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TAPIMMUNE INC.
(A Development Stage Company)
CONSOLIDATED BALANCE SHEETS

March 31, December 31,
2013 2012
(Unaudited) (As restated)
ASSETS
Current Assets
Cash $ 45,179 $ 33,839
Due from government agency 1,028 1,077
Prepaid expenses and deposits 118,954 15,004
Deferred financing costs (Note 5) 20,145 37,452
185,306 87,372
$ 185,306 $ 87,372
LIABILITIES AND STOCKHOLDERS’ DEFICIT
Current Liabilities
Accounts payable and accrued liabilities (Note 12) $ 1,381,500 $ 1,941,716
Research agreement obligations (Note 3) 492,365 415,998
Derivative liability — conversion option (Note 4) 127,100 867,575
Derivative liability — warrants (Note 4) 152,772 977,086
Convertible notes payable (Note 5) 2,250,207 1,376,230
Loans payable (Note 6) 10,000 10,000
Promissory notes (Note 7) 277,942 167,942
Due to related parties (Note 8) 263,846 373,346
4,955,732 6,129,893
Stockholders’ Deficit
Capital stock (Note 9)
Common stock, $0.001 par value, 150,000,000 shares authorized
115,570,909 shares issued and outstanding (2012 — 76,402,958) 113,673 76,404
Additional paid-in capital 45,996,082 43,483,947
Shares and warrants to be issued (Note 9) 384,582 352,859
Deficit accumulated during the development stage (51,206,320) (49,894,083)
Accumulated other comprehensive loss (58,443) (61,648)
(4,770,426) (6,042,521)
$ 185,306 $ 87,372

CONTINGENCIES AND COMMITMENTS (Notes 1, 3, 5 and 11)

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




TAPIMMUNE INC.
(A Development Stage Company)
INTERIM CONSOLIDATED STATEMENTS OF OPERATIONS

(UNAUDITED)
July 27, 1999
Three Months Ended Six Months Ended (inception) to
June 30, June 30, June 30,
2013 2012 2013 2012 2013
Expenses
Consulting fees $ 36,367 $ 62,530 $ 66,367 $ 62,530 $ 2,287,867
Consulting fees — stock-based (Note 9) 15,956 2,039,925 83,768 2,173,833 8,122,140
Depreciation - - - - 213,227
General and administrative 88,114 468,207 295,432 612,067 4,224,784
Interest and finance charges (Note 4) 291,212 100,246 626,100 196,972 7,202,187
Management fees (Note 8) 58,500 22,500 117,000 102,600 3,191,303
Management fees — stock-based
(Notes 8 and 9) 11,926 86,063 27,489 115,626 4,476,487
Professional fees 118,658 112,980 385,288 187,109 5,801,397
Research and development (Note 8) 54,398 245,763 188,778 361,228 7,157,373
Research and development
— stock-based - - - - 612,000
675,131 3,138,214 1,790,222 3,811,965 43,288,765
Net Loss Before Other Items (675,131) (3,138,214) (1,790,222) (3,811,965) (43,288,765)
Other Items
Foreign exchange (loss) gain (6,637) 17,280 5,896 9,497 51,583
Changes in fair value of derivative liabilities (Note 4) 781,321 352,129 1,878,489 423,191 6,182,881
Loss on debt financing (96,000) - - - (1,469,263)
Gain (loss) on settlement of debt (Note 9) (874,358) 18,758 (1,310,400) 28,688 (13,001,201)
Gain on extinguishment of derivative liabilities - warrants
(Note 4) - - - - 290,500
Interest income - - - - 33,344
Loss on disposal of assets - - - - (5,399)
Net Loss for the Period $ (870,805) $ (2,750,047) $ (1,312,237) $ (3,350,589) $ (51,206,320)
Basic and Diluted Net Loss per Share $ (0.01) $ (0.04) $ 0.01) $ (0.06)
Weighted Average Number of Common Shares Outstanding 100,088,149 61,966,500 90,444,988 57,218,349

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




TAPIMMUNE INC.
(A Development Stage Company)
INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

Period from

Six Months Six Months July 27, 1999
Ended Ended (inception) to
June 30, June 30, June 30,
2012 2012 2013

CASH FLOWS FROM OPERATING ACTIVITIES

Net loss $  (1,312,237) $ (3,350,589) $ (51,206,320)
Adjustments to reconcile net loss to

net cash from operating activities:

Depreciation - - 213,228
Non-cash loss on debt financing 96,000 - 1,469,263
Changes in fair value of derivative liabilities (1,878,489) (423,191) (6,182,881)
Loss (gain) on settlement of debt 1,310,400 (28,688) 13,001,201
Gain on extinguishment of derivative liabilities - warrants - - (290,500)
Loss on disposal of assets - - 5,399
Non-cash interest and financing charges - - 5,468,499
Stock based compensation 111,257 2,289,459 13,226,877
Changes in operating assets and liabilities:
Due from government agency - - (1,055)
Prepaid expenses and deposits (103,950) 30,152 (142,954)
Deferred financing costs 17,307 7,654 5,104
Accounts payable and accrued liabilities 1,063,734 589,812 6,661,015
Research agreement obligations 76,367 61,684 710,496
NET CASH USED IN OPERATING ACTIVITIES (619,611) (823,707) (17,062,628)
CASH FLOWS FROM FINANCING ACTIVITIES
Issuance of shares, net 235,951 455,000 11,096,526
Convertible notes, net 236,000 - 2,359,906
Proceeds from promissory notes - 52,942 -
Proceeds from loans payable - 18,000 428,000
Notes and loans payable - - 919,845
Advances from (to) related parties 159,000 59,544 1,958,783
Stock subscriptions - - 140,000
NET CASH PROVIDED BY FINANCING ACTIVITIES 630,951 585,486 16,903,060
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of furniture and equipment - - (218,626)
Cash acquired on reverse acquisition - - 423,373
NET CASH PROVIDED BY INVESTING ACTIVITIES - - 204,747
INCREASE (DECREASE) IN CASH 11,340 (238,221) 45,179
CASH, BEGINNING OF PERIOD 33,839 250,234 -
CASH, END OF PERIOD $ 45179 $ 12,013 $ 45,179

Supplemental cash flow information and non-cash investing and financing activities: (Note 10)

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




TAPIMMUNE INC.
(A Development Stage Company)
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2013 (UNAUDITED)

NOTE 1A: RESTATEMENT OF CONSOLIDATED FINANCIAL STATEMENTS

We have restated our consolidated financial statements as of and for the year ended December 31, 2012 relating to the Company’s accounting for derivative
liabilities and other accounts. We had recorded the derivative liabilities without accurately reflecting the effect of conversion of certain convertible notes and
proper classification of some of the liabilities.

The impact of the restatement on the consolidated financial statements as of and for the year ended December 31, 2012, is shown in the following table:

As reported Adjustment As restated
Balance sheet data — December 31, 2012
Cash $ 50,679 $ (16,840) $ 33,839
Total Assets 104,212 (16,840) 87,372
Accounts payable and accrued liabilities 2,058,556 (116,840) 1,941,716
Derivative liability — conversion option 798,300 69,275 867,575
Derivative liability - warrants 677,086 300,000 977,086
Convertible notes payable 1,376,230 100,000 1,476,230
Due to related parties 366,697 6,649 373,346
Total liabilities $ 5,770,809 $ 359,084 $ 6,129,893
Additional paid-in capital 43,545,947 (62,000) 43,483,947
Deficit accumulated during the development stage (49,580,159) (313,924) (49,894,083)
Stockholders’ deficiency $ (5666,597) $ (375,924) $§  (6,042,521)

As reported Adjustment As restated
Consolidated Statement of Operations data For the year ended December 31, 2012
Management fees $ 295,600 $ 6,649 $ 302,249
Net Loss Before Other Items (6,222,798) (6,649) (6,229,447)
Changes in fair value of derivative liabilities 536,527 (307,375) 229,252
NET LOSS $ (5,857,943) $ (313,924) $ (6,171,867)

As reported Adjustment As restated
Consolidated Statement of Operations data From July 27, 1999 (inception) to December 31, 2012
Management fees $ 3,067,654 $ 6,649 $ 3,074,303
Net Loss Before Other Items (41,491,894) (6,649) (41,498,543)
Changes in fair value of derivative liabilities 4,611,667 (307,375) 4,304,392
NET LOSS $ (49,580,159) $ (313,924) $ (49,894,083)




NOTE 1: NATURE OF OPERATIONS

TapImmune Inc. (the “Company”), a Nevada corporation incorporated in 1992, is a clinical development stage company which was formed for the purpose of
building a biotechnology business specializing in the discovery and development of immunotherapeutics aimed at the treatment of cancer, and therapies for
infectious diseases, autoimmune disorders and transplant tissue rejection.

Since inception, the Company has been party to various Collaborative Research Agreements (“CRA”) working with universities to carry out development of the
licensed technology and providing TapImmune the option to acquire the rights to commercialize any additional technologies developed within the CRA. The
lead product candidate, a set of Class II HER2/neu antigens is in Phase I clinical trials in breast cancer patients at the Mayo Clinic. This product will be
combined with a novel Class I HER2/neu antigen in further clinical trials and with TapImmune’s expression vector technology containing TAP in a “boost”
strategy. TapImmune has a license and an exclusive option to license the HER2/neu antigen technologies from the Mayo Clinic. The TAP technology is now
wholly owned and with no ongoing license or royalty, resulting from these license agreements is an immunotherapy vaccine, on which the Company has been
completing pre-clinical work in anticipation of clinical trials. Specifically, the Company has obtained and expanded on three U.S. and international patents,
tested various viral vectors, licensed a viral vector and is working towards production of a clinical grade vaccine. The Company plans to continue development
of the lead product vaccine through to clinical trials in both oncology and infectious diseases alone or in partnership with other vaccine developers.

These consolidated financial statements have been prepared on the basis of a going concern which contemplates the realization of assets and the satisfaction of
liabilities in the normal course of business. As at June 30, 2013, the Company had a working capital deficiency of $4,770,426 and has incurred significant losses
since inception. Further losses are anticipated in the development stage raising substantial doubt as to the Company’s ability to continue as a going concern. The
ability of the Company to continue as a going concern is dependent on raising additional capital to fund ongoing research and development, maintenance and
protection of patents, accommodation from certain debt obligations and ultimately on generating future profitable operations. Planned expenditures relating to
future clinical trials of the Company’s immunotherapy vaccine will require significant additional funding. The Company is dependent on future financings to
fund ongoing research and development as well as working capital requirements. The Company’s future capital requirements will depend on many factors
including the rate and extent of scientific progress in its research and development programs, the timing, cost and scope involved in clinical trials, obtaining
regulatory approvals, pursuing further patent protections and the timing and costs of commercialization activities.

Management is addressing going concern remediation through seeking new sources of capital, restructuring and retiring debt through conversion to equity and
debt settlement arrangements with creditors, cost reduction programs and seeking possible joint venture participation. Management’s plans are intended to
return the Company to financial stability and improve continuing operations. The Company is continuing initiatives to raise capital through private placements,
related party loans and other institutional sources to meet immediate working capital requirements.

Additional funding was raised through equity and debt placements in 2013 and 2012, and management intends to continue restructuring outstanding debt and
equity instruments. Additional capital is required currently to expand programs including pre-clinical work and to establish future manufacturing contracts
necessary for clinical trials for the lead TAP (Transporters of Antigen Processing) vaccine and infectious disease adjuvant technology. Strategic partnerships will
be needed to continue the product development portfolio and fund development costs. These measures, if successful, may contribute to reduce the risk of going
concern uncertainties for the Company over the next twelve months.

There is no certainty that the Company will be able to arrange sufficient funding to satisfy current debt obligations or to continue development of products to
marketability.

NOTE 2: UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS FOR AN INTERIM PERIOD

Basis of Presentation

In the opinion of management, the accompanying balance sheets and related interim statements of operations and cash flows include all adjustments, consisting
only of normal recurring items, necessary for their fair presentation in conformity with accounting principles generally accepted in the United States of America
(“U.S. GAAP”). Preparing financial statements requires management to make estimates and assumptions that affect the reported amounts of assets, liabilities,
and expenses. Significant areas requiring management’s estimates and assumptions include deferred taxes and related tax balances and disclosures, determining
the fair value of stock-based compensation and stock based transactions, the fair value of the components of the convertible notes payable, foreign exchange
gains and losses, allocation of costs to research and development and accrued liabilities. Matters impacting the company’s ability to continue as a going concern
and contingencies also involve the use of estimates and assumptions.

Interim results are not necessarily indicative of results for a full year. The information included in this quarterly report on Form 10-Q should be read in
conjunction with information included in the Company’s annual report on Form 10-K filed on May 15, 2013, with the U.S. Securities and Exchange
Commission.




NOTE 3: RESEARCH AGREEMENTS

Crucell Holland B.V. (“Crucell”) — Research License and Option Agreement

Effective August 7, 2003, Crucell and the Company’s subsidiary GPI entered into a five-year research license and option agreement whereby Crucell granted to
GPI a non-exclusive worldwide license for the research use of its adenovirus technology. The Company was required to make certain payments over the five-
year term totaling Euro €450,000 (approximately $510,100).

At December 31, 2008, $243,598 (€172,801) was owing to Crucell under this agreement. During the year ended December 31, 2009, management negotiated a
settlement of the outstanding balance requiring a €17,000 cash payment (paid) and the issuance of 265,000 shares of the Company’s common stock.

In addition, retroactively effective August 7, 2008, the Company negotiated an amended license agreement for the use of Crucell’s adenovirus technology. The
Company is required to make annual license payments on the anniversary of the effective date for the three year term equal to €75,000 per annum. As at June
30, 2013, the Company had accrued $492,365 (€378,384) under the amended agreement, inclusive of interest on outstanding amounts. The Company is
currently delinquent on making its first annual license payment under the amended license agreement. Crucell has the right to cancel the agreement however, to
date, the Company has not received any notice terminating the license agreement. Management plans to negotiate an amended payment structure with Crucell
that, if successful, would allow the Company to maintain the license agreement in good standing. However, there is no certainty that the license agreement will
be maintained or that management will successfully negotiate new terms.

Mayo Clinic —License Option Agreement

For details regarding the license option agreement with Mayo Clinic, please refer to Note 11.
NOTE 4: DERIVATIVE WARRANT AND CONVERSION OPTION LIABILITY AND FAIR VALUE

The Company has evaluated the application ASC 480-10 Distinguishing liabilities from equity, ASC 815-40 Contracts in an Entity’s Own Equity and ASC 718-
10 Compensation — Stock Compensation to the issued and outstanding warrants to purchase common stock that were issued with the convertible notes, private
placements, consulting agreements, and various debt settlements during 2009 through 2013. Based on the guidance, management concluded these instruments
are required to be accounted for as derivatives either due to a ratchet down protection feature available on the exercise price (Note 5) or a holder’s right to put
the warrants back to the Company for cash under certain conditions or a conversion option feature with conversion into variable number of shares. Under ASC
815-40-25, the Company records the fair value of these warrants and conversion options (derivatives) on its balance sheet, at fair value, with changes in the
values reflected in the statements of operations as “Changes in fair value of derivative liabilities”. The fair value of the share purchase warrants are recorded on
the balance sheet under ‘Derivative liability — warrants’ and the fair value of the conversion options are recorded on the balance sheet under ‘Derivative liability
— conversion option’.

ASC 820-10 defines fair value as the exchange price that would be received for an asset or paid to transfer a liability (an exit price) in the principal or most
advantageous market for the asset or liability in an orderly transaction between market participants on the measurement date. ASC 820-10 also establishes a fair
value hierarchy which requires an entity to maximize the use of observable inputs and minimize the use of unobservable inputs when measuring fair value. ASC
820-10 describes three levels of inputs that may be used to measure fair value: Level 1 — Quoted prices in active markets for identical assets or liabilities; Level
2 — Observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities; or other inputs that are observable or can be corroborated
by observable market data for substantially the full term of the assets or liabilities; and Level 3 — Unobservable inputs that are supported by little or no market
activity and that are financial instruments whose values are determined using pricing models, discounted cash flow methodologies, or similar techniques, as well
as instruments for which the determination of fair value requires significant judgment or estimation. The Company’s Level 3 liabilities consist of the derivative
liabilities associated with the warrants issued with the convertible notes during the year ended December 31, 2011. At December 31, 2012, all of the Company’s
derivative liabilities were categorized as Level 3 fair value liabilities. If the inputs used to measure the financial assets and liabilities fall within more than one
level described above, the categorization is based on the lowest level input that is significant to the fair value measurement of the instrument.




Level 3 Valuation Techniques

Financial liabilities are considered Level 3 when their fair values are determined using pricing models, discounted cash flow methodologies or similar
techniques and at least one significant model assumption or input is unobservable. Level 3 financial liabilities consist of the notes and warrants for which there
is no current market for these securities such that the determination of fair value requires significant judgment or estimation.

Determining fair value of share purchase warrants and conversion options, given the Company’s stage of development and financial position, is highly
subjective and identifying appropriate measurement criteria and models is subject to uncertainty. There are several generally accepted pricing models for
warrants and options and derivative provisions. The Company has chosen to value the warrants and conversion option on the notes that contain ratchet down
provisions using the Binomial model under the following assumptions:

December 31, 2012 June 30, 2013
Expected Life Expected Life
(Years) Risk free Rate Dividend yield  Volatility (Years)  Risk free Rate Dividend yield Volatility
Share purchase warrants 0.08 to 3.78 0.02% to 0.00% 199% 1.42 to 4.00 0.15% to 0.00% 161.6%
0.36% 0.66% t0199%
December 31, 2012 June 30, 2013
Expected Life Expected Life

(Years) Risk free Rate Dividend yield Volatility (Years) Risk free Rate Dividend yield Volatility

Conversion Option 0.003t00.89  0.05% to 0.00% 100.88% to 0.26 t0 0.99 0.04% to 0.00% 108% to
0.19% 141.21% 0.15% 156.41%

The foregoing assumptions are reviewed quarterly and are subject to change based primarily on management’s assessment of the probability of the events
described occurring. Accordingly, changes to these assessments could materially affect the valuations.

Financial Assets and Liabilities Measured at Fair Value on a Recurring Basis

Financial assets and liabilities measured at fair value on a recurring basis are summarized below and disclosed on the balance sheet under Derivative liability —
warrants and Derivative liability — conversion option:

As of June 30, 2013
Fair Value Measurements

Carrying
Value Level 1 Level 2 Level 3 Total
Derivative liability - warrants $ 152,772 - - % 152,772  $ 152,772
Derivative liability — conversion option 127,100 - - 127,100 127,100
Total $ 279,872 - -3 279,872 $ 279,872
As of December 31, 2012
Fair Value Measurements Using
Carrying
Value Level 1 Level 2 Level 3 Total
Derivative liability - warrants $ 977,086 - - $ 977,086 $ 977,086
Derivative liability — conversion option 867,575 - - 867,575 867,575
Total $ 1,844,661 - - $ 1,844,661 $ 1,844,661




The table below provides a summary of the changes in fair value, including net transfers, in and/or out, of financial assets and liabilities measured at fair value
on a recurring basis using significant unobservable inputs (Level 3) during the six months ended June 30, 2013 and the year ended December 31, 2012:

Fair Value Measurements Using Level 3 Inputs

Derivative

Derivative liability —

liability - conversion

warrants option Total
Balance, December 31, 2011 $ 1,317,834 % - $ 1,317,834
Additions during the year 300,000 737,700 1,037,700
Total unrealized (gains) or losses included in net loss (597,127) 129,875 (467,252)
Debt settlement (43,621) - (43,621)
Transfers in and/or out of Level 3 - - -
Balance, December 31, 2012 977,086 867,575 1,844,661
Additions during the year 96,000 217,700 313,700
Total unrealized (gains) or losses included in net loss (920,314) (958,175) (1,878,489)
Transfers in and/or out of Level 3 - - -
Balance, June 30, 2013 $ 152,772  $ 127,100 $ 279,872

The fair value of the warrants is determined using a Binomial option pricing model. The valuation of warrants is subjective and is affected by changes in inputs
to the valuation model including the price per share of common stock, the historical volatility of the stock price, risk-free rates based on U.S. Treasury security
yields, the expected term of the warrants and dividend yield. Changes in these assumptions can materially affect the fair value estimate. The Company could
ultimately incur amounts to settle the warrant at a cash settlement value that is significantly different than the carrying value of the liability on the financial
statements. The Company will continue to classify the fair value of the warrants as a liability until the warrants are exercised, expire, or are amended in a way
that would no longer require these warrants to be classified as a liability. Changes in the fair value of the common stock warrants liability are recognized as a
component of other income (expense) in the statement of operations.

The net cash settlement value at the time of any future Fundamental Transaction will depend upon the value of the following inputs at that time: the
consideration value per share of the Company’s common stock, the volatility of the Company’s common stock, the remaining term of the warrant from
announcement date, the risk-free interest rate based on U.S. Treasury security yields, and the Company’s dividend yield. The warrant requires use of a volatility
assumption equal to the greater of 100% and the 100-day volatility function determined as of the trading day immediately following announcement of a
Fundamental Transaction.




NOTE 5: CONVERTIBLE NOTES PAYABLE

The following is a summary of debt instrument transactions that are relevant to the current year:

Principal Unamortized Balance at
Repayment/ Note March 31,
Face Value Settlement Discount 2013
February 2011 Secured Convertible Notes
Senior Secured Notes, due February 24, 2014 $ 1,184,694 $ 203,836 $ 87,269 $ 893,589
April 2011 Secured Convertible Notes
Senior Secured Notes, due April 4, 2014 215,000 - 26,128 188,872
June 2011 Secured Convertible Note
Senior Secured Notes, due June 6, 2014 30,000 - 2,582 27,418
August 8, 2012 Convertible Note
Note due August 8, 2013 111,430 111,430 - -
August 12, 2012 Convertible Note
Note became due November 12, 2012 27,500 - - 27,500
August 20, 2012 Convertible Note
Note due August 20, 2013 20,000 - 2,795 17,205
September 18, 2012 Convertible Note
Note due October 1, 2013 82,500 70,000 3,051 9,449
October 2012 Convertible Note
Note due October 15, 2013 340,000 - 99,671 240,329
October 9, 2012 Convertible Notes 100,000 100,000 - -
November 1, 2012 Convertible Note
Note due April 30, 2013 31,471 31,471 - -
November 20, 2012 Convertible Note
Note due November 20, 2013 55,710 17,540 14,954 23,216
December 14, 2012 Convertible Note
Note due April 18, 2013 189,210 189,210 - -
December 18, 2012 Convertible Note
Note due December 14, 2013 50,000 - - 50,000
January 5, 2013 Convertible Notes 567,729 - - 567,729
February 27, 2013 Convertible Note
Note due February 27, 2014 55,710 - 33,423 22,287
April 2, 2013 Convertible Notes 80,967 - - 80,967
April 18, 2013 Convertible Note
Note due December 18, 2013 60,000 - 22,654 37,346
May 5, 2013 Convertible Notes 45,000 - - 45,000
May 14, 2013 Convertible Note
Note due May 14, 2014 126,000 - 109,775 16,225
June 27, 2013 Convertible Note
Note due June 27, 2014 36,333 - 33,258 3,075
Total $ 3,409,254 % 723,487 $ 435,560 $ 2,250,207
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February 2011 Secured Convertible Notes

On February 24, 2011, the Company entered into a securities purchase agreement with accredited investors to place Senior Secured Convertible Notes (the
“February 2011 Notes”) with a maturity date of three years after the issuance thereof in the aggregate principal amount of $1,184,694. Consideration under the
notes consisted of $944,694 in cash proceeds, including accrued interest, and $240,000 was subscribed for by two of the holders of outstanding and demandable
2010 secured convertible notes (the “2010 Notes”). The holders of the 2010 Notes returned their Series A, Series B and Series C warrants to the Company for
cancellation. In connection with the issuance of the February 2011 Notes, the Company entered into a 2011 Security Agreement with the note holders securing
the February 2011 Notes with all of the Company’s assets. One year after the issuance of the February 2011 Notes, the note holders have the option to convert a
portion or all of the outstanding balance of the February 2011 Notes including any accrued interest into shares of the Company’s common stock at a conversion
rate of $0.15 per share.

The February 2011 Notes bear interest at the rate of 10% per annum except in case of default, in which case they bear interest at the rate of 20% per annum. The
interest is due on the February 2011 Notes at the end of each three month period, starting three months from their issuance. One year after the issuance of the
February 2011 Notes, the Company may elect to prepay a portion of the principal. If the Company makes such an election, the holders may elect to receive such
prepayment in cash or in shares of the Company’s common stock, at a conversion rate of $0.15 per share, or in a combination thereof.

The Company paid a finders’ fee of $41,500. The finder’s fee was accounted for as deferred financing costs, and is being amortized over the term of the notes.
At June 30, 2013, $8,148 of the $23,794 in deferred financing costs relates to the February 2011 Notes which remains unamortized, and is presented in the
current assets on the Company’s Balance Sheet.

In connection with the issuance of the February 2011 Notes, the Company issued 2,369,388 warrants, exercisable into common stock at $0.25 with five year
terms. The Company may force the exercise of the warrants at any time that the average volume weighted average price of the Company’s common stock over
the prior ten trading days is greater than $0.50, the average daily dollar volume of the Company’s common stock sold over those ten trading days is greater than
$25,000 and there is an effective registration statement covering the resale of the shares underlying the warrants.

The Company has allocated the net proceeds to the warrants based on the calculated fair value at the date of issuance. The fair value of the warrants was
recorded at $483,355 and recognized as derivative liabilities and the debt was recorded at $701,339. The fair value of the warrants was calculated using the
Binomial option pricing model under the following assumptions: estimated life of five years, risk free rate of 2.06%, dividend yield of 0% and volatility of
199%. The debt discount is being accreted over the three year term of the February 2011 Notes using the effective interest rate method.

During the year ended December 31, 2012, one of the investors settled the principal amount of $203,836 and accrued interest of $16,419 of the February 2011
Notes in exchange for December 14, 2012 Convertible Note (the “December 14, 2012 Note”).

For the six months ended June 30, 2013, accretion of the debt discount of $66,090 was recorded for the February 2011 Notes.
April 2011 Secured Convertible Notes

On April 4, 2011, the Company entered into a securities purchase agreement with accredited investors to place Senior Secured Convertible Notes (the “April
2011 Notes”) with a maturity date of three years after the issuance thereof in the aggregate principal amount of $215,000. Consideration under the notes
consisted of $190,000 in cash proceeds, and $25,000 was subscribed for by a holder of 2010 Notes in exchange for the extinguishment of the Series A, Series B
and Series C warrants related to the 2010 Notes. In connection with the issuance of the April 2011 Notes, the Company entered into a 2011 Security Agreement
with the note holders securing the April 2011 Notes with a secondary security interest in all of the Company’s assets. One year after the issuance of the April
2011 Notes, the note holders have the option to convert a portion or all of the outstanding balance of the April 2011 Notes including any accrued interest into
shares of the Company’s common stock at a conversion rate of $0.15 per share.

The April 2011 Notes bear interest at the rate of 10% per annum except in case of default, in which case they bear interest at the rate of 20% per annum. The
interest is due on the April 2011 Notes at the end of each three month period, starting three months from their issuance. One year after the issuance of the April
2011 Notes, the Company may elect to prepay a portion of the principal. If the Company makes such an election, the holders may elect to receive such
prepayment in cash or in shares of the Company’s common stock, at a conversion rate of $0.15 per share, or in a combination thereof.
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The Company paid a finders’ fee of $4,550. The finder’s fee was accounted for as deferred financing costs, and is being amortized over the term of the notes. At
June 30, 2013, $1,139 of the $23,794 in deferred financing costs relates to the April 2011 Notes which remains unamortized, and is presented in the current
assets on the Company’s Balance Sheet.

In connection with the issuance of the April 2011 Notes, the Company issued 430,000 warrants, exercisable into common stock at $0.25 with 2 year terms. The
Company may force the exercise of the warrants at any time that the average volume weighted average price of the Company’s common stock over the prior ten
trading days is greater than $0.50, the average daily dollar volume of the Company’s common stock sold over those ten trading days is greater than $25,000 and
there is an effective registration statement covering the resale of the shares underlying the warrants.

The Company has allocated the net proceeds to the warrants based on the calculated fair value. The fair value of the warrants was recorded at $130,720 and
recognized as derivative liabilities and the debt was recorded at $84,280. The fair value of the warrants was calculated using the Binomial option pricing model
under the following assumptions: estimated life of two years, risk free rate of 0.77%, dividend yield of 0% and volatility of 199%. The debt discount is being
accreted over the three year term of the April 2011 Notes using the effective interest rate method.

For the six months ended June 30, 2013, accretion of the debt discount of $17,011 was recorded for the April 2011 Notes.
June 2011 Secured Convertible Note

On June 6, 2011, the Company entered into a securities purchase agreement with accredited investors to place Senior Secured Convertible Note (the “June 2011
Note”) with a maturity date of three years after the issuance thereof in the aggregate principal amount of $30,000. In connection with the issuance of the June
2011 Note, the Company entered into a 2011 Security Agreement with the note holder securing the June 2011 Note with a secondary security interest in all of
the Company’s assets. One year after the issuance of the June 2011 Note, the note holder has the option to convert a portion or all of the outstanding balance of
the June 2011 Note including any accrued interest into shares of the Company’s common stock at a conversion rate of $0.15 per share.

The June 2011 Note bears interest at the rate of 10% per annum except in case of default, in which case it bears interest at the rate of 20% per annum. The
interest is due on the June 2011 Note at the end of each three month period, starting three months from its issuance. One year after the issuance of the June 2011
Note, the Company may elect to prepay a portion of the principal. If the Company makes such an election, the holders may elect to receive such prepayment in
cash or in shares of the Company’s common stock, at a conversion rate of $0.15 per share, or in a combination thereof.

In connection with the issuance of the June 2011 Note, the Company issued 60,000 warrants, exercisable into common stock at $0.25 with two year terms. The
Company may force the exercise of the warrants at any time that the average volume weighted average price of the Company’s common stock over the prior ten
trading days is greater than $0.50, the average daily dollar volume of the Company’s common stock sold over those ten trading days is greater than $25,000 and
there is an effective registration statement covering the resale of the shares underlying the warrants.

The Company has allocated the net proceeds to the warrants based on the calculated fair value. The fair value of the warrants was recorded at $8,280 and
recognized as derivative liabilities and the debt was recorded at $21,720. The fair value of the warrants was calculated using the Binomial option pricing model
under the following assumptions: estimated life of two years, risk free rate of 0.43%, dividend yield of 0% and volatility of 199%. The debt discount is being
accreted over the three year term of the June 2011 Note using the effective interest rate method.

For the six months ended June 30, 2013, accretion of the debt discount of $1,371 was recorded for the June 2011 Note.

August 8, 2012 Convertible Note

On August 8, 2012, the Company entered into a securities purchase agreement with an accredited investor to place a Convertible Note (the “August 8, 2012
Note”) with a maturity date of one year after the issuance thereof in the aggregate principal amount of $111,430. Consideration under the notes consisted of
$92,000 in cash proceeds after $8,000 payment of finders’ fee and an original issue discount of $11,430. The note holder has the option to convert a portion or
all of the outstanding balance of the August 8, 2012 Note including any accrued interest into shares of the Company’s common stock at a conversion rate of

$0.09 per share or 70% of the lowest traded price in the 25 trading days prior to conversion.

The August 8, 2012 Note carries no interest if the Company repays the note within 90 days from issuance. If the Company does not repay the note within 90
days, a one-time interest of 5% shall apply to the principal sum.

During the six months ended June 30, 2013, the investor converted the principal amount of $111,430 and accrued interest of the August 8, 2012 Note into
common shares (Note 9).

The finder’s fee of $8,000 was accounted for as deferred financing costs, and is being amortized over the term of the note. At June 30, 2013, $nil of the $23,794
in deferred financing costs relates to the August 8, 2012 Note which has been fully expensed during the current period with the conversion of the debt.
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The Company has allocated the net proceeds to the conversion option based on the calculated fair value. The fair value of the conversion option was recorded at
$155,700 and recognized as a derivative liability and the debt was recorded at $nil. The transaction resulted in an accounting loss on debt financing of $55,700.
The fair value of the conversion option was calculated using the Binomial option pricing model under the following assumptions: estimated life of one year, risk
free rate of 0.19%, dividend yield of 0% and volatility of 139.77%. The debt discount has been accreted up to the dates of conversion of the August 8, 2012
Note using the effective interest rate method and the balance of unamortized debt discount of $34,681has been accounted for as loss on settlement of debt.

For the six months ended June 30, 2013, accretion of the debt discount of $32,482 was recorded for the August 8, 2012 Note.
August 12, 2012 Convertible Note

On August 12, 2012, the Company entered into 