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Intellinetics Inc. Speculative Buy 
 Howard Halpern 
INLX $0.15 — (OTC) April 9, 2018 
 2016 A 2017 A 2018 E 2019 E 
Revenue (in millions) $2.6 $2.6 $2.8 $3.2 
Earnings (loss) per share ($0.09) ($0.08) ($0.11) ($0.09) 
 
52-Week range $1.00 – $0.12 Fiscal year ends: December 
Shares outstanding a/o 3/27/18 17.7 million Revenue/shares (ttm) $0.15 
Approximate float 6.5 million Price/Sales (ttm) 1.0X 
Market Capitalization $2.7 million Price/Sales (2019) E 0.8X 
Tangible Book value/shr ($0.15) Price/Earnings (ttm) NMF 
Price/Book NMF Price/Earnings (2019) E NMF 
Intellinetics Inc., headquartered in Columbus, OH, has developed IntelliCloud™, a software solutions platform enabling customers to capture and manage documents 
across its operations.  IntelliCloud is a secure document management solution for organizations that have critical document requirements such as for audit trails and 
credentialing.  The company’s primarily targets are organization and governmental agencies within the health and human services and education (K - 12) markets.   
Key Investment Considerations:  

Maintaining our Speculative Buy rating and 12-month price target of $0.30 per share. 
 
Intellinetics’ IntelliCloud software solutions platform has growth potential within the records management 
services segment of the $5.7 billion document management services (DMS) industry.  According to IBISWorld, 
the records management segment is projected to generate revenue of nearly $5 billion within the DMS 
industry, which should have revenue of at least $6.6 billion by 2023.   
 
At the end of 3Q17, INLX hired James DeSocio as its CEO to lead the company’s direct sales and marketing 
efforts in order to build a strong customer base for its IntelliCloud software-as-a-service (SaaS) revenue model.  
The company’s near-term aim is to penetrate county agencies in the state of Ohio and five surrounding states 
in the Midwest, where we estimate thousands of potential customers exist.  
 
For 2018, we project a net loss of $1.9 million or ($0.11) per share (our prior forecast was $1.4 million or 
($0.08) per share) on revenue of $2.8 million (unchanged). Revenue growth in 2018 should be supported by a 
39.8% increase in recurring SaaS revenue, up from 19.2% growth in 2017.  Restraining total revenue growth 
are decreases in professional and third party service sales. 
 
For 2019, we increased our net loss projection by $385,000 to $1.6 million or ($0.09) per share on total revenue 
growth of 14.4% to $3.2 million (unchanged).  Our revenue forecast reflects 35.4% growth in SaaS sales to 
$1.2 million as sales and marketing efforts should translate into an increased customer base.  We anticipate an 
increase in professional service fees reflecting increased customer requests for software customization.  The 
net loss increase reflects higher than anticipated operating expenses in order to support SaaS revenue growth.   
 
Unless software revenue exceeds our 2018 and 2019 forecasts of $455,000 and $420,000, respectively, the 
company is likely to need additional capital of approximately $1 million (factored into our forecast) in order to 
maintain its sales and marketing initiatives for its SaaS revenue model. 
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Appreciation Potential  
 
We are maintaining coverage of Intellinetics Inc. with a Speculative Buy rating and 12-month price target of 
$0.30 per share. 
 
Our rating reflects the company’s estimated 
growth from its Software-as-a-Service (SaaS) 
model for the IntelliCloud software solutions 
platform.  We project annualized growth of 
44.2% to $1.2 million in 2019 (see chart on 
right) from 2014.  In 4Q17, James DeSocio, 
the recently hired President and CEO of INLX 
is leading direct sales and marketing 
initiatives primarily for organizations and 
governmental agencies within the health and 
human services and education (K to 12) 
markets in order to build IntelliCloud’s 
customer base and recurring (SaaS) revenue.  Entering 2018, INLX had customers in at least 56 of the 88 counties in 
the state of Ohio primarily with county government agencies and associated organizations providing services to 
people that are disabled or have a disability.  Near-term growth is substantial (thousands of potential customers) as 
INLX attempts to replicate and broaden its operations in five surrounding states in the Midwest. 
 
Our 12-month price target of $0.30 per share (unchanged) reflects sales growth through 2019.  We estimate 
2019 sales per share of $0.18 based on 17.7 million shares outstanding from total sales of $3.2 million including 
SaaS revenue.  Our share count estimate does not include the potential for the issuance of up to 10.8 million shares of 
common stock if convertible debt including interest (issued in 4Q17) is converted at the exercise price of $0.20 per 
share.  According to MSN Money, the average trailing price-to-sales multiple for the Application Software industry 
is 5.9X (prior was 6.1X).  We anticipate (based on forecasted SaaS revenue growth of 35.4% in 2019 versus industry 
growth of 13.4%) investors could accord INLX a price-to-sales multiple approaching the industry, significantly offset 
by a higher discount factor accounting for potential dilution of convertible debt issued in 2017.  We applied a 
multiple of 3X (unchanged) to our 2019 sales per share forecast of $0.18, discounted by 45% (accounting for 
execution and dilution risks) to obtain a year-ahead value of approximately $0.30 per share.  
 
Intellinetics Inc. valuation is likely to remain at a discount relative to the industry due to lack of profits, financing 
costs, and the potential dilution from convertible financings in 2017 and 2016.  Valuation improvement is likely to be 
gradual and contingent upon consistent annual SaaS revenue growth, expense leverage, and a narrowing of the 
company’s cash burn and EBITDA losses.  We forecast Intellinetics to have an EBITDA loss of $558,000 in 2019 an 
improvement from a loss of $864,000 in 2018.  We are forecasting operating losses for 2018 and 2019 of $1.1 
million and $805,000, respectively, with cash burn of $1.2 million in 2019. 
 
In our view, Intellinetics Inc. is most suitable for high-risk tolerant investors seeking exposure to a microcap 
technology company that is attempting to build a solid SaaS recurring revenue customer base. 
 
Overview  
 
Intellinetics Inc., headquartered in Columbus, OH, has developed a software solutions platform (IntelliCloud) that 
allows customers to capture and manage documents across its operations.  IntelliCloud is a secure document 
management solution for organizations that have critical document requirements such as for audit trails and 
credentialing.  The company is targeting organizations and governmental agencies (state and local) within the health 
and human services and education (K - 12) markets initially in the Midwestern US states. 
 
IntelliCloud, is cloud computing enabled technology based on 20 years development in partnership with Intel.  While 
the direct sales and marketing initiatives should be the primary growth driver through our forecast period, the 
company could still derive sales from its channel partners. 
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The IntelliCould software solution platform enables customers to capture and manage documents across operations 
such as scanned hard-copy documents and digital documents, images, audio, video and emails that is secure and 
compliant to a customers industry regulation, as well as being continually backed-up to avoid data loss.  
 

 History 
Intellinetics, Inc., (fka GlobalWise Investments, Inc.), is a Nevada holding company incorporated in 1997, with a 
single operating subsidiary, Intellinetics, Inc., an Ohio corporation.  Intellinetics Ohio was incorporated in 1996, and 
on February 10, 2012, Intellinetics Ohio became the sole operating subsidiary of Intellinetics as a result of a reverse 
merger and recapitalization. 
 
IntelliCloud™ Solutions Platform  
 
IntelliCloud customers can obtain use of the offering by either purchasing for installation onto their equipment, or by 
accessing the platform through cloud-based software-as-a-service SaaS model.  The company anticipates the SaaS 
model will increase and become a growing priority in the market for customers and should represent the most 
significant strategic part of INLX’s revenue growth opportunities.  The IntelliCloud software solutions platform is a 
Windows application that can have unlimited downloads and installs enabling customers secure access even from 
remote locations.  The platform has in excess of 50 pre-configured industry solutions ready for deployment. 
 
The primary modules of 
IntelliCloud (pictured 
on the right) include 
Capture, Gateway, 
Storage, and Desktop. 
 
The capture component enables all network-scanned capable multi-function devices (MFDs) to route documents 
directly to the IntelliCloud platform.  The capture technology enables customers to customize scan–to-network 
documents directly to gateway department specific soft-keys (a button or key that is preprogrammed) sending 
documents to unique workflows, as well as providing optional image processing, analysis, and data extraction.    
 
The gateway mini-computer powered by an Intel chip can support hundreds of single and MFDs and enables the 
solution to securely route encrypted documents to storage.  The gateway can also provide support for additional data 
streams such as enterprise resource planning information systems and fax streams.  The platform’s storage enables 
documents and data to be stored securely in the cloud and on-site along with comprehensive data backup protection 
that is provided 24/7/365. 
 
IntelliCloud’s other modules include AuditShield™, Records management, and Workflow.  AuditShield supports 
compliance and audit-readiness by identifying missing documents through is a comprehensive exception-reporting 
engine.  Records management addresses customer needs relating to long-term retention of content ensuring legal, 
regulatory and industry compliance.  Workflow supports business processes, routing content electronically, assigning 
work tasks and states (e.g., reviews or approvals), and creating related audit trails and advanced capture for invoice 
processing.  
 
Document Management Market 
 
According to IBISWorld, the Document Management Services industry should reach $6.6 billion in 2023, up from 
and estimated $5.7 billion in 2017 (see chart on top of next page).  The industry is divided into companies that 
provide commercial and government clients with outsourced records storage, document destruction services and 
digital conversion of paper-based records.  The growth in the industry reflects increasing regulatory requirements 
mandating the retention of company records.  Operators in the industry, such as Intellinetics, should benefit from 
sustained demand for secure document storage in electronic form.  

Source: Company Presentation 
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IBISWorld estimates records management services segment revenue should reach $5 billion in 2023, up from an 
estimated $4.3 billion in 2017 (forecast assumes that 74.9% of the segment remains through 2023 – see chart below). 
One of the primary drivers of industry and 
segment growth is the increasing demand for 
digital conversion services.  Industry participates 
estimate that only 1% of stored paper documents 
have been converted into digital files.  In the next 
five-years, industry operators anticipate the digital 
conversion of medical records should be a 
significant growth opportunity. 
 
Additional industry growth drivers include overall 
economic growth, stricter records management 
required by various governmental and industry 
regulatory authorities, as well as records 
requirements for potential litigation.  Companies 
within the industry must provide a platform that is cost-effective and secure for outsourcing document and record 
management.   
 
In December 2017, ResearchandMarkets.com published a report for the Document Management Systems market that 
indicates it could approach $6.9 billion by 2023, up from nearly $3.6 billion in 2017 for annualized growth of 11.2%. 
 
The report observed that growth should be fueled by the increasing need to streamline business operations, the 
benefits of digitizing content across enterprises, the increasing need to adhere to compliance requirements, and the 
increasing adoption of cloud-based services and cloud computing.  Restraining potential customers from engaging 
companies in the industry tend to be high in implementation costs.  INLX’s IntelliCloud software solutions platform 
should enable it to target and penetrate the small business market. 
 
Industry solutions for large business organizations tend to be designed to integrate document management systems 
with real-time data that enables tracking the changes done in a document and storing different versions of the same 
document.  The solutions offered within the industry can provide a secure location for storing electronic documents 
and indexing them for the quick retrieval of a particular version of the document. 
 
Customers seeking a document management solution have begun to embrace a hybrid deployment model that allows 
an organization to move their most vital data to a private cloud without compromising on security and their non-
sensitive data to a public cloud.  Analysts estimate this is likely to be the fastest-growing segment over the next five 
years due to the flexibility, technical control, enhanced security, and adherence to compliance requirements it offers.  
 
Sales growth in North America reflects increasing demand for cost-effective and efficient business process solutions, 
as well as dealing with high infrastructure costs, strict policies, and increased regulatory framework. 
 
Growth Strategy  
 
The company aims to accelerate adoption of its IntelliCloud software solutions platform through individual sales 
channels (see chart on the right).  The direct 
sales channel, managements primary focus, 
has a sales team of five professionals that 
will market to state and local government 
agencies, and public and private 
organizations that have contact with those 
government agencies, in order to establish 
relationships to meet their document 
management, compliance, credentialing, 
and storage needs.    

Document Management Services Industry -- $5.7 Billion 
Revenue Est. 2017 

 

Primary Focus 

Source: Company Presentation and Taglich Brothers Expectations 
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The chart on the bottom of the prior page depicts the company’s sales growth strategy that has evolved to primarily 
direct sales from partners and resellers.  The primary factor in focusing on a direct sales effort is the company can 
market its IntelliCould offering from compiling lists of potential customers and making a direct sale pitch utilizing 
case studies for the customer’s specific industry (a push sales model).  Appointed as the company’s President and 
CEO at the end of September 2017, James DeSocio is leading the company’s marketing and strategic efforts.  He is 
identifying potential company and organization verticals that should benefit from the company’s IntelliCloud 
offering.  By mining the company’s own internal customer data, the company found governmental agencies 
(primarily on the county level) and supporting public and private organizations in the Human Services sectors should 
be targeted by the company’s sale team. 
 
Human Services 
The human services profession is one that promotes improved service delivery systems by addressing not only the 
quality of direct services, but also by seeking to improve accessibility, accountability, and coordination among 
professionals and agencies in service delivery.  Some of Intellinetics customers in this sector (listed in the chart 
below) are primarily in the Developmental 
Disability space. 
 
There are a number of ways the services 
are provided to the public.  One of the 
three main distinctions is the providing of 
basic needs and services for those in crisis 
who are seeking shelter, food and a safe 
environment such as the homeless, 
children in abusive households or a family in need of food.  Others include people with chronic problems in their life 
such as someone seeking mental health treatment, substance abuse counseling or medical treatments for chronic 
conditions. At the broadest level are agencies that have been established to improve public health, safety and 
economic conditions.  
 
While the largest employer of the human services workforce is state or local government agencies, there is some 
diversification from nonprofit organizations.  Nonprofits fill a void that state and local government agencies are 
unable or incapable of providing.   Examples include women's shelters, homeless outreach, programs for the 
disabled, etc.  
 
The company aims to penetrate county agencies in the state of Ohio and surrounding states in the Midwest.  The 
company entered 2018 with customers in 56 of the 88 counties in the state of Ohio primarily with county government 
agencies and associated organizations providing services to people that are disabled or have a disability.  The near-
term growth is substantial, as five additional states in the Midwest have a combined total of 448 counties, each with 
numerous agencies dedicated to support people that need help in society.  The number of counties and agencies 
within those counties are just one potential set of customers for the IntelliCloud software solution platform.  The 
second set of potential customers are the organizations that have direct dealing with those agencies such as obtaining 
funding, payment, or credentialing for services provided or to be provided.  Having a unified set of document records 
would benefit all parties involved in the overall process of assisted people. A third set of potential customers within 
Midwestern states (including Ohio) are educational institutions primarily K-12.  We estimate there are in excess of 
3,900 school districts that manage approximately 16,000 schools in six Midwestern US states.  
 
Partnerships 
If the company’s partnerships developed over the past years become successful, they are likely to obtain customers in 
the small and medium-size businesses (SMBs) market.  IDC defined SMBs as businesses with fewer than 1,000 
employees.  In July 2017, consulting firm IDC issued a forecast projecting total information technology spending 
worldwide by small and medium-size businesses (SMBs) will reach $676 billion in 2021, up from an estimated $568 
billion in 2017 for an annualized growth rate of 4.5%.  In the US, spending should reach nearly $225 billion, up from 
an estimated $171 billion in 2017 for an annualized growth rate of 7%. The report indicates that smaller 
organizations will increase spending to improve their tactical needs with the aim of enhanced performance and 
productivity, which is an important trend towards digital transformation. 

Source: Company Presentation 
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IDC anticipates SMBs’ are likely to spread their information technology (IT) investments equally between hardware, 
software, and IT services as those categories consume in excess of 85% of total SMB technology spending.  The 
report projects that in 2019, software and IT services spending will surpass hardware spending.    
 
Projections  
 
Basis of Forecast 
Our forecast reflects a significant increase in customers utilizing the company’s SaaS revenue model.  We project an 
incremental increase in SaaS-based customers of at least 250 through December 31, 2019.  If achieved, with minimal 
attrition, SaaS revenue should increase in excess of 35% in each of the next two years, reaching nearly $1.2 million 
in 2019. 
 
During our forecast period to 2019, we anticipate maintenance services of at least $960,000, professional services of 
at least $375,000, and third party services of $100,000.  Our software sales forecast of $455,000 and $420,000, 
respectively, in 2018 and 2019, is highly variable.  One or two large customers could significantly increase software 
revenue.  However, software revenue could fall short of expectations if customers fail to sign agreements. 
 
We anticipate 2019 gross margin improvement to 72.2% from and estimated 70.8% in 2018 due primarily to 
expanding SaaS margins to 68.8% from 60% in 2018.  SaaS revenue growth should enable the company to leverage 
operation with minimal incremental cost of sales.  In 2017, the company had SaaS margins of 51.3%. 
 
In 2019 and 2018, we project operating expenses of $3.1 million, respectively, up from $3 million in 2017.  In 2016, 
operating expense was $3.3 million.  The decrease from 2016 is due in part to the streamlining of the company’s 
sales and marketing initiatives with a tilt towards a direct SaaS sales model. 
 
2018 
We project total revenue growth of 6% to $2.8 million (unchanged) due primarily to a 39.8% increase in recurring 
SaaS sales to $875,000 reflecting at least 100 new customers and a $9,000 increase software maintenance services to 
$975,000. Partly offsetting revenue growth should be a $77,000 decrease in professional services to $375,000 and a 
$28,000 decrease in third party services to $100,000.  We anticipate essentially flat software sales at $455,000.  
 
We project a 5.6% increase in gross profit to $2 million reflecting sales growth, partly offset by gross margin 
contracting to 70.8% from 71% in 2017.  Gross margin contraction is due primarily to diminished professional 
services margin (46.7% vs. 56.1% in 2017) nearly offset by higher margin SaaS revenue.  SaaS gross margin should 
reach 60% from 51.3% in 2017.  The operating loss should narrow to $1.1 million from $1.2 million in 2017.  We 
forecast operating expense margin improving to 111% from 116% in 2017.  We anticipate a $40,000 increase in 
operating expenses to $3.1 million with sales and marketing expense increasing $30,000 to $850,000 and G&A 
expense increasing $10,000 to $2.2 million. 
 
We project interest expense increasing to $820,000 from $610,000 due to higher debt levels from the issuance of 
convertible debt in 4Q17.  We project a net loss of $1.9 million or ($0.11) per share.  We previously forecasted a net 
loss of $1.4 million or ($0.08) per share. 
 
2019 
We project total revenue growth of 14.4% to $3.2 million (unchanged) due primarily to a 35.4% increase in recurring 
SaaS sales to nearly $1.2 million reflecting at least 110 new customers and a $140,000 increase in professional 
services at customization requests increase due to an increase in the company’s customer base.  Total revenue growth 
should be restrained by a $15,000 decrease in software maintenance service fees as the non-renewal of contracts 
exceeds the signing of new contracts and existing customer renewals and software sales decrease by $35,000.  
 
We project a 16.7% increase in gross profit to $2.3 million reflecting gross margin expansion to 72.2% from an 
estimated 70.8% in 2018.  The operating loss should narrow to $805,000 from $1.1 million in 2018.  We forecast 
operating expense margin improving to 97.5% from 111% in 2018.  We anticipate a $30,000 increase in operating 
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expenses to $3.1 million with sales and marketing expense increasing $20,000 to $870,000 and G&A expense 
increasing $10,000 to $2.2 million. 
 
We project interest expense increasing to $840,000 from $820,000 due to higher convertible debt levels.  Our net loss 
projection increased by $385,000 to $1.6 million or ($0.09) per share. 
 
Finances  
In 2018, we project cash burn of $1.5 million and a decrease in working capital of $628,000.  The decrease in 
working capital is due primarily to increases in payables and deferred revenue.  Borrowings will not cover cash used 
in operations of $892,000 and capital expenditures of $15,000.  We project cash will decrease by $512,000 to 
$614,000 at December 31, 2018. 
 
In 2019, we project cash burn of $1.2 million and a decrease in working capital of $529,000.  The decrease in 
working capital is due primarily to an increase in deferred revenue and payables.  Borrowings will not cover cash 
used in operations of $712,000 and capital expenditures of $15,000.  We project cash will decrease by $332,000 to 
$282,000 at December 31, 2019. 
 
Through at least the end of 2019, the company will need to borrow funds in order to maintain its sale and marketing 
initiative to build a direct sales model.  
 
2017 and 4Q Results  

 
2017 
Total revenue increased by nearly $22,000 to $2.6 million compared to 2016.  Revenues increased in software sales 
($452,000 vs. $391,000) and software-as-a-service ($626,000 vs. $525,000), partly offset by lower sales in 
maintenance services ($966,000 vs. $989,000), professional services sales ($452,000 vs. $503,000), and third party 
services ($128,000 vs. $194,000).  The 19.1% revenue increase in the software-as-a-service (SaaS) segment reflects 
new customers choosing a cloud-based solution, expanded data storage, and hosting fees. The 15.6% increase in 
software sales was due primarily to the timing of large direct sales projects, more than offsetting a market shift 
toward SaaS sales.   
 
The $66,000 decrease in third party service revenue was due primarily to reduced vendor software, hardware and/or 
services purchases as requested by the company’s customers.  The $51,000 decrease in professional services stems 
from the timing of consulting contracts for customers seeking customization, project management, and training.  The 
$23,000 decrease in maintenance services is due to the attrition of an existing maintenance agreement exceeding 
renewals and new customer contracts.  
 
Gross profit decreased $29,000 to $1.9 million due primarily to gross margin compression to 71% from 72.7% in 
2016.  Gross margin compression reflects a $51,000 increase in cost of goods sold to $760,000 due to a shift in 
revenue as the company begins to ramp its SaaS sales, as well as the increase of costs associated with professional 
services.   
 
Operating expenses decreased 7.1% to $3 million due primarily to a $312,000 reduction in sales and marketing 
expense to $820,000, partly offset by an $81,000 increase in G&A to $2.2 million.  Lower sales and marketing 
expense reflects cost in 2016 in support of efforts to grow the company’s channel partner network that included one-
time consulting costs and the launch of IntelliCloud University (its on-line training and on-boarding tool) that did not 
occur in 2017.  The $81,000 increase in G&A costs was due primarily to a $65,000 training credit in 2016 (no credit 
in 2017), as well as higher payroll expenses reflecting increased customer support personnel and increased research 
and development costs. 
 
Interest expense increased to $610,000 from $206,000 in the year-ago period due to higher debt levels and the 
amortization of debt issuance costs and beneficial conversion feature discounts associated with the issuance of notes 
payable in December 2016, January 2017, and November 2017.  The company recorded a one-time $419,000 gain 
from retirement of debt.  
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The net loss was $1.4 million or ($0.08) per share compared to a net loss $1.6 million or ($0.09) per share in 2016.  
We projected a net loss of $1.4 million or ($0.08) per share on revenue of $2.7 million. 
 
4Q17 
Total revenue decreased 26.5% to $501,000 from $682,000 in the year-ago period due primarily to a $150,000 
reduction in professional service fees reflecting virtually no requests from clients for custom projects, a $24,000 
decrease in software sales, a $6,000 decrease in software maintenance services revenue, and a $2,000 sales decline in 
third party services.  Fees from the company’s software-as-a-service offering increased by $3,000 compared to the 
year-ago period. 
 
Gross profit decreased $171,000 to $345,000 due to lower sales and gross margin compression to 68.8% from 75.6% 
in the year-ago period.  Gross margin compression reflects the lack of higher margin custom projects in the current 
period compared to the year-ago period.  
 
Operating expenses increased $5,000 to $891,000 due primarily to a $47,000 increase in G&A expense to $629,000, 
nearly offset by a $42,000 decrease in sales and marketing expenses to $259,000.  Interest expense was $197,000 
compared to an expense of $21,000 in the year-ago period.  The increase in interest expense stems from the issuance 
of convertible promissory notes in 2016 and 2017. The company recorded a one-time $419,000 gain from retirement 
of debt. 
 
The net loss was $325,000 or ($0.02) per share compared to a net loss of $392,000 or ($0.02) per share in the year-
ago period. 
 
Finances 
In 2017, cash burn of $1.1 million and an increase in working capital of $22,000 resulted in cash used in operations 
of $1.1 million.  Gross proceeds from convertible notes and from notes payable – related parties of $2.7 million 
covered cash used in operations and capital expenditures.  Cash increased by $436,000 to $1.1 million at December 
31, 2017. 

 
Capital Structure 
At December 31, 2017, the company had total debt of $2.8 million comprised of $1.5 million in long-term notes 
(including $313,000 in related party notes) and $1.3 million in short-term notes (including $417,000 in related party 
notes.  
 
At December 31, 2017, total outstanding notes payable - related party was $785,324 consisting of $92,000 on a 
Shealy note that the company repays in monthly installments through January 1, 2020, $303,000 of convertible notes 
that mature in September 2018, and $390,000 of convertible notes that mature in November 2019.  The former will 
bear 8% annual interest beginning March 21, 2018 and the latter bears the same interest beginning July 1, 2018 with 
partial interest of 6% payable quarterly and a conversion price of $0.65 per share.   
 
At the end of 2017, total non-related party debt was $2.4 million consisting of an outstanding balance of $686,000 of 
convertible promissory notes issued in December 2016 and January 2017.  The notes mature on December 31, 2018, 
and bear interest at an annual rate of interest of 12% until maturity, with partial interest of 6% payable quarterly and 
a conversion rate of $0.65 per Share.  The company recognized a beneficial conversion feature in the amount of 
$370,000.  
 
In November 2017, the company issued nearly $1.8 million in convertible promissory notes.  The notes mature on 
November 30, 2019, and bear interest at an annual rate of interest of 8% until maturity, with interest of 8% payable 
quarterly beginning July 1, 2018 and a conversion rate of $0.20 per share.  
 
Taglich Brothers was the placement agent for the convertible debt offerings in 2016 and 2017. 
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Competition    
 
The market for the company’s IntelliCloud software solutions platform is highly competitive with competition likely 
to intensify as the document solutions market evolves.  Currently, the market is highly fragmented with the US 
having a large number of small companies servicing local or regional markets.   
 
The competitive factors affecting the document solutions market include reputation, quality, performance, and price, 
as well as the availability of software products on multiple platforms, product scalability and integration with other 
enterprise applications.  Additional competitive factors that Intellinetics’ solutions are likely to face include the 
ability to effectively store, manage, and retrieve client records.  In this market companies are responsible for handling 
client’s highly confidential records; thus having a reputation for reliability and security is crucial in order to obtain 
and retain customers.  
 
The company believes its primary competitors within the small-to-medium business sector are private companies 
including DocuWare, Square 9, and M-files.   

 
Risks 
 
In our view, these are the principal risks underlying the stock. 
 
Going Concern 
Intellinetics Inc. has yet to turn profitable.  At December 31, 2017, the company’s accumulated deficit was $16.3 
million, up from nearly $15 million in 2016.  Losses are likely to continue to be substantial through our forecast 
period. The lack of profitability could result in the company’s inability to execute its growth strategy and/or seek 
dilutive financing.  These factors raise substantial doubt from the company’s auditor about its ability to continue as a 
going concern. 
 
Dilution 
Intellinetics Inc. is likely to need additional capital in order to execute its business plan.  On November 29, 2017, the 
company completed a private offering of securities with certain accredited investors for the sale of nearly $2.2 
million, 8% secured convertible notes that are convertible into shares of common stock at a conversion price of $0.20 
per share.  
  
As of March 27, 2018, INLX had nearly 23 million shares reserved for the issuance of stock upon the exercise of 
outstanding warrants, convertible notes, and outstanding stock options, as well as shares reserved for the company’s 
equity incentive plan.  
 
Internal Controls 
Material weaknesses in internal controls as of December 31, 2017 include insufficient segregation of duties 
consistent with control objectives.  Any material weakness or unsuccessful remediation could affect Intellinetics’ 
ability to file periodic reports on a timely basis and investor confidence in the accuracy and completeness of financial 
statements, which could adversely effect the ability to raise additional funds. 
 
Intellectual Property 
Since software and most of the underlying technologies are built on a Microsoft.Net framework, Intellinetics must 
rely on a combination of copyright, trademark laws, non-disclosure agreements, and other contractual provisions to 
establish and maintain proprietary intellectual property rights.  Loss of such rights could adversely impact operations 
and growth prospects.    
 
Infringement 
Claims of infringement are becoming commonplace within the software industry.  While the company does not 
believe it infringes on the rights of third parties, a third party may assert Intellinetics software violates their 
intellectual property rights. 
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Cyber Security 
Security breaches, unauthorized access and usage, viruses or similar types of breaches or disruptions could result in 
loss of confidential information, damage to the company’s reputation, early termination of contracts, litigation, 
regulatory investigations, etc.  If the company’s security measures or its third-party data centers are breached as a 
result of third-party action, employee error, or malfeasance, its business could diminish due to the potential for 
significant liability expenses. 
 
The US has laws and regulations relating to data privacy, security, and retention and transmission of information.  
The company must protect its information systems against unauthorized access and disclosure of confidential 
information and confidential information belonging to customers.  The company believes it has policies and 
procedures in place to meet data security and records retention requirements. However, there is no assurance that the 
security measures in place will be effective in every case. 
 
Market Acceptance 
The markets for the company’s IntelliCloud software solutions platform is rapidly evolving, which means that the 
level of acceptance of the platform will take time to determine.  If customer acceptance fails to develop or develops 
slower than anticipated, current operations and growth opportunities are likely to diminish. 
 
Shareholder Control  
Officers and directors of Intellinetics Inc. own or have a controlling interest in more than 23.6% of the outstanding 
voting stock as of January 25, 2018. The company’s officers include Robert Schroeder, Vice President of Investment 
Banking at Taglich Brothers, Inc. who was appointed Chairman of INLX in October 2017 and owns or has a 
controlling interest in 5.8% of the company’s outstanding voting stock. Two shareholders, Michael Taglich 
(President of Taglich Brothers, Inc.) and Robert Taglich (Managing Director of Taglich Brothers, Inc.) collectively 
own or have a controlling interest in nearly 52% of the outstanding voting stock as of January 25, 2018.  This could 
potentially influence the outcome of matters requiring stockholder approval, which decisions may or may not be in 
the best interests of the other shareholders. 
 
Miscellaneous Risk 
The company’s financial results and equity values are subject to other risks and uncertainties, including competition, 
operations, financial markets, regulatory risk, and/or other events. These risks may cause actual results to differ from 
expected results. 
 
Trading Volume 
Based on our calculations, the average daily-volume in calendar 2016 was 5,500 shares, which increased to 13,900 in 
2017.  During the last three months to April 6, 2018, volume decreased to 5,000.  The company has a float of 6.5 
million shares and shares outstanding of 17.7 million. 
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Important Disclosures 

As of the date of this report, Taglich Brothers, Inc. and/or its affiliates owns or has a controlling interest 
in more than 1% of INLX common stock.  Michael Taglich, President of Taglich Brothers, Inc. owns or 
has a controlling interest in 2,806,409 shares of INLX common and restricted common stock and 
3,294,783 shares that may be acquired upon the conversion of convertible notes and exercise of 
restricted warrants.  Robert Taglich, Managing Director of Taglich Brothers, Inc., owns or has a 
controlling interest in 2,570,451 shares of INLX common and restricted common stock and 1,913,572 
shares that may be acquired upon the conversion of convertible notes and exercise of restricted 
warrants.  Robert Schroeder, Vice President of Investment Banking at Taglich Brothers, Inc. and 
Chairman of Intellinetics Inc., owns or has a controlling interest in 594,236 shares of INLX common 
and restricted common stock and 465,841 shares that may be acquired upon the conversion of 
convertible notes and exercise of restricted warrants.  As of the date of this report, Doug Hailey, 
Director of Investment Banking at Taglich Brothers, Inc., owns or has a controlling interest in 28,571 
shares of INLX restricted common stock and 169,500 shares that may be acquired upon the exercise of 
restricted warrants.  Richard Oh, Managing Director of Taglich Brothers, Inc., owns or has a 
controlling interest in 91,000 shares of INLX that may be acquired upon the exercise of restricted 
warrants.  Other employees at Taglich Brothers, Inc. also own or have controlling interests in 416,140 
shares of INLX that may be acquired upon the exercise of restricted warrants.  Taglich Brothers, Inc. 
owns 11,258 shares of INLX that may be acquired upon the exercise of restricted warrants.  Taglich 
Brothers, Inc. had an investment banking relationship with the company mentioned in this report. In 
March 2013, Taglich Brothers, Inc. served as the placement agent for a common stock offering.  In 
2014, the company retained Taglich Brothers, Inc. as a placement agent for the sale of convertible notes 
the transaction.  In November and December 2016, and January 2017, Taglich Brothers Inc. served as 
the placement agent in the sale of 12% convertible notes for the company.  In September and 
November 2017, Taglich Brothers, Inc. served as the placement agent in the sale of 8% convertible 
notes for the company. 
 
All research issued by Taglich Brothers, Inc. is based on public information.  In January 2018, the 
company paid Taglich Brothers a monetary fee of $4,500 (USD) representing payment for the creation 
and dissemination of research reports for three months.  In June 2018, the company will begin paying 
Taglich Brothers a monthly monetary fee of $1,500 (USD) for the creation and dissemination of 
research reports. 
 

General Disclosures 
The information and statistical data contained herein have been obtained from sources, which we 
believe to be reliable but in no way are warranted by us as to accuracy or completeness. We do not 
undertake to advise you as to changes in figures or our views. This is not a solicitation of any order to 
buy or sell. Taglich Brothers, Inc. is fully disclosed with its clearing firm, Pershing, LLC, is not a 
market maker and does not sell to or buy from customers on a principal basis. The above statement is 
the opinion of Taglich Brothers, Inc. and is not a guarantee that the target price for the stock will be met 
or that predicted business results for the company will occur. There may be instances when 
fundamental, technical and quantitative opinions contained in this report are not in concert.  We, our 
affiliates, any officer, director or stockholder or any member of their families may from time to time 
purchase or sell any of the above-mentioned or related securities. Analysts and members of the 
Research Department are prohibited from buying or selling securities issued by the companies that 
Taglich Brothers, Inc. has a research relationship with, except if ownership of such securities was prior 
to the start of such relationship, then an Analyst or member of the Research Department may sell such 
securities after obtaining expressed written permission from Compliance.  
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Analyst Certification 
I, Howard Halpern, the research analyst of this report, hereby certify that the views expressed in this 
report accurately reflect my personal views about the subject securities and issuers; and that no part of 
my compensation was, is, or will be directly or indirectly related to the specific recommendations or views 
contained in this report.  
 

Public Companies mentioned in this report: 
Intel Corporation (NASDAQ: INTC)  
 

Meaning of Ratings 
 
Buy – The growth prospects, degree of investment risk, and valuation make the stock attractive relative 
to the general market or comparable stocks.  
 
Speculative Buy – Long-term prospects of the company are promising but investment risk is 
significantly higher than it is in our BUY-rated stocks.  Risk-reward considerations justify purchase 
mainly by high risk-tolerant accounts.  In the short run, the stock may be subject to high volatility and 
could continue to trade at a discount to its market. 
 
Neutral – Based on our outlook the stock is adequately valued. If investment risks are within 
acceptable parameters, this equity could remain a holding if already owned.  
 
Sell – Based on our outlook the stock is significantly overvalued.  A weak company or sector outlook 
and a high degree of investment risk make it likely that the stock will underperform relative to the 
general market.  
 
Dropping Coverage – Research coverage discontinued due to the acquisition of the company, 
termination of research services, non-payment for such services, diminished investor interest, or 
departure of the analyst. 
 
 
 
Some notable Risks within the Microcap Market 
 
Stocks in the Microcap segment of the market have many risks that are not as prevalent in 
Large-cap, Blue Chips or even Small-cap stocks. Often it is these risks that cause Microcap stocks 
to trade at discounts to their peers. The most common of these risks is liquidity risk, which is 
typically caused by small trading floats and very low trading volume which can lead to large 
spreads and high volatility in stock price. In addition, Microcaps tend to have significant 
company-specific risks that contribute to lower valuations. Investors need to be aware of the 
higher probability of financial default and higher degree of financial distress inherent in the 
microcap segment of the market. 
 
 
 
 
From time to time our analysts may choose to withhold or suspend a rating on a company. We continue to 
publish informational reports on such companies; however, they have no ratings or price targets. In general, we 
will not rate any company that has too much business or financial uncertainty for our analysts to form an 
investment conclusion, or that is currently in the process of being acquired. 

 


