’s board of directors. The plan provides three years over which the performance metrics
may be achieved, at which point a cash incentive would be paid to the various employees (if still employed by the
Company). During 2023 and 2022, the Company accrued approximately $583,000 and $697,000 based on
probability of achieving these performance metrics during the three-year period.

Stock Options. The Company did not grant stock options during 2023 and 2022 and there are no
outstanding or exercisable options as of December 31, 2023.

Restricted Stock Grants. During 2020, the Company granted 775,000 shares of restricted stock to various
employees under the 2015 Equity Plan pursuant to restricted stock agreements. The shares vested 50% on
January 2, 2021 and the remaining 50% vested on January 2, 2022. .

During 2023, the Company granted 75,000 shares of restricted stock to an employee under the 2015
Equity Plan pursuant to restricted stock agreements. The shares vest 50% on January 2, 2024 and the remaining
50% vest on January 2, 2025. The Company estimated that the fair market value of these restricted stock grants
was approximately $41,250, of which $20,625 was recognized as stock-based compensation expense in 2023.
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NOTE 17 - SEGMENT INFORMATION

The Company’s operating business units offer various financial services. The Company has elected to
organize and report on its business units as two reportable segments — US Operations and Canadian Operations.
The US Operations segment includes branch and online lending activities in the United States, as well as the
Company’s business invoice factoring group. The Canadian Operations segment includes the branch and online
lending operations in Canada. The Company evaluates the performance of its segments based on, among other
things, gross profit, income from operations before income taxes and return on invested capital.

The following tables present summarized financial information for the Company’s segments (in
thousands):

Year Ended December 31, 2023

us Canadian Consolidated

Operations Operations Total
TOtAl FEVENUES ...ttt $ 155,836 $ 12,578 $ 168,414
Provision for 10SSES .......ccccvviiereieneiiese e 55,085 4,060 59,145
Other operating eXPENSES .........coviererereerieerreeaeresre e 66,997 5,186 72,183
GrOSS PrOFit ..o 33,754 3,332 37,086
Other, NEL (B) ..voveeiiveieiie e (38,669) (1,713) (40,382)
Income (loss) before iNCOME taXeS ........ccccevereverereeeeeirieens $ (4,915) $ 1,619 % (3,296)

Year Ended December 31, 2022

us Canadian Consolidated

Operations Operations Total
TOLal FEVENUES ....oveviicveieietee e $ 141,248 $ 11,575 $ 152,823
Provision fOr 10SSES ......ccccvivieriiiieieieiese e 50,902 2,364 53,266
Other operating eXPENSES .......ccvvvevrerirereeesieeseseseseeseseeensees 60,657 4,945 65,602
GroSS Profit .o 29,689 4,266 33,955
Other, NEL (B) «vvvveeevirieisieise et (32,203) (4,645) (36,848)
Income (l0ss) before iNCOME TaXES .vvvvvvrvrvrvrerereririririsee e $ (2,514) $ (379) % (2,893)

@ Represents expenses not associated directly with operations, which includes regional expenses, corporate

expenses, depreciation and amortization, interest, other income and other expenses. For segment accounting
purposes, corporate expenses are allocated based on each reporting segment’s percentage of revenues.

Information concerning total assets by reporting segment is as follows (in thousands):

December 31,

2023 2022
US OPEIALIONS ....cvvviiecveiiieiete sttt bbb se s $ 129,515 $ 132,512
Canadian OPEIALIONS ........c.cvverveereereeeeeeeeeeeesessssesseesses s ses s essessssssses s ssessassneas 13,013 12,197
TOtal aSStS At ENA OF YEAT ........vvvveeeeeeveeeseeseeeeesesseeseeeeeseessee s essesssee e $ 142528  $ 144,709
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NOTE 18 - REGULATORY ENVIRONMENT AND CERTAIN CONCENTRATIONS OF RISK

The Company currently operates in 12 states throughout the United States and is engaged in consumer
online lending in those states in the United States and certain Canadian provinces and territories. The Company is
subject to regulations by federal, state and local governments in the United States that affect the products and
services provided by the Company. The level and type of regulation of consumer loans varies greatly from state to
state, ranging from states with no regulations or legislation to other states with very strict guidelines and
requirements. From a United States federal perspective, the Company is under the purview of the CFPB, among
others, which has broad supervisory powers over providers of consumer credit products in the United States such
as those offered by the Company. The CFPB has the power to create rules and regulations that specifically apply
to consumer lending.

On October 6, 2017, the CFPB issued its Final Rule on Payday, Vehicle Title, and Certain High-Cost
Installment Loans (2017 Payday Lending Rule). The 2017 Payday Lending Rule would have imposed significant
limitations on all short-term loans and longer-term loans with balloon payments. Over the last several years, there
have been various challenges, lawsuits and proposed legislation to address the 2017 Payday Lending Rule.

As a result of these activities, the only outstanding issues relate to required notices and limitations
regarding payments (Payment Provisions). The Payment Provisions provide, among other things, that (i) if two
consecutive attempts to collect money from a particular account of the borrower, made through any channel (e.g.,
paper check, ACH, debit card), are returned for insufficient funds, the lender cannot make any further attempts to
collect from such account unless the borrower has provided a new and specific authorization for additional
payment transfers; and (ii) a lender generally must give the consumer at least three business days advance notice
before attempting to collect payment by accessing a consumer’s checking, savings or debit account. The Payment
Provisions continue to be stayed indefinitely by the US Fifth Circuit.

On October 19, 2022, a three-judge panel of the Fifth Circuit U.S. Circuit Court of Appeals ruled that the
funding structure of the CFPB is unconstitutional and vacated the 2017 Payday Lending Rule. On November 14,
2022, the CFPB filed a Petition for Writ of Certiorari (cert petition) with the U.S. Supreme Court to review the
Fifth Circuit ruling.

On February 27, 2023, the U.S. Supreme Court granted the CFPB’s cert petition, electing to review the
Fifth Circuit decision. On October 3, 2023, the U.S. Supreme Court heard oral arguments, considering solely
whether the CFPB’s funding scheme, which receives funding directly from the Federal Reserve, violates the
Appropriations Clause. The U.S. Supreme Court has not issued its ruling on this matter.

In light of the ongoing legal challenges to the 2017 Payday Lending Rule, the Company cannot predict
whether the Payment Provisions will go into effect and, if so, whether and how they might be further modified.
As a result, the Company is unable to quantify the potential effect on the results of operations and financial
condition.

The CFPB also has the power to examine consumer lending organizations and has an active examination
process of consumer lenders. The CFPB is changing consumer lending practices through the examination process
and is likely to continue to effect informal rulemaking through examination and enforcement efforts.

Company branches located in the states of Missouri, Alabama and Mississippi represented approximately
32%, 11% and 9%, respectively, of total Company revenues for the year ended December 31, 2023.
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To the extent that laws and regulations are passed that affect the Company’s ability to offer loans or the
manner by which the Company offers its loans in any one of those states, the Company’s financial position,
results of operations and cash flows could be adversely affected. In past years, the Company has experienced
several negative effects resulting from law changes that impacted the relative significance of a given state from
year to year. For example, during 2022, the New Mexico legislature passed laws that preclude the Company’s
lending products which led to the Company closing all its branches during the first half of 2023. Further,
historically when customer usage restrictions have been introduced with new legislation that does not preclude the
Company’s lending products, the Company experienced a 30% to 60% decline in annual revenues in that state
and a more significant decline in gross profit for the state, depending on the types of alternative products that
competitors offered within the state. In addition, efforts have been launched in some states (e.g., Missouri,
Nebraska and Colorado) to have voter initiatives on statewide ballots with the intent to preclude any lending in
the state with an annual rate over 36%.

The Company is subject to foreign regulation in Canada where certain provinces have implemented, and
other provinces have proposed, substantive regulation of the consumer loan industry. The Budget Implementation
Act, 2023, No. 1, amended section 347 of the Criminal Code to lower the criminal interest rate to 35% APR. The
amendments will come into force on a day or days to be fixed by order of the Governor in Council, following a
comment period that has closed. As of March 31, 2024, such amendments have not been finalized and have not
gone into effect. The criminal interest rate applies to all lending arrangements in Canada, except for certain
payday loans, provided certain conditions are met. The payday loans offered by the Company in Canada fall
within the exception to the criminal interest rate.

Additionally, the proposed Canadian regulations would impose a new federal limit on the cost of
borrowing for payday loans of $14 per $100 borrowed in all provinces that have an approved payday loan regime.
Lenders in provinces that currently have higher limits on the cost of borrowing would need to lend at the $14 per
$100 rate to comply with the Criminal Code.

NOTE 19 — SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

The following table sets forth certain cash activities for the years ended December 31, 2023 and 2022 (in
thousands):
Year Ended December 31,

2023 2022
Cash paid (received) during the year for:
INCOME TAXES FECEIVEM .....cooviviiieeieieie e $ 281 % (207)
=T =TS S 11,628 8,222

NOTE 20 — SUBSEQUENT EVENTS

Debt. In March 2024, the Company and the existing lender amended the Loan Facility to reduce
the minimum fixed charge coverage ratio.

The Company evaluated all events and transactions subsequent to the balance sheet date through April 25,
2024,which represent the date these financial statements were available to be issued.
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QCFS EAST, INC.
SUPPLEMENTAL CONSOLIDATED BALANCE SHEET

December 31, 2023
(in thousands)

All Other
QCFS East, Inc. Companies Consolidated
ASSETS
Current assets:
Cash and cash eqUIVAIENLS ...........ccccevrvrieicrreeiee e $ 1567 $ 12617  $ 14,184
RESEHCIEA CASN ... - 817 817
Loans receivable, less allowance for credit 10SSes...........c.cv...... 18,316 43,150 61,466
Prepaid expenses and other current assets ............cocoveeeriveenn. 376 5,022 5,398
Total CUMTBNT ASSELS ...viveiveicriciee e 20,259 61,606 81,865
Non-current loans receivable, less allowance for credit losses...... - 3,777 3,777
Property and equipment, Nt .........ccoeeeieiernieienen s 64 9,122 9,186
Right-0f-USE SSEL, NEL ....vcveicrciicieeie s - 25,507 25,507
Goodwill and intangible assets, Net ... - 21,153 21,153
Deferred iNCOME TAXES ..o (198) 951 753
Other SSELS, NEL ....c.vcvivvieiieiece e 10 277 287
TOLAL ASSELS ... e e $ 20135  $ 122,393 % 142,528
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
ACCOUNLS PAYADIE ..o $ 22 % 1438 $ 1,460
Accrued expenses and other current liabilities .........ccoevrvene. 15,151 (12,030) 3,121
Accrued compensation and benefits ..., 1,453 5,677 7,130
DEfErreUd FBVENUE .......veveiviicteciee et 658 455 1,113
Lease lability .......ccovvvvrerecccccccece e - 7,056 7,056
Debt due Within ONe YEar ... - 1,655 1,655
Total current lHADIIILIES ....cvvveiviiiicccc e, 17,284 4,251 21,535
Lease lability ........ccccveeeeccccee s - 23,608 23,608
Long-term debt, less current portion ...........ccocevveeeeneieieienninnn,s - 69,919 69,919
Total HADIITIES ..c.ccvvveeisice s 17,284 97,778 115,062
Commitments and CONtINGENCIES .........ccovvveveveverereereeeeerese e,
Stockholders' equity:
COMMON SLOCK.......cviieiiiiii sttt s 1 206 207
Additional paid-in capital ..........ccccoevnncnciciei 2,249 57,023 59,272
Retained earnings (accumulated deficit) ........ccccoovvnceiinnnnn. 601 (6,418) (5,817)
Treasury StOCK, @t COSE ...cviviiiiiiiiss s - (26,223) (26,223)
Accumulated other comprehensive iNCOME ............cccovvnnenes - 27 27
Total Stockholders' eQUILY ..........ccceveveecccceerenere s 2,851 24,615 27,466
Total liabilities and stockholders' equity ..........cccccovuernee. $ 20,135 % 122393  $ 142,528
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QCFS EAST, INC.

SUPPLEMENTAL CONSOLIDATED STATEMENT OF OPERATIONS

For the Year Ended December 31, 2023

(in thousands)

All Other
QCFS East, Inc. Companies Consolidated
Revenues:

Consumer loan interest and fEES .......ccovvvvvvviriviiese s $ 18,648 $ 139,914 $ 158,562
(0] 1 1=] (TSR 4,844 5,008 9,852
TOLAl FEVENUES ...ttt sttt s 23,492 144,922 168,414

Operating expenses:
Salaries and benefits ......ccccocvveic i 4,822 29,522 34,344
Provision fOr I0SSES .......ccccvvvieieiiricice s 11,103 48,042 59,145
OCCUPANCY .vveveveeeieiere sttt stere e e et sae e sre e 1,826 15,644 17,470
MArKETING ... 1,077 6,521 7,598
Depreciation and amortization ............c.ccceceeveveeierernnennnncnnn. 50 2,779 2,829
(0] 1 1=] (ST 1,437 8,505 9,942
Total operating eXPENSES .......cvevrvvreierirreererisreereseeeesens 20,315 111,013 131,328
GrOSS PrOfit .vvvcvececieeeeeee e 3,177 33,909 37,086
REQIONAl EXPENSES ...vvvvvveieiiiiisisieisisie e 788 6,240 7,028
COrpOrate EXPENSES .....cevererrererrereeresieesreseereseeesseseeseseesesseseens 559 17,806 18,365
Depreciation and amortization .........cccceeeeervrseienseiennnesenns 10 1,606 1,616
INTEIESE EXPENSE ..eviviieieieeicrte ettt 1,135 11,413 12,548
Other eXPENSE, NEL .....ccviceiireere e - 825 825
Income (loss) before income taxes .........ccovveeivrvireennnn 685 (3,981) (3,296)
Provision for iNCOME fAXES .....ccvvvvveviiisrisie s 193 368 561
NEt iNCOME (l0SS) ....cuevveceerecreiieere e $ 492 $ (4,349) $ (3,857)
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QCFS EAST, INC.
SUPPLEMENTAL CONSOLIDATED STATEMENT OF CHANGES
IN STOCKHOLDERS' EQUITY

For the Year Ended December 31, 2023
(in thousands)

Retained Accumulated
earnings other Total
Common Additional  (accumulated  Treasury  comprehensive stockholders'
stock paid-in capital  deficit) stock income (loss) equity

QCFS East, Inc.

December 31, 2022........ccccceovvninnne. $ 19 2,249 $ 109 $ - 3 - $ 2,359

NEt iNCOME ...oveeeiirrrrecee - - 492 - - 492

December 31,2023 .......ccoocvvvveennn. $ 1 3% 2,249 $ 601 $ - $ - $ 2,851
ALL OTHER COMPANIES

December 31, 2022........ccccoevvirennne $ 206 $ 57,002 $ (2,069) $ (26,224) $ G4 $ 28,861

NEL 0SS .o - - (4,349) - - (4,349)

Stock-based compensation................. - 21 - - - 21

Foreign currency translation ............. - - - - 81 81

December 31,2023 .......ccccocvvrinnne $ 206 $ 57,023 $ (6,418) $ (26,224) $ 21 % 24,614
CONSOLIDATED

December 31, 2022........cccccvcvvirinnne $ 207 $ 59251 $ (1,960) $ (26,224) $ G4 $ 31,220

NEL 0SS ©vvevvviiesce e - - (3,857) - - (3,857)

Stock-based compensation................. - 21 - 1 - 22

Foreign currency translation ............. - - - - 81 81

December 31,2023 .......ccccoevvninnne $ 207 $ 59272 $ (5817) $ (26,223) $ 21 % 27,466
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QCFS EAST, INC.
SUPPLEMENTAL CONSOLIDATED STATEMENT OF CASH FLOWS

For the Year Ended December 31, 2023
(in thousands)

All Other
QCFS East, Inc.  Companies  Consolidated

Cash flows from operating activities:
NEet INCOME (I0SS) ..vvrvrerrrrrrrrrrierererririsiers st $ 492 $  (4,349) $ (3,857)
Adjustments to reconcile net income (loss) to net cash
provided by operating activities:

Depreciation and amortization .............cccoevvvvvvvnieneessesseeens 60 4,385 4,445
Provision fOr [0SSES .......cceveiviiieieieicce st s 11,103 48,042 59,145
Deferred INCOME TAXES ...ovvvvveeeeeeriee st et e s et et s e et e se e e ens 140 280 420
NON-Cash INtEreSt EXPENSE ....cvvvvvvereririviri sttt - 856 856
Foreign currency exchange 10SS ... - 741 741
Loss on disposal of property and equipment .........ccccooveevervinieenns - 67 67
Stock-based COMPENSALION .......cccvvvirrrnnrrnneeee s - 22 22
Changes in operating assets and liabilities, net of effects of acquisitions:
Fees and service charges on loans receivable ..........cc.co..... (2,954) 4,402 1,448
Prepaid expenses and other current assets ..........c.coeeevnee (312) (885) (1,197)
OFNEr ASSELS ....vveieeisicte s (10) 29 12
ACCOUNLS PAYADIE ..o (54) 487 433
Accrued expenses, other liabilities, accrued
compensation and benefits and deferred revenue ........... 15,417 (18,081) (2,664)
INCOME TAXES ...vovvviectiec e 134 (278) (144)
NEt OPEIAtING ..ovevevvirceriei e, 24.016 35,711 59,727
Cash flows from investing activities:
Loans receivable originated ... (84,790) (279,274) (364,064)
Loans receivable repaid ... 62,028 242,697 304,725
Purchase of property and eqUIpmMENt ..........cccoeevvvvssssn s (124) (1,867) (1,991)
NEL INVESEING ...ocvviicicecc e (22,886) (38,444) (61,330)
Cash flows from financing activities:
Borrowings under credit faCility ........ccocovvrivcinininininninie e - 16,650 16,650
Repayments of credit facility ... - (10,100) (10,100)
Borrowings on subordinate debt .........cccccovvevriiieinnncee e - 1,000 1,000
Repayments of subordinated debt ............cccovvvvivvivnscc s - (7,495) (7,495)
DBt ISSUANCE COSES .vvvviviieiericiciee sttt sttt n st sre e - (435) (435)
NEt fINANCING ..cvvveviicre e, - (380) (380)
Effect of exchange rate changes on cash,
cash equivalents and restricted €ash ..., - 95 95
Cash, cash equivalents and restricted cash:
NEt iNCrease (AECIEASE)........vvurerrerreririrerereieese et reeeessees 1,130 (3,018) (1,888)
At Deginning Of YEAI ........covvviicrerece e 437 16,452 16,889
ALENG OF YEAT ..o $ 1567 $ 13434 $ 15,001
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