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EXPLANATORY NOTE
 
This Amendment No. 1 on Form 10-Q/A (this “Amendment”) amends our quarterly report on Form 10-Q for the fiscal quarter ended September 30, 2022, as filed with the
Securities and Exchange Commission on November 14, 2022, and is being filed solely to amend Item 1 of Part I, in order to correct a typographical error in the “Sales and
marketing” operating expense line appearing in the Condensed Consolidated Statement of Operations for the Three Months Ended September 30, 2022. The Sales and
marketing expenses for the three months ended September 30, 2022 were $492,540. All other numbers in the Condensed Consolidated Statement of Operations, and in the
remainder of the report, for all periods were accurately reported, including total operating expenses, and net income(loss). This Amendment contains the complete text of the
original report with the corrected information appearing in Item I of Part I.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS
 

This Quarterly Report on Form 10-Q and the documents incorporated into this report by reference contain forward-looking statements. In addition, from time to time we may
make additional forward-looking statements in presentations, at conferences, in press releases, in other reports and filings and otherwise. Forward-looking statements are all
statements other than statements of historical facts, including statements that refer to plans, intentions, objectives, goals, targets, strategies, hopes, beliefs, projections,
prospects, expectations or other characterizations of future events or performance, and assumptions underlying the foregoing. The words “may,” “could,” “should,” “would,”
“will,” “project,” “intend,” “continue,” “believe,” “anticipate,” “estimate,” “forecast,” “expect,” “plan,” “potential,” “opportunity,” “scheduled,” “goal,” “target,” and “future,”
variations of such words, and other comparable terminology and similar expressions and references to future periods are often, but not always, used to identify forward-looking
statements. Examples of forward-looking statements include, among other things, statements about the following:
 
 ● the ongoing effect of the novel coronavirus pandemic (“COVID-19”), including its macroeconomic effects on our business, operations, and financial results; and

the effect of governmental lockdowns, restrictions and new regulations on our operations and processes;
   
 ● our prospects, including our future business, revenues, expenses, net income, earnings per share, margins, profitability, cash flow, cash position, liquidity, financial

condition and results of operations, backlog of orders and revenue, our targeted growth rate, our goals for future revenues and earnings, and our expectations about
realizing the revenues in our backlog and in our sales pipeline;

   
 ● the effects on our business, financial condition and results of operations of current and future economic, business, market and regulatory conditions, including the

current global inflation and other economic and market conditions, and their effects on our customers and their capital spending and ability to finance purchases of
our products, services, technologies and systems;

   
 ● our expectation that the shift from an offline to online world will continue to benefit our business;
   
 ● our ability to integrate our recent acquisitions and any future acquisitions, grow their businesses and obtain the expected financial and operational benefits from

those businesses;
   
 ● the effects of fluctuations in sales on our business, revenues, expenses, net income, earnings per share, margins, profitability, cash flow, capital expenditures,

liquidity, financial condition and results of operations;
   



 ● our products, services, technologies and systems, including their quality and performance in absolute terms and as compared to competitive alternatives, their
benefits to our customers and their ability to meet our customers’ requirements, and our ability to successfully develop and market new products, services,
technologies and systems;

   
 ● our markets, including our market position and our market share;
   
 ● our ability to successfully develop, operate, grow and diversify our operations and businesses;
   
 ● our business plans, strategies, goals and objectives, and our ability to successfully achieve them;
   
 ● the sufficiency of our capital resources, including our cash and cash equivalents, funds generated from operations, availability credit and financing arrangements

and other capital resources, to meet our future working capital, capital expenditure, lease and debt service and business growth needs;
   
 ● the value of our assets and businesses, including the revenues, profits and cash flow they are capable of delivering in the future;
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 ● the amount and timing of revenue recognition from customer contracts with commitments for performance obligations, including our estimate of the remaining

amount of commitments and when we expect to recognize revenues;
   
 ● industry trends and customer preferences and the demand for our products, services, technologies and systems; and
   
 ● the nature and intensity of our competition, and our ability to successfully compete in our markets.
 
Any forward-looking statements we make are based on our current plans, intentions, objectives, strategies, projections and expectations, as well as assumptions made by and
information currently available to management. Forward-looking statements are not guarantees of future performance or events, but are subject to and qualified by substantial
risks, uncertainties and other factors, which are difficult to predict and are often beyond our control. Forward-looking statements will be affected by assumptions and
expectations we might make that do not materialize or that prove to be incorrect and by known and unknown risks, uncertainties and other factors that could cause actual results
to differ materially from those expressed, anticipated or implied by such forward-looking statements. These risks, uncertainties and other factors include, but are not limited to,
those described in Part I, Item 1A, “Risk Factors,” of our Annual Report on Form 10-K for the fiscal year ended December 31, 2021, filed on March 24, 2022, as well as other
risks, uncertainties and factors discussed elsewhere in this Quarterly Report, in documents that we include as exhibits to or incorporate by reference in this report, and in other
reports and documents we from time to time file with or furnish to the Securities and Exchange Commission (the “SEC”). In light of these risks and uncertainties, you are
cautioned not to place undue reliance on any forward-looking statements that we make.

 
Any forward-looking statements contained in this report speak only as of the date of this report, and any other forward-looking statements we make from time to time in the
future speak only as of the date they are made. We undertake no duty or obligation to update or revise any forward-looking statement or to publicly disclose any update or
revision for any reason, whether as a result of changes in our expectations or the underlying assumptions, the receipt of new information, the occurrence of future or
unanticipated events, circumstances or conditions or otherwise.
 
As used in this Quarterly Report, unless the context indicates otherwise:

 
 ● the terms “Intellinetics,” “Company,” “the company,” “us,” “we,” “our,” and similar terms refer to Intellinetics, Inc., a Nevada corporation, and its subsidiaries;
 ● “Intellinetics Ohio” refers to Intellinetics, Inc., an Ohio corporation and a wholly-owned subsidiary of Intellinetics; and
 ● “Graphic Sciences” refers to Graphic Sciences, Inc., a Michigan corporation and a wholly-owned subsidiary of Intellinetics.
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PART I – FINANCIAL INFORMATION 
 

Item 1. Financial Statements
 

INTELLINETICS, INC. and SUBSIDIARIES
Condensed Consolidated Balance Sheets

 
  (unaudited)     
  September 30,   December 31,  
  2022   2021  

       
ASSETS         

Current assets:         
Cash  $ 3,776,627  $ 1,752,630 
Accounts receivable, net   853,930   1,176,059 
Accounts receivable, unbilled   491,946   444,782 
Parts and supplies, net   74,540   76,691 
Other contract assets   122,754   78,556 
Prepaid expenses and other current assets   324,555   155,550 

Total current assets   5,644,352   3,684,268 
         
Property and equipment, net   1,070,724   1,091,780 
Right of use assets   3,365,575   3,841,612 
Intangible assets, net   4,547,223   968,496 
Goodwill   5,789,821   2,322,887 

Other assets   341,942   53,089 
Total assets  $ 20,759,637  $ 11,962,132 

         
LIABILITIES AND STOCKHOLDERS’ EQUITY         

         
Current liabilities:         

Accounts payable  $ 263,427  $ 181,521 
Accrued compensation   389,150   343,576 



Accrued expenses, other   116,231   161,862 
Lease liabilities - current   672,159   616,070 
Deferred revenues   2,998,647   1,194,649 
Deferred compensation   20,166   100,828 
Earnout liabilities - current   757,347   958,818 
Notes payable - current   1,912,331   - 

Total current liabilities   7,129,458   3,557,324 
         
Long-term liabilities:         

Notes payable - net of current portion   2,053,984   1,754,527 
Notes payable - related party - net of current portion   521,205   - 
Lease liabilities - net of current portion   2,805,971   3,316,682 
Earnout liabilities - net of current portion   -   671,863 

Total long-term liabilities   5,381,160   5,743,072 
Total liabilities   12,510,618   9,300,396 

         
Stockholders’ equity:         

Common stock, $0.001 par value, 25,000,000 shares authorized; 4,073,757 and 2,823,072 shares issued
and outstanding at September 30, 2022 and December 31, 2021, respectively   4,074   2,823 
Additional paid-in capital   30,060,018   24,297,229 
Accumulated deficit   (21,815,073)   (21,638,316)

Total stockholders’ equity   8,249,019   2,661,736 
Total liabilities and stockholders’ equity  $ 20,759,637  $ 11,962,132 

 
See Notes to these condensed consolidated financial statements
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INTELLINETICS, INC. and SUBSIDIARIES
Condensed Consolidated Statements of Operations

(Unaudited)
 

  
For the Three Months Ended September

30,   
For the Nine Months Ended September

30,  
  2022   2021   2022   2021  
             
Revenues:                 

Sale of software  $ 18,390  $ 58,779  $ 93,986  $ 73,971 
Software as a service   1,211,407   352,192   2,801,084   1,052,072 
Software maintenance services   352,892   336,732   1,033,375   1,012,251 
Professional services   2,007,613   2,165,030   5,221,326   5,715,273 
Storage and retrieval services   269,325   258,629   829,011   862,660 

Total revenues   3,859,627   3,171,362   9,978,782   8,716,227 
                 
Cost of revenues:                 

Sale of software   10,647   3,691   44,232   10,050 
Software as a service   207,502   73,596   489,939   241,717 
Software maintenance services   19,024   18,270   56,509   64,930 
Professional services   1,028,074   1,042,249   2,794,783   2,765,241 
Storage and retrieval services   88,195   117,835   266,279   299,597 

Total cost of revenues   1,353,442   1,255,641   3,651,742   3,381,535 
                 
Gross profit   2,506,185   1,915,721   6,327,040   5,334,692 
                 
Operating expenses:                 

General and administrative   1,333,285   1,027,932   3,532,672   3,125,019 
Change in fair value of earnout liabilities   28,494   -   144,999   77,211 
Transaction costs   -   -   355,281   - 
Sales and marketing   492,540   372,399   1,374,059   1,004,305 
Depreciation and amortization   193,863   105,923   503,250   302,239 

                 
Total operating expenses   2,048,182   1,506,254   5,910,261   4,508,774 

                 
Income from operations   458,003   409,467   416,779   825,918 
                 
Other income (expense)                 

Gain on extinguishment of debt   -   -   -   845,083 
Interest expense   (240,467)   (113,030)   (593,536)   (339,345)

                 
Total other (expense) income, net   (240,467)   (113,030)   (593,536)   505,738 

                 
Income (loss) before income taxes   217,536   296,437   (176,757)   1,331,656 
                 
Income tax benefit   -   -   -   - 
                 
Net income (loss)  $ 217,536  $ 296,437  $ (176,757)  $ 1,331,656 
                 
Basic net income (loss) per share:  $ 0.05  $ 0.11  $ (0.05)  $ 0.47 
Diluted net income (loss) per share:  $ 0.05  $ 0.10  $ (0.05)  $ 0.43 



                 
Weighted average number of common shares outstanding - basic   4,073,757   2,823,072   3,664,024   2,822,938 
Weighted average number of common shares outstanding - diluted   4,695,162   3,104,334   3,664,024   3,105,175 
 

See Notes to these condensed consolidated financial statements
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INTELLINETICS, INC. and SUBSIDIARIES
Condensed Consolidated Statement of Stockholders’ Equity

For the Three and Nine Months Ended September 30, 2022 and 2021
(Unaudited)

 

  Common Stock   
Additional Paid-

in   Accumulated     
  Shares   Amount   Capital   Deficit   Total  
                
Balance, June 30, 2021   2,823,072  $ 2,823  $ 24,251,172  $ (21,961,048)  $ 2,292,947 
                     

Stock Option Compensation   -   -   23,098   -   23,098 
                     

Net Income   -   -   -   296,437   296,437 
                     
Balance, September 30, 2021   2,823,072  $ 2,823  $ 24,274,270  $ (21,664,611)  $ 2,612,482 
                     
Balance, June 30, 2022   4,073,757  $ 4,074  $ 29,941,019  $ (22,032,609)  $ 7,912,484 
                     

Stock Option Compensation   -   -   118,999   -   118,999 
                     

Net Income   -   -   -   217,536   217,536 
                     
Balance, September 30, 2022   4,073,757  $ 4,074  $ 30,060,018  $ (21,815,073)  $ 8,249,019 
                     

 

   Common Stock    
Additional

Paid-in    Accumulated      
   Shares    Amount    Capital    Deficit    Total  
 
                     

Balance, December 31, 2020   2,810,865  $ 2,811  $ 24,147,488  $ (22,996,267)  $ 1,154,032 
                     

Stock Issued to Directors   12,207   12   57,488   -   57,500 
                     

Stock Option Compensation   -   -   69,294   -   69,294 
                     

Net Income   -   -   -   1,331,656   1,331,656 
                     
Balance, September 30, 2021   2,823,072  $ 2,823  $ 24,274,270  $ (21,664,611)  $ 2,612,482 
                     
Balance, December 31, 2021   2,823,072  $ 2,823  $ 24,297,229  $ (21,638,316)  $ 2,661,736 
                     

Stock Issued to Directors   8,097   8   57,492   -   57,500 
                     

Stock Option Compensation   -   -   244,951   -   244,951 
                     

Stock Issued   1,242,588   1,243   5,739,515   -   5,740,758 
                     

Equity Issuance Costs   -   -   (492,182)   -   (492,182)
                     

Warrants Issued and Extended   -   -   213,013   -   213,013 
                     

Net Loss   -   -   -   (176,757)   (176,757)
                     
Balance, September 30, 2022   4,073,757  $ 4,074  $ 30,060,018  $ (21,815,073)  $ 8,249,019 
 

See Notes to these condensed consolidated financial statements
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INTELLINETICS, INC. and SUBSIDIARIES
Condensed Consolidated Statements of Cash Flows

(Unaudited)
 

  For the Nine Months Ended September 30,  
  2022   2021  

       
Cash flows from operating activities:         
Net (loss) income  $ (176,757)  $ 1,331,656 



Adjustments to reconcile net (loss) income to net cash used in operating activities:         
Depreciation and amortization   503,250   302,239 
Bad debt expense (recovery)   22,370   (10,304)
Parts and supplies reserve change   -   9,000 
Amortization of deferred financing costs   155,667   77,804 
Amortization of debt discount   79,999   80,000 
Amortization of right of use asset   476,037   472,402 
Stock issued for services   57,500   57,500 
Stock option compensation   244,951   69,294 
Gain on extinguishment of debt   -   (845,083)
Change in fair value of earnout liabilities   144,999   77,211 

Changes in operating assets and liabilities:         
Accounts receivable   368,139   (145,824)
Accounts receivable, unbilled   (47,164)   (129,553)
Parts and supplies   2,151   12,357 
Prepaid expenses and other current assets   (147,995)   (81,880)
Accounts payable and accrued expenses   45,403   254,784 
Lease liabilities, current and long-term   (454,622)   (464,528)
Deferred compensation   (80,662)   - 
Accrued interest, current and long-term   -   442 
Deferred revenues   731,468   340,732 

Total adjustments   2,101,491   76,593 
Net cash provided by operating activities   1,924,734   1,408,249 

         
Cash flows from investing activities:         

Cash paid to acquire business   (6,383,269)   - 
Capitalized software   (315,148)   - 
Purchases of property and equipment   (142,903)   (532,151)

Net cash used in investing activities   (6,841,320)   (532,151)
         
Cash flows from financing activities:         

Payment of earnout liabilities   (1,018,333)   (954,733)
Proceeds from issuance of common stock   5,740,758   - 
Offering costs paid on issuance of common stock and notes   (746,342)   - 
Proceeds from notes payable   2,364,500   - 
Proceeds from notes payable - related parties   600,000   - 
Net cash provided by (used in) financing activities   6,940,583   (954,733)

         
Net increase (decrease) in cash   2,023,997   (78,635)
Cash - beginning of period   1,752,630   1,907,882 
Cash - end of period  $ 3,776,627  $ 1,829,247 
         
Supplemental disclosure of cash flow information:         

Cash paid during the period for interest  $ 357,870  $ 182,198 
Cash paid during the period for income taxes  $ 11,050  $ 2,106 

         
Supplemental disclosure of non-cash financing activities:         

Discount on notes payable for warrants  $ 169,900  $ - 
Discount on notes payable - related parties for warrants   43,113   - 
Warrants issued and extended for common stock issuance costs   412,500   - 
Right-of-use asset obtained in exchange for operating lease liability   -   1,837,106 

         
Supplemental disclosure of non-cash investing activities relating to business acquisitions:         

Accounts receivable  $ 68,380  $ - 
Prepaid expenses   38,913   - 
Property and equipment   30,018   - 
Intangible assets   3,888,000   - 
Goodwill   3,466,934   - 
Accounts payable   (36,446)   - 
Deferred revenues   (1,072,530)   - 
Net assets acquired in acquisition   6,383,269   - 
Cash used in business acquisition  $ 6,383,269  $ - 

 
See Notes to these condensed consolidated financial statements
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INTELLINETICS, INC. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements

(Unaudited)
 
1. Business Organization and Nature of Operations
 
Intellinetics, Inc., formerly known as GlobalWise Investments, Inc., is a Nevada corporation incorporated in 1997, with two wholly-owned subsidiaries: Intellinetics, Inc., an
Ohio corporation (“Intellinetics Ohio”), and Graphic Sciences, Inc., a Michigan corporation (“Graphic Sciences”). Intellinetics Ohio was incorporated in 1996, and on February
10, 2012, Intellinetics Ohio became our sole operating subsidiary as a result of a reverse merger and recapitalization. On March 2, 2020, we purchased all the outstanding
capital stock of Graphic Sciences.
 
Our digital transformation products and services are provided through two reporting segments: Document Management and Document Conversion. Our Document Management



segment, which includes the Yellow Folder, LLC (“Yellow Folder”) asset acquisition in April 2022 and the CEO Imaging Systems, Inc. (“CEO Image”) asset acquisition in
April 2020, consists primarily of solutions involving our software platform, allowing customers to capture and manage their documents across operations such as scanned hard-
copy documents and digital documents including those from Microsoft Office 365, digital images, audio, video and emails. Our Document Conversion segment, which includes
and primarily consists of the Graphic Sciences acquisition, provides assistance to customers as a part of their overall document strategy to convert documents from one medium
to another, predominantly paper to digital, including migration to our software solutions, as well as long-term storage and retrieval services. Our solutions create value for
customers by making it easy to connect business-critical documents to the people who need them by making those documents easy to find and access, while also being secure
and compliant with the customers’ audit requirements. Solutions are sold both directly to end-users and through resellers.
 
2. Basis of Presentation
 
The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with United States generally accepted accounting principles
(“GAAP”).
 
The financial statements presented in this Quarterly Report on Form 10-Q are unaudited. However, in the opinion of management, these unaudited condensed consolidated
financial statements include all adjustments, consisting solely of normal recurring adjustments, necessary to present fairly the financial position, results of operations and cash
flows for the periods presented in conformity with GAAP applicable to interim periods. The financial data and other financial information disclosed in these notes to the
accompanying condensed consolidated financial statements are also unaudited. As such, certain information and footnote disclosures normally included in financial statements
prepared in accordance with GAAP have been condensed or omitted pursuant to applicable rules and regulations thereunder.
 
Operating results for the interim periods presented are not necessarily indicative of the results that may be expected for the full fiscal year ending December 31, 2022 or any
other future period.
 
These unaudited interim condensed consolidated financial statements should be read in conjunction with the consolidated financial statements and the related notes included in
our Annual Report on Form 10-K for the fiscal year ended December 31, 2021 filed with the SEC filed on March 24, 2022.
 
3. Summary of Significant Accounting Policies
 
Principles of Consolidation
 
The condensed consolidated financial statements accompanying these notes include the accounts of Intellinetics and the accounts of all its subsidiaries in which it holds a
controlling interest. Under GAAP, consolidation is generally required for investments of more than 50% of the outstanding voting stock of an investee, except when control is
not held by the majority owner. We have two subsidiaries: Intellinetics Ohio and Graphic Sciences. We consider the criteria established under Financial Accounting Standards
Board (“FASB”) Accounting Standard Codification (“ASC”) 810, “Consolidations” in the consolidation process. All significant intercompany balances and transactions have
been eliminated in consolidation.
 
Use of Estimates
 
The preparation of condensed consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions. Such estimates and
assumptions affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the condensed consolidated financial statements
and the reported amounts of revenues and expenses. By their nature, these estimates and assumptions are subject to an inherent degree of uncertainty. The impact of inflation
and COVID-19 has significantly increased economic and demand uncertainty. Because future events and their effects cannot be determined with precision, actual results could
differ significantly from estimated amounts.
 
Significant estimates and assumptions include valuation allowances related to receivables, accounts receivable -unbilled, the recoverability of long-term assets, depreciable
lives of property and equipment, purchase price allocations for acquisitions, fair value for goodwill and intangibles, the lease liabilities, estimates of the realizable value deferred
taxes and related valuation allowances. Our management monitors these risks and assesses our business and financial risks on a quarterly basis.
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Revenue Recognition
 
In accordance with ASC 606, “Revenue From Contracts With Customers,” we follow a five-step model to assess each contract of a sale or service to a customer: identify the
legally binding contract, identify the performance obligations, determine the transaction price, allocate the transaction price, and determine whether revenue will be recognized
at a point in time or over time. Revenue is recognized when a performance obligation is satisfied and the customer obtains control of promised goods and services. The amount
of revenue recognized reflects the consideration to which we expect to be entitled to receive in exchange for these goods and services. In addition, ASC 606 requires disclosures
of the nature, amount, timing, and uncertainty of revenue and cash flows arising from contracts with customers.
 
We categorize revenue as software, software as a service, software maintenance services, professional services, and storage and retrieval services. We earn the majority of our
revenue from the sale of professional services, followed by the sale of software maintenance services and software as a service. We apply our revenue recognition policies as
required in accordance with ASC 606 based on the facts and circumstances of each category of revenue, including applying these policies to our revenues from Yellow Folder.
More detail regarding each category of revenue is contained in our Annual Report on Form 10-K for the fiscal year ended December 31, 2021 filed with the SEC filed on March
24, 2022.
 

Contract balances
 
When the timing of our delivery of goods or services is different from the timing of payments made by customers, we recognize either a contract asset (performance precedes
contractual due date) or a contract liability (customer payment precedes performance). Customers that prepay are represented by deferred revenue until the performance
obligation is satisfied. Contract assets represent arrangements in which the good or service has been delivered but payment is not yet due. Our contract assets consisted of
accounts receivable, unbilled, which are disclosed on the condensed consolidated balance sheets, as well as other contract assets which are comprised of employee sales
commissions paid in advance of contract periods ending. Our contract liabilities consisted of deferred (unearned) revenue, which is generally related to software as a service or
software maintenance contracts. We classify deferred revenue as current based on the timing of when we expect to recognize revenue, which are disclosed on the condensed
consolidated balance sheets.
 
The following table present changes in our contract assets during the nine months ended September 30, 2022 and 2021:
 

  

Balance at
Beginning of

Period   

Revenue
Recognized in

Advance of
Billings   Billings   

Balance at End
of Period  

Nine months ended September 30, 2022                 
Accounts receivable, unbilled  $ 444,782  $ 2,573,944  $ (2,526,780)  $ 491,946 

                 



Nine months ended September 30, 2021                 
Accounts receivable, unbilled  $ 523,522  $ 3,281,320  $ (3,151,767)  $ 653,075 

 

  

Balance at 
Beginning of 

Period   
Commissions 

Paid   
Commissions 

Recognized   

Balance at 
End of 
Period  

Nine months ended September 30, 2022                 
Other contract assets  $ 78,556  $ 102,321  $ (58,123)  $ 122,754 

                 
Nine months ended September 30, 2021                 

Other contract assets  $ 31,283  $ 107,364  $ (68,235)  $ 70,412 
 

Deferred revenue
 
Amounts that have been invoiced are recognized in accounts receivable, deferred revenue or revenue, depending on whether the revenue recognition criteria have been met.
Deferred revenue represents amounts billed for which revenue has not yet been recognized. Deferred revenues typically relate to maintenance and software-as-a-service
agreements which have been paid for by customers prior to the performance of those services, and payments received for professional services and license arrangements and
software-as-a-service performance obligations that have been deferred until fulfilled under our revenue recognition policy.
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Remaining performance obligations represent the transaction price from contracts for which work has not been performed or goods and services have not been delivered. We
expect to recognize revenue on approximately 99% of the remaining performance obligations over the next 12 months, with the remainder recognized thereafter. As of
September 30, 2022, the aggregate amount of the transaction price allocated to remaining performance obligations for software as a service and software maintenance contracts
with a duration greater than one year was $26,765. As of December 31, 2021, the aggregate amount of the transaction price allocated to remaining performance obligations for
software as a service and software maintenance contracts with a duration greater than one year was $16,835. This does not include revenue related to performance obligations
that are part of a contract whose original expected duration is one year or less.
 
The following table presents changes in our contract liabilities during the nine months ended September 30, 2022 and 2021:
 

  

Balance at 
Beginning 
of Period   

Addition 
from 

acquisition 
(Note 4)   Billings   

Recognized 
Revenue   

Balance at 
End of 
Period  

Nine months ended September 30, 2022                     
Contract liabilities: Deferred revenue  $ 1,194,649  $ 860,456  $ 5,560,018  $ (4,616,476)  $ 2,998,647 

                     
Nine months ended September 30, 2021                     

Contract liabilities: Deferred revenue  $ 996,131  $ -  $ 2,954,212  $ (2,613,480)  $ 1,336,863 
 
Parts and Supplies
 
Parts and supplies are valued at the lower of cost or net realizable value. Costs are determined using the first-in, first-out method. Parts and supplies are used for scanning and
document conversion services. A provision for potentially obsolete or slow-moving parts and supplies inventory is made based on parts and supplies levels, future sales
forecasted and management’s judgment of potentially obsolete parts and supplies. We recorded an allowance of $24,000 at September 30, 2022 and December 31, 2021.
 
Property and Equipment
 
Property, equipment and leasehold improvements are stated at cost less accumulated depreciation and amortization. Depreciation and amortization is computed over the
estimated useful lives of the related assets on a straight-line basis. Furniture and fixtures, computer hardware and purchased software are depreciated over three to seven years.
Leasehold improvements are amortized over the life of the lease or the asset, whichever is shorter, generally seven to ten years. Upon retirement or other disposition of these
assets, the cost and related accumulated depreciation and amortization of these assets are removed from the accounts and the resulting gains and losses are reflected in the
results of operations.
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Intangible Assets
 
All intangible assets have finite lives and are stated at cost, net of amortization. Amortization is computed over the useful life of the related assets on a straight-line method.
 
Goodwill
 
The carrying value of goodwill is not amortized, but is tested for impairment annually as of December 31, as well as on an interim basis whenever events or changes in
circumstances indicate that the carrying amount of a reporting unity may not be recoverable. An impairment charge is recognized for the amount by which the carrying amount
exceeds the recorded fair value.
 
Impairment of Long-Lived Assets
 
We account for the impairment and disposition of long-lived assets in accordance with ASC 360, “Property, Plant, and Equipment.” We test long-lived assets or asset groups,
such as property and equipment, for recoverability when events or changes in circumstances indicate that their carrying amount may not be recoverable.
 
Circumstances which could trigger a review include, but are not limited to: significant adverse changes in the business climate or legal factors; current period cash flow or
operating losses combined with a history of losses or a forecast of continuing losses associated with the use of the asset; and a current expectation that the asset will more likely
than not be sold or disposed of before the end of its estimated useful life.
 
Recoverability is assessed based on comparing the carrying amount of the asset to the aggregate pre-tax undiscounted cash flows expected to result from the use and eventual
disposal of the asset or asset group. Impairment is recognized when the carrying amount is not recoverable and exceeds the fair value of the asset or asset group. The impairment
loss, if any, is measured as the amount by which the carrying amount exceeds fair value, which for this purpose is based upon the discounted projected future cash flows of the
asset or asset group. There was no impairment of long-lived assets in the three or nine month periods ended 2022 or 2021.
 
Purchase Accounting Related Fair Value Measurements



 
We allocate the purchase price, including contingent consideration, of our acquisitions to the assets and liabilities acquired, including identifiable intangible assets, based on
their respective fair values at the date of acquisition, with the exception of acquired contract assets and contract liabilities, which are measured under ASC 606. Such fair market
value assessments are primarily based on third-party valuations using assumptions developed by management that require significant judgments and estimates that can change
materially as additional information becomes available. The purchase price allocated to intangibles is based on unobservable factors, including but not limited to, projected
revenues, expenses, customer attrition rates, a weighted average cost of capital, among others. The weighted average cost of capital uses a market participant’s cost of equity
and after-tax cost of debt and reflects the risks inherent in the cash flows. The approach to valuing the initial contingent consideration associated with the purchase price also
uses similar unobservable factors such as projected revenues and expenses over the term of the contingent earn-out period, discounted for the period over which the initial
contingent consideration is measured, and volatility rates. We finalize the purchase price allocation once certain initial accounting valuation estimates are finalized, and no later
than 12 months following the acquisition date.
 
Leases
 
We determine if an arrangement is a lease at inception. Operating leases in which we are the lessee are included in operating lease right-of-use (“ROU”) assets and operating
lease liabilities in the condensed consolidated balance sheets. We do not have any finance leases, as a lessee, and no long-term leases for which we are the lessor.
 
ROU assets represent the right to use an underlying asset for the lease term and lease liabilities represent our obligation to make lease payments arising from the lease.
Operating lease ROU assets and liabilities are recognized at commencement date based on the present value of lease payments over the reasonably certain lease term. As our
leases do not provide an implicit rate, we use our incremental borrowing rate based on the information available at commencement date in determining the present value of
lease payments. We use the implicit rate when readily determinable. The operating lease ROU asset also includes any lease payments made and reduced by lease incentives,
such as tenant improvement allowances. Our lease terms include options to extend or terminate the lease only when it is reasonably certain that we will exercise that option.
Lease expense for lease payments is recognized on a straight-line basis over the lease term.
 
Stock-Based Compensation
 
We account for stock-based payments in accordance with ASC 718, “Compensation - Stock Compensation,” which requires that such equity instruments be measured at their
fair values on the grant date. Stock-based payments to employees include grants of stock that are recognized in the condensed consolidated statement of operations based on
their fair values at the date of grant.
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The grant date fair value of stock option awards is recognized in earnings as stock-based compensation cost over the requisite service period of the award using the straight-line
attribution method. We estimate the fair value of the stock option awards using the Black-Scholes-Merton option pricing model. The exercise price of options is specified in the
stock option agreements. The expected volatility is based on the historical volatility of our stock for the previous period equal to the expected term of the options. The expected
term of options granted is based on the midpoint between the vesting date and the end of the contractual term. The risk-free interest rate is based upon a U.S. Treasury
instrument with a life that is similar to the expected term of the options. The expected dividend yield is based upon the yield expected on date of grant to occur over the term of
the option.
 
Software Development Costs
 
We design, develop, test, market, license, and support new software products and enhancements of current products. We continuously monitor our software products and
enhancements to remain compatible with standard platforms and file formats. In accordance with ASC 985-20 “Costs of Software to be Sold, Leased or Otherwise Marketed,”
we expense software development costs, including costs to develop software products or the software component of products to be sold, leased, or marketed to external users,
before technological feasibility is reached. Once technological feasibility has been established, certain software development costs incurred during the application development
stage are eligible for capitalization. Based on our software development process, technical feasibility is established upon completion of a working model. Technological
feasibility is typically reached shortly before the release of such products. Such costs in the amount of $0 and $43,771 were capitalized during the third quarter and nine-month
period 2022, respectively. No such costs were capitalized during the nine-month period 2021.
 
In accordance with ASC 350-40, “Internal-Use Software,” we capitalize purchase and implementation costs of internal use software. Once an application has reached
development stage, internal and external costs, if direct and incremental, are capitalized until the software is substantially complete and ready for its intended use. Capitalization
ceases upon completion of all substantial testing. We also capitalize costs related to specific upgrades and enhancements when it is probable that the expenditure will result in
additional functionality. Such costs in the amount of $143,943 and $271,377 were capitalized during the three and nine months ended September 30, 2022, respectively. No
such costs were capitalized during the nine-month period 2021.
 
Capitalized costs are stated at cost less accumulated amortization. Amortization is computed over the estimated useful lives of the related assets on a straight-line basis, which is
three years. At September 30, 2022 and December 31, 2021, our condensed consolidated balance sheets included $327,159 and $38,305, respectively, in other long-term assets.
 
For the three and nine months ended September 30, 2022 and 2021, our expensed software development costs were $42,852 and $157,811, respectively, and $97,157 and
$294,726, respectively.
 
Recently Issued Accounting Pronouncements Not Yet Effective
 
Financial Instruments – Credit Losses
 
In June 2016, the FASB issued ASU 2016-13, Financial Instruments – Credit Losses (Topic 326), which requires entities to measure all expected credit losses for financial
assets held at the reporting date based on historical experience, current conditions, and reasonable and supportable forecasts. This replaces the existing incurred loss model and
is applicable to the measurement of credit losses on financial assets measured at amortized cost. ASC 2016-16 is effective for annual reporting periods beginning after
December 15, 2022, including interim reporting periods within those annual reporting periods. Early adoption is permitted. We are currently evaluating the impact of the new
guidance on our condensed consolidated financial statements and related disclosures.
 
In October 2021, the FASB issued ASU No. 2021-08, Accounting for Contract Assets and Contract Liabilities from Contracts with Customers (Topic 805). This ASU requires
an acquirer in a business combination to recognize and measure contract assets and contract liabilities (deferred revenue) from acquired contracts using the revenue recognition
guidance in Topic 606. At the acquisition date, the acquirer applies the revenue model as if it had originated the acquired contracts. The ASU is effective for annual periods
beginning after December 15, 2022, including interim periods within those fiscal years, with early adoption permitted. Adoption of the ASU should be applied prospectively.
The Company elected to early adopt ASU 2021-08 on a prospective basis during the second quarter of 2022 in connection with the purchase price allocation for the Yellow
Folder acquisition (see Note 4).
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No other Accounting Standards Updates that have been issued but are not yet effective are expected to have a material effect on our future condensed consolidated financial
statements.



 
Advertising
 
We expense the cost of advertising as incurred. Advertising expense for the three and nine months ended September 30, 2022 and 2021 amounted to $10,371 and $19,871,
respectively, and $3,022 and $4,063, respectively.
 
(Loss) Earnings Per Share
 
Basic income or loss per share is computed by dividing net income or loss by the weighted average number of shares of common stock outstanding during the period. Diluted
income or loss per share is computed by dividing net income or loss by the diluted weighted average number of shares of common stock outstanding during the period. The
diluted weighted average number of shares gives effect to all dilutive potential common shares outstanding during the period using the treasury stock method. Diluted earnings
per share exclude all diluted potential shares if their effect is anti-dilutive, including warrants or options which are out-of-the-money and for those periods with a net loss. The
three and nine months ended September 30, 2022 reported net losses, while the three and nine months ended September 30, 2021 reported net income.
 
We have outstanding warrants and stock options which have not been included in the calculation of diluted net loss per share for the nine months ended September 30, 2022
because to do so would be anti-dilutive. As such, the numerator and the denominator used in computing both basic and diluted net loss per share for each period are the same.
 
Income Taxes
 
We file a consolidated federal income tax return with our subsidiaries. The provision for income taxes is computed by applying statutory rates to income before taxes.

 
Deferred income taxes are recognized for the tax consequences in future years of temporary differences between the financial reporting and tax bases of assets and liabilities as
of each period-end based on enacted tax laws and statutory rates. Valuation allowances are established when necessary to reduce deferred tax assets to the amount expected to
be realized. A 100% valuation allowance has been established on deferred tax assets At September 30, 2022 and December 31, 2021, due to the uncertainty of our ability to
realize future taxable income.

 
We account for uncertainty in income taxes in our financial statements as required under ASC 740, “Income Taxes.” The standard prescribes a recognition threshold and
measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return. The standard also provides
guidance on de-recognition, classification, interest and penalties, accounting in interim periods, disclosure and transition accounting. Management determined there were no
material uncertain positions taken by us in our tax returns.

 
Segment Information
 
Operating segments are defined in the criteria established under the FASB ASC Topic 280 as components of public Operating segments are defined in the criteria established
under the ASC 280, “Segment Reporting,” as components of public entities that engage in business activities from which they may earn revenues and incur expenses for which
separate financial information is available and which is evaluated regularly by our chief operating decision maker (“CODM”) in deciding how to assess performance and
allocate resources. Our CODM assesses performance and allocates resources based on two operating segments: Document Management and Document Conversion. These
segments contain individual business components that have been combined on the basis of common management, customers, solutions offered, service processes and other
economic characteristics. We currently have immaterial intersegment sales. We evaluate the performance of our segments based on gross profits.
 
The Document Management Segment provides cloud-based and premise-based content services software. Its modular suite of solutions complements existing operating and
accounting systems to serve a mission-critical role for organizations to make content secure, compliant, and process-ready. This segment conducts its primary operations in the
United States. Markets served include highly regulated, risk and compliance-intensive markets in healthcare, K-12 education, public safety, other public sector, risk
management, financial services, and others. Solutions are sold both directly to end-users and through resellers.
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The Document Conversion Segment provides services for scanning and indexing, converting images from paper to digital, paper to microfilm, and microfiche to microfilm, as
well as long-term physical document storage and retrieval. This segment conducts its primary operations in the United States. Markets served include business and federal,
county, and municipal governments. Solutions are sold both directly to end-users and through a reseller distributor.
 
Information by operating segment is as follows:
 

  For the three months ended September 30,   For the nine months ended September 30,  
  2022   2021   2022   2021  
Revenues             

Document Management  $ 1,693,128  $ 792,548  $ 4,180,931  $ 2,319,370 
Document Conversion   2,166,499   2,378,814   5,797,851   6,396,857 

Total revenues  $ 3,859,627  $ 3,171,362  $ 9,978,782  $ 8,716,227 
                 
Gross profit                 

Document Management  $ 1,427,696  $ 673,237  $ 3,488,947  $ 1,898,799 
Document Conversion   1,078,489   1,242,484   2,838,093   3,435,893 

Total gross profit  $ 2,506,185  $ 1,915,721  $ 6,327,040  $ 5,334,692 
                 
Capital additions, net                 

Document Management  $ 145,581  $ 5,935  $ 321,382  $ 44,051 
Document Conversion   43,069   126,578   136,669   488,100 

Total capital additions, net  $ 188,650  $ 132,513  $ 458,051  $ 532,151 
 
  September 30, 2022   December 31, 2021  
Goodwill         

Document Management  $ 3,989,645  $ 522,711 
Document Conversion   1,800,176   1,800,176 

Total goodwill  $ 5,789,821  $ 2,322,887 
 
  September 30, 2022   December 31, 2021  
Total assets         

Document Management
 $ 11,210,697  $ 2,233,419 



Document Conversion   9,548,940   9,728,713 
Total assets  $ 20,759,637  $ 11,962,132 
 
Statement of Cash Flows
 
For purposes of reporting cash flows, cash includes cash on hand and demand deposits held by banks.
 
4. Business Combinations
 
On April 1, 2022, we entered into an asset purchase agreement to acquire substantially all of the assets of Yellow Folder. The acquisition was accounted for in accordance with
GAAP and was made to expand our market share in the digital transformation industry and due to synergies of product lines and services between the Companies.
 
The purchase price has been preliminarily allocated to assets acquired and liabilities assumed based on the estimated fair value of such assets and liabilities at the date of
acquisitions as follows:
 

Assets acquired:     
Accounts receivable  $ 68,380 
Prepaid expenses   38,913 
Property and equipment   30,018 
Intangible assets (see Note 5)   3,888,000 

  4,025,311 
Liabilities assumed:     

Accounts payable   36,446 
Deferred revenue   1,072,530 

  1,108,976 
     
Total identifiable net assets   2,916,335 
     
Purchase price   6,383,269 
     
Goodwill - Excess of purchase price over fair value of net assets acquired  $ 3,466,934 

 
The purchase price of $6,383,269 was paid in cash. Goodwill in the amount of $3,466,934 was recognized in the acquisition of Yellow Folder and is attributable to the cash
flows of the business derived from our potential to outperform the market due to its existing relationship and other synergies created within the Company.
 
Acquisition costs which include legal and other professional fees of $0 and $355,281 for the three and nine months ended September 30, 2022, respectively, were expensed as
nonrecurring transaction costs and are included in transaction costs in the accompanying condensed consolidated statements of operations.
 
As the Company finalizes the fair value of assets acquired and liabilities assumed, additional purchase price adjustments may be recorded. The finalization of the purchase
accounting assessment may result in changes in the valuation of assets acquired and liabilities assumed and may have an impact on the Company’s results of operations and
financial position.
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The following unaudited pro forma information presents a summary of the condensed consolidated results of operations for the Company as if the acquisition of Yellow Folder
had occurred on January 1, 2021.
 

  For the Three months ended  
  (unaudited)   (unaudited)  
  September 30, 2022   September 30, 2021  

Total revenues  $ 3,859,627  $ 3,880,298 
         
Net income  $ 217,536  $ 289,676 
         
Basic net income per share  $ 0.05  $ 0.07 
Diluted net income per share  $ 0.05  $ 0.06 
 

  For the Nine months ended  
  (unaudited)   (unaudited)  
  September 30, 2022   September 30, 2021  

Total revenues  $ 10,756,634  $ 10,762,099 
         
Net (loss) income  $ (142,241)  $ 963,866 
         
Basic net (loss) income per share  $ (0.03)  $ 0.24 
Diluted net (loss) income per share  $ (0.03)  $ 0.22 
 
The unaudited pro forma consolidated results are based on our historical financial statements and those of Yellow Folder and do not necessarily indicate the results of operations
that would have resulted had the acquisition actually been completed at the beginning of the applicable period presented. The pro forma financial information assumes that the
companies were combined as of January 1, 2021.
 
The following tables present the amounts of revenue and earnings of Yellow Folder since the acquisition date included in the condensed consolidated income statement for the
reporting period.
 

  
For the 

three months ended 
September 30,

  
For the 

nine months ended 
September 30,

 

  2022   2022  
Yellow Folder:         



Total revenues  $ 829,856  $ 1,620,224 
Net income  $ 178,973  $ 375,531 
 
5. Intangible Assets, Net
 
At September 30, 2022, intangible assets consisted of the following:
 
  Estimated     Accumulated     
  Useful Life  Costs   Amortization   Net  
Trade names  10 years  $ 297,000  $ (39,642)  $ 257,358 
Proprietary technology  10 years   861,000   (43,050)   817,950 
Customer relationships  5-15 years   4,091,000   (619,085)   3,471,915 
    $ 5,249,000  $ (701,777)  $ 4,547,223 
 
At December 31, 2021, intangible assets consisted of the following:
 
  Estimated     Accumulated     
  Useful Life  Costs   Amortization   Net  
Trade names  10 years  $ 119,000  $ (21,817)  $ 97,183 
Customer relationships  5-8 years   1,242,000   (370,687)   871,313 
    $ 1,361,000  $ (392,504)  $ 968,496 
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Amortization expense for the three and nine months ended September 30, 2022 and 2021, amounted to $127,577 and $309,273, respectively, and $54,119 and $162,356,
respectively. The following table represents future amortization expense for intangible assets subject to amortization.
 
For the Twelve Months Ending September 30,  Amount  
2023  $ 510,308 
2024   510,308 
2025   499,391 
2026   391,941 
2027   326,108 
Thereafter   2,309,167 

 $ 4,547,223 
 
6. Fair Value Measurements
 
Under GAAP, fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date. The fair value hierarchy consists of the following three levels. Level 1 inputs are quoted prices in active markets for identical assets or liabilities. Level 2
inputs consist of quoted prices for similar assets or liabilities in an active market, quoted prices for identical or similar assets or liabilities in markets that are not active, inputs
other than quoted prices that are observable and market-corroborated inputs which are derived principally from or corroborated by observable market data. Level 3 inputs are
derived from valuation techniques in which one or more significant inputs or value drivers are unobservable.
 
The carrying values of cash and equivalents, accounts receivable, accounts payable, and accrued expenses approximate fair value because of its short maturity. Management
believes that the carrying value of the 2020 Notes and 2022 Notes approximate fair value given that, while there has been change in the overall economic environment, there has
not been significant net availability of credit to Company.
 
We have earnout liabilities related to our two 2020 acquisitions which are measured on a recurring basis and recorded at fair value, measured using probability-weighted
analysis and discounted using a rate that appropriately captures the risks associated with the obligation. The inputs used to calculate the fair value of the earnout liabilities are
considered to be Level 3 inputs due to the lack of relevant market activity and significant management judgment. Key unobservable inputs include revenue growth rates, which
ranged from 0% to 7%, and volatility rates, which were 20% for gross profits. An increase in future revenues and gross profits may result in a higher estimated fair value while a
decrease in future revenues and gross profits may result in a lower estimated fair value of the earnout liabilities.
 
The following table provides a summary of the changes in fair value of the earnout liabilities for the three and nine months ended September 30, 2022:
 

  
Three months ended 
September 30, 2022  

Fair value at July 31, 2022  $ 728,853 
Payment   - 
Change in fair value   28,494 
Fair value at September 30, 2022  $ 757,347 
 

  
Nine months ended 
September 30, 2022  

Fair value at December 31, 2021  $ 1,630,681 
Payment   (1,018,333)
Change in fair value   144,999 
Fair value at September 30, 2022  $ 757,347 
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Three months ended 
September 30, 2021  

Fair value at July 31, 2021  $ 1,566,478 
Payment   - 
Change in fair value   - 
Fair value at September 30, 2021  $ 1,566,478 



 

  
Nine months ended 
September 30, 2021  

Fair value at December 31, 2020  $ 2,444,000 
Payment   (954,733)
Change in fair value   77,211 
Fair value at September 30, 2021  $ 1,566,478 
 
The fair values of amounts owed are recorded in the current and long-term portions of earnout liabilities in our condensed consolidated balance sheets. Changes in fair value are
recorded in change in fair value of earnout liabilities in our condensed consolidated statements of operations.
 
7. Property and Equipment
 
Property and equipment are comprised of the following:
 

  September 30, 2022   December 31, 2021  
Computer hardware and purchased software  $ 1,593,208  $ 1,494,918 
Leasehold improvements   369,861   295,230 
Furniture and fixtures   71,325   71,325 

  2,034,394   1,861,473 
Less: accumulated depreciation   (963,670)   (769,693)
Property and equipment, net  $ 1,070,724  $ 1,091,780 
 
Total depreciation expense on our property and equipment for the three and nine months ended September 30, 2022 and 2021 amounted to $66,286 and $193,977, respectively,
and $51,804 and $139,883, respectively.
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8. Notes Payable – Unrelated Parties
 
Summary of Notes Payable to Unrelated Parties
 
The table below summarizes all notes payable At September 30, 2022 and December 31, 2021, respectively, with the exception of related party notes disclosed in Note 9
“Notes Payable - Related Parties.”
 

  September 30, 2022   December 31, 2021  
2022 Unrelated Notes  $ 2,364,500  $ - 
2020 Notes   2,000,000   2,000,000 
Total notes payable  $ 4,364,500  $ 2,000,000 
Less unamortized debt issuance costs   (353,741)   (121,029)
Less unamortized debt discount   (44,444)   (124,444)
Less current portion, net   (1,912,331)   - 
Long-term portion of notes payable  $ 2,053,984  $ 1,754,527 
 
Future minimum principal payments of the Notes Payable to Unrelated Parties are as follows:
 

As of September 30,  Amount  
2023  $ 2,000,000 
2025   2,364,500 
Total  $ 4,364,500 

 
As of September 30, 2022 and December 31, 2021, accrued interest for these notes payable with the exception of the related party notes in Note 9, “Notes Payable - Related
Parties,” was $0. As of September 30, 2022 and December 31, 2021, unamortized deferred financing costs and unamortized debt discount were reflected within short and long
term liabilities on the condensed consolidated balance sheets, netted with the corresponding notes payable balance.
 
With respect to all notes outstanding (other than the notes to related parties), interest expense, including the amortization of debt issuance costs and debt discount, for the three
and nine months ended September 30, 2022 and 2021 was $214,587 and $541,777, respectively, and $113,030 and $339,345, respectively.
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2022 Unrelated Notes
 
On April 1, 2022, we sold $2,364,500 in 12% Subordinated Notes (“2022 Unrelated Notes”) to unrelated accredited investors. The entire outstanding principal and unpaid
interest of the 2022 Notes are due and payable on March 30, 2025. Interest on the 2022 Unrelated Notes accrues at the rate of 12% per annum, payable quarterly in cash,
beginning on September 30, 2022. Any accrued but unpaid quarterly installment of interest will accrue interest at the rate of 14.0% per annum. Any overdue principal and
accrued and unpaid interest at the maturity date will accrue a mandatory default penalty of 20% of the outstanding principal balance and an interest rate of 14% per annum from
the maturity date until paid in full. We used a portion of the net proceeds from the private placement offering to finance the acquisition of Yellow Folder and the remaining net
proceeds for working capital and general corporate purposes.
 
2020 Notes
 
On March 2, 2020, we sold 2,000 units, at an offering price of $1,000 per unit, to accredited investors in a private placement offering, with each unit consisting of $1,000 in
12% Subordinated Notes (“2020 Notes”) and 40 shares of our common stock, for aggregate gross proceeds of $2,000,000. The entire outstanding principal and unpaid interest
of the 2020 Notes are due and payable on February 28, 2023. Interest on the 2020 Notes accrues at the rate of 12% per annum, payable quarterly in cash, beginning on June 30,
2021. Any accrued but unpaid quarterly installment of interest will accrue interest at the rate of 14.0% per annum. Any overdue principal and accrued and unpaid interest at the
maturity date will accrue a mandatory default penalty of 20% of the outstanding principal balance and an interest rate of 14% per annum from the maturity date until paid in
full. We used a portion of the net proceeds from the private placement offering to finance the acquisitions of Graphic Sciences and CEO Image and the remaining net proceeds
for working capital and general corporate purposes. We recognized a debt discount of $320,000 for the 80,000 shares issued in conjunction with the units. The amortization of
the debt discount, which will be recognized over the life of the 2020 Notes as interest expense, for the three and nine months ended September 30, 2022 and 2021 was $26,667



and $79,999, respectively.
 
PPP Note
 
On April 15, 2020, we were issued an unsecured promissory note (“PPP Note”) under the Paycheck Protection Program through PNC Bank with a principal amount of
$838,700. The term of the PPP Note Payable was two years, with an interest rate of 1.0% per annum deferred for the first six months. We received notice on January 20, 2021
that the Small Business Administration had forgiven the full amount of principal and interest of the PPP Note, and we have recognized a gain on extinguishment of debt of $0
and $845,083 for the three and nine months ended September 30, 2021.
 
9. Notes Payable - Related Parties
 
Summary of Notes Payable to Related Parties
 
The table below summarizes all notes payable to related parties at September 30, 2022 and December 31, 2021:
 

  September 30, 2022   December 31, 2021  
Notes payable – “2022 Related Notes”  $ 600,000  $        - 
Less unamortized debt issuance costs   (78,795)   - 
Less current portion   -   - 
Long-term portion of notes payable  $ 521,205  $ - 
 
Future minimum principal payments of the 2022 Notes to related parties are as follows:
 

As of September 30,  Amount  
2025  $ 600,000 
Total  $ 600,000 

 
As of September 30, 2022 and December 31, 2021, accrued interest for these notes payable – related parties was $0. As of September 30, 2022 and December 31, 2021,
unamortized deferred financing costs and unamortized debt discount were reflected within long term liabilities on the condensed consolidated balance sheets.
 
With respect to all notes payable – related parties outstanding, interest expense, including the amortization of debt issuance costs, for the three and nine months ended
September 30, 2022 was $25,880 and $51,759, respectively. For the three and nine months ended June 30, 2021, there was no interest expense in connection with notes payable
– related parties.
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2022 Related Notes
 
On April 1, 2022, we issued 12% Subordinated Notes in an aggregate principal amount of $600,000 (the “2022 Related Notes”) to Robert Taglich (holding more than 5%
beneficial interest in the Company’s Shares). The entire outstanding principal and unpaid interest of the 2022 Related Notes are due and payable on March 30, 2025. Interest on
the 2022 Related Notes accrues at the rate of 12% per annum, payable quarterly in cash, beginning on September 30, 2022. Any accrued but unpaid quarterly installment of
interest will accrue interest at the rate of 14.0% per annum. Any overdue principal and accrued and unpaid interest at the maturity date will accrue a mandatory default penalty
of 20% of the outstanding principal balance and an interest rate of 14% per annum from the maturity date until paid in full. We used a portion of the net proceeds from the
private placement offering to finance the acquisition of Yellow Folder and the remaining net proceeds for working capital and general corporate purposes.
 
10. Deferred Compensation
 
Pursuant to an employment agreement, we have accrued incentive cash compensation for one of our founders totaling $20,166 as of September 30, 2022 and $100,828 as of
December 31, 2021. During the three and nine months ended September 30, 2022, we paid $30,248 and $80,662, respectively, in deferred incentive compensation, which
amount was reflected as a reduction in our deferred compensation liability. We made no deferred incentive compensation payments during the nine months ended September
30, 2021.
 
11. Commitments and Contingencies
 
From time to time we are involved in legal proceedings, claims and litigation related to employee claims, contractual disputes and taxes in the ordinary course of business.
Although we cannot predict the outcome of such matters, currently we have no reason to believe the disposition of any current matter could reasonably be expected to have a
material adverse impact on our financial position, results of operations or the ability to carry on any of our business activities.
 
Employment Agreements
 
We have entered into employment agreements with three of our key executives, including one of our founders. Under their respective employment agreements, the executives
are employed on an “at-will” basis and are bound by typical confidentiality, non-solicitation and non-competition provisions. Deferred compensation for one founder remains
outstanding as of September 30, 2022.
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Operating Leases
 
On January 1, 2010, we entered into an agreement to lease 6,000 rentable square feet of office space in Columbus, Ohio. The lease commenced on January 1, 2010 and, pursuant
to a lease extension dated September 18, 2021, the lease expires on December 31, 2028. The monthly rental payment is $4,950, with gradually higher annual increases each
January up to $5,850 for the final year.
 
Our subsidiary, Graphic Sciences, uses 36,000 square feet of leased space in Madison Heights, Michigan as its main facility. Graphic Sciences uses about 20,000 square feet for
its records storage services, with the remainder of the space used for production, sales, and administration. The monthly rental payment is $41,508, with gradually higher annual
increases each September up to $45,828 for the final year, and with a lease term continuing until August 31, 2026. Graphic Sciences also leases and uses a separate 37,000
square foot building in Sterling Heights, Michigan for document storage, except approximately 5,000 square feet for production, and a satellite office in Traverse City,
Michigan for production. The monthly Sterling Heights rental payment is $20,452, with gradually higher annual increases each May up to $24,171 for the final year, and with a
lease term continuing to April 30, 2028. The monthly Traverse City rental payment is $4,500, with a lease term continuing until January 31, 2024. Graphic Sciences also leases
and uses four leased vehicles for logistics. The monthly rental payments for these vehicles total $2,618, with lease terms continuing until October 31, 2024.
 



Graphic Sciences also leases and uses an additional temporary storage space in Madison Heights, with a monthly rental payment of $1,605 and a lease term on a month-to-
month basis. We have made an accounting policy election to not record a right-of-use asset and lease liability for short-term leases, which are defined as leases with a lease term
of 12 months or less. Instead, the lease payments are recognized as rent expense in the general and administrative expenses on the statement of operations. For each of the above
listed leases, management has determined it will utilize the base rental period and have not considered any renewal periods.
 
The following table sets forth the future minimum lease payments under these operating leases:
 
For the nine months ending September 30,  Amount  
2023  $ 937,809 
2024   896,168 
2025   876,675 
2026   848,540 
2027   353,662 
Thereafter   256,496 

 $ 4,169,350 
 
Lease costs charged to operations for the three months ended September 30, 2022 and 2021 amounted to $243,301 and $293,953, respectively, and for the nine months ended
September 30, 2022 and 2021 amounted to $729,902 and $794,317, respectively. Included in the lease costs for the three and nine months ended September 30, 2022 were
short-term lease costs of $4,814 and $14,441, respectively. The following table sets forth additional information pertaining to our leases:
 
For the nine months ending September 30, 2022:    
Operating cash flows from operating leases  $ 318,030 
Weighted average remaining lease term – operating leases   4.7 years 
Weighted average discount rate – operating leases   6.99%
 
Because these leases do not provide an implicit rate, we use an incremental borrowing rate based on the information available at the lease commencement date in determining
the present value of lease payments.
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12. Stockholders’ Equity
 
Common Stock
 
As of September 30, 2022, 4,073,757 shares of common stock were issued and outstanding, 255,958 shares of common stock were reserved for issuance upon the exercise of
outstanding warrants, and 497,330 shares of common stock were reserved for issuance under our 2015 Equity Incentive Plan, as amended (the “2015 Plan”).
 
Private Placement 2022
 
On April 1, 2022, we entered into a Securities Purchase Agreement with certain accredited investors, pursuant to which we issued and sold (i) 1,242,588 shares of the
Company’s Common Stock, at a price of $4.62 per share, for aggregate gross proceeds of $5,740,756 and (ii) $2,964,500 in 12% Subordinated Notes, for aggregate gross
proceeds of $8,705,256 for the combined private placement. We used a portion of the net proceeds of the offering to finance the acquisition of Yellow Folder, and intend to use
the remaining net proceeds for working capital and general corporate purposes, including potentially debt reduction and other future acquisitions.
 

We retained Taglich Brothers, Inc. as the exclusive placement agent for the private placement. In compensation, we paid the placement agent a cash payment of 8% of the
gross proceeds of the offering, along with warrants to purchase shares of Company common stock, an extension of its existing warrants, and reimbursement for the placement
agent’s reasonable out of pocket expenses, FINRA filing fees and related legal fees. On April 1, 2022, the Company paid the placement agent cash in the amount of $ 696,420
and issued the placement agent warrants to purchase 124,258 shares at an exercise price at $4.62 per share, which are exercisable for a period of five years after issuance,
contain customary cashless exercise provisions and anti-dilution protection and are entitled to limited piggyback registration rights. In addition, we agreed to extend the
expiration date of all currently outstanding warrants previously issued to the placement agent and/or its assignees to March 30, 2027. Debt issuance costs of $165,406 were
recorded for the issuance of the April 1, 2022 warrants, utilizing the Black-Scholes valuation model. The fair value of warrants issued was determined to be $3.91. Debt
issuance costs of $47,607 were recorded for the extension of the exercise period for existing unexpired warrants to March 30, 2027, utilizing the Black-Scholes valuation model.
The fair value of warrants affected was determined to be from $3.30 to $3.97. Underwriting paid-in-capital charges of $492,181 and debt issuance costs of $254,160 was
recorded for the placement agent cash fee and other related legal fees. Amortization of the debt issuance costs for this private placement offering was recorded at $38,931 and
$77,862, for the three and nine months ended September 30, 2022.
 
Private Placement 2020
 
On March 2, 2020, we sold 955,000 shares of our common stock and certain subordinated notes in a private placement to accredited investors as follows:
 
 ● 875,000 shares of our common stock at a purchase price of $4.00 per share, for aggregate gross proceeds of $3,500,000, and
   
 ● 2,000 units at a purchase price of $1,000 per unit, with each unit consisting of $1,000 in 12% Subordinated Notes and 40 shares of our common stock, for aggregate

gross proceeds of $2,000,000.
 

In connection with the private placement offering, we paid the placement agent $440,000 in cash, equal to 8% of the gross proceeds of the offering, along with 95,500 warrants
to purchase shares of our common stock and reimbursement for the placement agent’s reasonable out of pocket expenses, FINRA filing fees and related legal fees. The warrants
are exercisable at an exercise price at $4.00 per share for a period of five years after issuance, contain customary cashless exercise provisions and anti-dilution protection and
are entitled to limited piggyback registration rights. Underwriting expense of $236,761 and debt issuance costs of $135,291 were recorded for the issuance of the March 2, 2020
warrants, utilizing the Black-Scholes valuation model. The fair value of warrants issued was determined to be $3.90. Underwriting expense of $307,867 and debt issuance costs
of $175,924 was recorded for the placement agent cash fee and other related legal fees. Amortization of the debt issuance costs for this private placement offering was recorded
at $25,935 for the three months ended September 30, 2022 and 2021, and at $77,804 for the nine months ended September 30, 2022 and 2021.
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Warrants
 
The following sets forth the warrants to purchase our common stock that were outstanding as of September 30, 2022:
 
 ● Warrants to purchase 3,000 shares of common stock at an exercise price of $15.00 per share exercisable until March 30, 2027, issued to certain 5% stockholders.
   



 ● Warrants to purchase 17,200 shares of common stock at an exercise price of $12.50 per share exercisable until March 30, 2027, issued to the placement agent in
connection with private placements of our convertible promissory notes.

   
 ● Warrants to purchase 16,000 shares of common stock at an exercise price of $9.00 per share exercisable until March 30, 2027, issued to the placement agent in

connection with private placements of our convertible promissory notes.
   
 ● Warrants to purchase 95,500 shares of common stock at an exercise price of $4.00 per share exercisable until March 30, 2027, issued to the placement agent in

connection with private placements of our promissory notes.
   
 ● Warrants to purchase 124,258 shares of common stock at an exercise price of $4.62 per share exercisable until March 30, 2027, issued to the placement agent in

connection with private placements of our promissory notes.
 
Warrants to purchase 124,258 shares of common stock were issued during the nine months ended September 30, 2022 at a fair value determined to be $3.91 per warrant
utilizing the Black-Scholes valuation model. The estimated value of the warrants issued during the nine months ended September 30, 2022, as well as the assumptions that were
used in calculating such values, were based on estimates at the issuance date in the table below. No warrants were issued during the nine months ended September 30, 2021.

 

  
Warrants Issued 

April 1, 2022  
Risk-free interest rate   2.55%
Weighted average expected term   5 years 
Expected volatility   116.32%
Expected dividend yield   0.00%
 
13. Stock-Based Compensation
 
From time to time, we issue stock options and restricted stock as compensation for services rendered by our directors and employees.
 
Restricted Stock
 
On January 6, 2022 and February 15, 2021, we issued 8,097 shares and 12,207 shares, respectively, of restricted common stock to our directors as part of their annual
compensation plan. The grants of restricted common stock were made outside the 2015 Plan and were not subject to vesting. Stock compensation of $57,500 was recorded on
this issuance of restricted common stock for the nine months ended September 30, 2022 and 2021.
 
Stock Options
 
On April 14, 2022, we granted employees stock options to purchase 220,587 shares at an exercise price of $6.08 per share in accordance with the 2015 Plan, with vesting
continuing until 2025. The total fair value of $1,152,470 for these stock options is being recognized over the requisite service period. We did not make any stock option grants
during the nine months ended September 30, 2021.
 
The weighted-average grant date fair value of options granted during the nine months ended September 30, 2022 was $5.22. The weighted average assumptions that were used
in calculating such values during the nine months ended September 30, 2022, as well as the assumptions that were used in calculating such values, were based on estimates at
the grant date in the table as follows:
 

  
Grant Date 

April 1, 2022  
Risk-free interest rate   2.82%
Weighted average expected term   6 years 
Expected volatility   116.60%
Expected dividend yield   0.00%
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A summary of stock option activity during the nine months ended September 30, 2022 and 2021 is as follows:
 

        Weighted-     
     Weighted-   Average     
  Shares   Average   Remaining   Aggregate  
  Under   Exercise   Contractual   Intrinsic  
  Option   Price   Life   Value  

Outstanding at January 1, 2022   144,860  $ 5.61   8 years  $ 19,200 
Granted   220,587   6.08         
Outstanding at September 30, 2022   365,447  $ 5.89   9 years  $ 19,200 
                 
Exercisable at September 30, 2022   93,085  $ 6.44   7 years  $ 19,200 
 
        Weighted-     

     Weighted-   Average     
  Shares   Average   Remaining   Aggregate  
  Under   Exercise   Contractual   Intrinsic  
  Option   Price   Life   Value  

Outstanding at January 1, 2021   145,360  $ 5.61   9 years  $ 19,200 
                 
Outstanding at September 30, 2021   145,360  $ 5.61   8 years  $ 19,200 
                 
Exercisable at September 30, 2021   81,685  $ 6.71   8 years  $ 19,200 
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During the three and nine months ended September 30, 2022 and 2021, stock-based compensation for options was $118,999 and $244,951, respectively, and $23,098 and
$69,293, respectively.



 
As of September 30, 2022 and December 31, 2021, there was $1,138,139 and $230,620, respectively, of total unrecognized compensation costs related to stock options granted
under our stock option agreements. The unrecognized compensation cost is expected to be recognized over a weighted-average period of two years. The total fair value of stock
options that vested during the nine months ended September 30, 2022 and 2021 was $91,913 and $92,475, respectively.
 
14. Concentrations
 
Revenues from a limited number of customers have accounted for a substantial percentage of our total revenues. During the three months ended September 30, 2022 and 2021,
our largest customer, the State of Michigan, accounted for 37% and 38%, respectively, of our total revenues, and our second largest customer, Rocket Mortgage, accounted for
5% and 7%, respectively, of our total revenues. During the nine months ended September 30, 2022 and 2021, our largest customer, the State of Michigan, accounted for 37%
and 44%, respectively, of our total revenues, and our second largest customer, Rocket Mortgage, accounted for 7% and 9%, respectively, of our total revenues.
 
For the three months ended September 30, 2022 and 2021, government contracts represented approximately 49% and 52%, respectively, of our net revenues. For the nine
months ended September 30, 2022 and 2021, government contracts represented approximately 52% and 60%, respectively, of our net revenues. A significant portion of our
sales to resellers represent ultimate sales to government agencies.
 
As of September 30, 2022, accounts receivable concentrations from our two largest customers were 30% and 10% of our gross accounts receivable, respectively by customer.
As of December 31, 2021, accounts receivable concentrations from our two largest customers were 65% and 7% of gross accounts receivable, respectively by customer.
 
15. Certain Relationships and Related Transactions
 
We retained Taglich Brothers, Inc. as the exclusive placement agent for the private placement offering discussed in Note 8 and Note 12. In compensation, the Company paid the
placement agent a cash payment of 8% of the gross proceeds of the offering, along with warrants to purchase shares of Company common stock, an extension of its existing
warrants, and reimbursement for the placement agent’s reasonable out of pocket expenses, FINRA filing fees and related legal fees. On April 1, 2022, the Company paid the
placement agent cash in the amount of $696,420 and issued the placement agent warrants to purchase 124,258 shares at an exercise price at $4.62 per share, which are
exercisable for a period of five years after issuance, contain customary cashless exercise provisions and anti-dilution protection and are entitled to limited piggyback registration
rights. In addition, we agreed to extend the expiration date of all currently outstanding warrants previously issued to the placement agent and/or its assignees to March 30, 2027.
 
We retained Taglich Brothers, Inc. on an exclusive basis to render financial advisory and investment banking services to us in connection with our acquisition of Yellow Folder.
Pursuant to an Engagement Agreement, dated May 1, 2020, we paid Taglich Brothers, Inc. a success fee of $ 200,000 as a result of the successful completion of the acquisition
of Yellow Folder, LLC assets.
 
We did not participate in any related person transactions during the three and nine months ended September 30, 2021.
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ITEM 2 MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
 
The following discussion and analysis of our financial conditions and results of operations should be read together with our condensed consolidated financial statements and
notes thereto included in Part I, Item 1, “Financial Statements,” of this Quarterly Report on Form 10-Q, and with the condensed consolidated financial statements and notes
thereto and Management’s Discussion and Analysis of Financial Condition and Results of Operations contained in our Annual Report on Form 10-K for the fiscal year ended
December 31, 2021. Historical results and percentage relationships among any amounts in the financial statements are not necessarily indicative of trends in operating results for
any future periods. Any forward-looking statements in this discussion and analysis should be read in conjunction with the information set forth in “Note Regarding Forward-
Looking Statements” elsewhere herein. In this Quarterly Report, we sometimes refer to the three and nine-month periods ended September 30, 2022 as the third quarter 2022
and the nine-month period 2022 respectively, and to the three and nine-month periods ended September 30, 2021 as the third quarter 2021 and the nine-month period 2021.
 
Company Overview
 
We are a document services and solutions software company serving both the small-to-medium business and governmental sectors. On April 1, 2022, we made a significant
business acquisition of Yellow Folder that has significantly impacted our financial operations and grown our business operations. For further information about this acquisition,
please see Note 4 to our condensed consolidated financial statements included in Part I, Item 1 of this Quarterly Report.
 
Our products and services are provided through two reporting segments: Document Management and Document Conversion. Our Document Management segment consists
primarily of solutions involving our software platform, allowing customers to capture and manage their documents across operations such as scanned hard-copy documents and
digital documents including those from Microsoft Office 365, digital images, audio, video and emails. Our Document Conversion segment provides assistance to customers as a
part of their overall document strategy to convert documents from one medium to another, predominantly paper to digital, including migration to our software solutions, as well
as long-term storage and retrieval services. Our solutions create value for customers by making it easy to connect business-critical documents to the people and processes who
need them by making those documents easy to find and act upon, while also being secure, compliant, and audit-ready. Solutions are sold both directly to end-users and through
resellers.

 
Our customers use our software by one of two methods: purchasing our software and installing it onto their own equipment, which we refer to as a “premise” model, or
licensing and accessing our platform via the Internet, which we refer to as a “software as a service” or “SaaS” model and also as a “cloud-based” model. Licensing of our
software through our SaaS model has become increasingly popular among our customers, especially in light of the increased deployment of remote workforce policies, and is a
key ingredient in our revenue growth strategy. Our SaaS products are hosted with Amazon Web Services and Expedient, providing our customers with reliable hosting services
that we believe are consistent with industry best practices in data security and performance.
 
We operate a U.S.-based business with concentrated sales to the State of Michigan for our Document Conversion segment, complemented by our diverse set of document
management software solutions and services. We hold or compete for leading positions regionally in select markets and attribute this leadership to several factors including the
strength of our brand name and reputation, our comprehensive offering of innovative solutions, and the quality of our service support. Net growth in sales of software as a
service in recent years reflects market demand for these solutions over traditional sales of on-premise software. We expect to continue to benefit from our select niche leadership
market positions, innovative product offering, growing customer base, and the impact of our sales and marketing programs. Examples of these programs include identifying and
investing in growth and expanded market penetration opportunities, more effective products and services pricing strategies, demonstrating superior value to customers,
increasing our sales force effectiveness through improved guidance and measurement, and continuing to optimize our lead generation and lead nurturing processes.
 
For further information about our consolidated revenue and earnings, please see our condensed consolidated financial statements included in Part I, Item 1 of this Quarterly
Report.
 
How We Evaluate our Business Performance and Opportunities
 
There has been no material change during the nine-month period 2022 to the major qualitative and quantitative factors we consider in the evaluation of our operating results as
set forth in Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations — How We Evaluate our Business Performance and
Opportunities” of our Annual Report on Form 10-K for the fiscal year ended December 31, 2021.
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Recent Developments
 
On September 9, 2022, the Company’s common stock was listed on the NYSE American stock exchange under the symbol “INLX.” Previously, the Company’s common stock
was available for quotation on the OTCQB under the same symbol.
 
Financial Impact of Inflation and Lingering Effects of COVID-19
 
We are primarily a service business, and we have been affected by general wage inflation in the markets where our employees reside. To the extent possible, we appropriately
price our services to reflect these rising costs, along with rigorous general expense management. For some long-term government contracts, however, we are contractually
bound to specific pricing over multi-year periods, which inhibits our ability to completely recover our rising labor costs in the short term, particularly in our Document
Conversion segment. In addition, wage inflation has also led to a slow-down in our ability to recruit and hire new employees. In 2022, we have experienced more staffing
positions remaining open for longer periods, which directly affects our ability to generate revenue, again, especially in our Document Conversion segment. Inflation with
respect to the costs of goods and raw materials has had a much smaller effect on our business, although our Document Conversion segment has seen an increase in the costs of
its transportation services.
 
While the general effects of COVID-19 in the United States appear to be abating, we are still experiencing some lingering effects. We continue to experience staffing absences
due to new COVID-19 infections, which directly affects our revenue production in our Document Conversion segment. The State of Michigan, our largest customer, has yet to
return a majority of its agencies and departments to on-site work, resulting in a continuing decreased volume of work orders for our Document Conversion segment. In
particular, we experienced slow-downs in workflow and corresponding revenues during the fourth quarter of 2021 and first quarter 2022 due to the Omicron variant outbreak.
Looking ahead, the ongoing impact of COVID-19 on our business continues to evolve and be unpredictable. Our business, financial condition and results of operations could be
affected by future outbreaks of COVID-19 generally or in our facilities or among our customers. To address the potential impact to our business, we have engaged, and
continue to assess and engage, in aggressive efforts to reduce expenses and preserve cash flow in order to address the effects of COVID-19 on our business, operations and
results. At the same time, we believe COVID-19 has accelerated digital transformation, particularly among governmental customers, and we remain focused on innovating and
investing in the services we offer to our customers. Accordingly, the ongoing impact of COVID-19 and the extent of these measures we may implement have and are likely to
continue to have a material impact on our financial results.
 
Uncertainties, Trends, and Risks that can cause Fluctuations in our Operating Results
 
Our operating results have fluctuated significantly in the past and are expected to continue to fluctuate in the future due to a variety of factors, in addition to inflation and
COVID-19, that are discussed in Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations - Uncertainties, Trends, and Risks
that can cause Fluctuations in our Operating Results” of our Annual Report on Form 10-K for the fiscal year ended December 31, 2021. Due to all these factors and the other
risks discussed in Part II, Item 1 of this Quarterly Report, and Part I, Item IA, “Risk Factors” of our Annual Report on Form 10-K for the fiscal year ended December 31, 2021,
our past results of operations should not be relied upon as an indication of our future performance. Comparisons of our operating results with prior periods is not necessarily
meaningful or indicative of future performance.
 
Executive Overview of Results
 
The biggest factors in the changes in our results of operations during the third quarter 2022 compared to the third quarter 2021, and the nine-month period 2022 compared to the
nine-month period 2021 was our acquisition of Yellow Folder on April 1, 2022. Our results for the third quarter 2022 include the results of Yellow Folder operations for the full
period, while our nine-month period 2022 results exclude the first quarter results of Yellow Folder operations. Our 2021 results do not include Yellow Folder operations.
Without Yellow Folder, revenues were down $141,591, or 21%, primarily in professional services in our Document Conversion segment, due to lingering challenges in hiring.
This shortfall in professional services was partially offset by continued strength in software as a service, which, excluding Yellow Folder, grew 42% year over year for the nine-
month period 2022.
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Below are our key financial results for the third quarter 2022 (consolidated unless otherwise noted):

 
 ● Revenues were $3,859,627, representing revenue growth of 22% year over year.
   
 ● Cost of revenues was $1,353,442, an increase of 8% year over year.
   
 ● Operating expenses (excluding cost of revenues) were $2,048,182, an increase of 36% year over year.
   
 ● Income from operations was $458,003, compared to $409,467 in third quarter 2021.
   
 ● Net income was $217,536 with basic and fully diluted net income per share of $0.05, compared to net income was $296,437 in third quarter 2021.
 
 ● Third quarter 2022 included $28,494 of earnout fair value adjustments, compared to $0 for 2021.
 
 ● Cash provide by operations was $1,852,085, compared to cash provided by operations of $821,129 in third quarter 2021.
   
 ● Capital expenditures were $188,687, compared to $132,513 in third quarter 2021.
 
Below are our key financial results for the nine-month period 2022 (consolidated unless otherwise noted):

 
 ● Revenues were $9,978,782, representing revenue growth of 14% year over year.
   
 ● Cost of revenues was $3,651,742, an increase of 8% year over year.
   
 ● Operating expenses (excluding cost of revenues) were $5,910,261, an increase of 31% year over year.
   
 ● Income from operations was $416,779, compared to $825,918 for the nine-month period 2021.
   
 ● Net loss was $176,757 with basic and diluted net loss per share of $0.05, compared to net income of $1,331,656 for the nine-month period 2021.
 
 ● 2021 included other income of $845,083 for forgiveness of the PPP loan and interest.
 ● Nine-month period 2022 included $355,281 of transaction costs.
 ● Nine-month period 2022 included $144,999 of earnout fair value adjustments, compared to $77,211 for 2021.



 
 ● Net cash provided by operating activities was $1,924,734, compared to $1,408,249 for the nine-month period 2021.
   
 ● Capital expenditures were $458,051, compared to $532,151 for the nine-month period 2021.
   
 ● A s of September 30, 2022, we had 132 employees, including 14 part-time employees, compared to 135 employees, including 9 part-time employees, as of

September 30, 2021.
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Reportable Segments
 

We have two reportable segments: Document Management and Document Conversion. These reportable segments are discussed above under “Company Overview.”
 
Results of Operations
 

Revenues
 
The following table sets forth our revenues by reportable segment for the periods indicated:

 

  
For the three months ended 

September 30,   
For the nine months ended 

September 30,  
  2022   2021   2022   2021  

Revenues by segment                 
Document Management  $ 1,693,128  $ 792,548  $ 4,180,931  $ 2,319,370 
Document Conversion   2,166,499   2,378,814   5,797,851   6,396,857 

Total revenues  $ 3,859,627  $ 3,171,362  $ 9,978,782  $ 8,716,227 
                 
Gross profit by segment                 

Document Management  $ 1,294,263  $ 673,237  $ 3,488,947  $ 1,898,799 
Document Conversion   894,755   1,242,484   2,838,093   3,435,893 

Total gross profit  $ 2,189,018  $ 1,915,721  $ 6,327,040  $ 5,334,692 
 

The following table sets forth our revenues by revenue source for the periods indicated:
 

  
For the three months ended 

September 30,   
For the nine months ended 

September 30,  
  2022   2021   2022   2021  

             
Revenues:                 

Sale of software  $ 18,390  $ 58,779  $ 93,986  $ 73,971 
Software as a service   1,211,407   352,192   2,801,084   1,052,072 
Software maintenance services   352,892   336,732   1,033,375   1,012,251 
Professional services   2,007,613   2,165,030   5,221,326   5,715,273 
Storage and retrieval services   269,325   258,629   829,011   862,660 

Total revenues  $ 3,859,627  $ 3,171,362  $ 9,978,782  $ 8,716,227 
 

Our total revenues in the third quarter 2022 increased by 688,265, or 22%, over our third quarter 2021 revenues, driven primarily by the acquisition of Yellow Folder. Yellow
Folder added $829,856 revenue for the third quarter 2022. The remaining net decrease in total revenues for the third quarter is attributable to weakness in professional services
and storage and retrieval, partially offset by strong growth in software as a service, as further described below. The increase in total revenues for the nine-month period
September 30, 2022 is driven by the same factors, plus a further partial offset from growth in sales of software.

 
Sale of Software Revenues
 

Revenues from the sale of software principally consist of sales of additional or upgraded software licenses and applications to existing customers and resellers. Yellow Folder
does not earn revenue in this category. Revenues from the sale of software, which are reported as part of our Document Management segment, decreased by $40,389, or 69%,
the third quarter 2022 compared to the third quarter 2021, and increased by $20,015, or 27% during the nine-month period 2022 compared to the nine-month period 2021.
 
These period over period changes are due to timing of direct sales projects compared to the same periods in 2021. We expect the volatility of this revenue line item to continue as
the frequency of on-premise software solution sales decreases over time and project timing is unpredictable.
 

Software as a Service Revenues
 

We provide access to our software solutions as a service, accessible through the internet. Our customers typically enter into our software as a service agreement for periods
of one year or more. Under these agreements, we generally provide access to the applicable software, data storage and related customer assistance and support. Revenues from
the sale of software as a service, which are reported as part of our Document Management segment, increased by $859,215, or 244%, in the third quarter 2022 compared to the
third quarter 2021 and increased by $1,749,012, or 166% in the nine-month period 2022 compared to the nine-month period 2021. This increase was primarily the result of the
Yellow Folder acquisition, which contributed $1,391,295, or 80% of the increase, augmenting the underlying new cloud-based solution sales, as well as expanded data storage,
user seats, and hosting fees for existing customers. Excluding Yellow Folder, software as a service sales grew 34% in the nine-month period 2022 compared to the nine-month
period 2021.
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Software Maintenance Services Revenues
 

Software maintenance services revenues consist of fees for post-contract customer support services provided to license (premise-based) holders through support and
maintenance agreements. These agreements allow our customers to receive technical support, enhancements and upgrades to new versions of our software products when and if
available. A substantial portion of these revenues were generated from renewals of maintenance agreements, which typically run on a year-to-year basis. Yellow Folder does not
earn revenue in this category. Revenues from the sale of software maintenance services, which are reported as part of our Document Management segment, increased by
$16,160, or 5%, in the third quarter 2022 compared to the third quarter 2021 and increased by $21,124, or 2%, in the nine-month period 2022 compared to the nine-month period



2021. This small increase in these revenues in 2022 compared to the 2021 was driven by expansion of services with existing customers and price increases being partially offset
by normal attrition and certain customers migrating their premise solution to our cloud solution, resulting maintenance and support agreements decreasing and software as a
service increasing.
 

Professional Services Revenues
 

Professional services revenues consist of revenues from document scanning and conversion services, consulting, discovery, training, and advisory services to assist customers
with document management needs, as well as repair and maintenance services for customer equipment. These revenues include arrangements that do not involve the sale of
software. Of our professional services revenues during the third quarter 2022 and nine-month period 2022, $1,954,034 and $5,079,802, respectively, were derived from our
Document Conversion operations and $53,579 and $141,525, respectively, were derived from our Document Management operations. Our overall professional services
revenues decreased by $157,417, or 7%, in the third quarter 2022 compared to the third quarter 2021 and decreased by $493,947, or 9%, in the nine-month period 2022
compared to the nine-month period 2021. This decrease is primarily the result initial COVID impacts to customers and staff in our Document Conversion segment in the first
quarter 2022, and in the nine-month period 2022 our challenges hiring staff to ramp up production and fulfill the large backlog of project work. The decrease was exacerbated by
an unfavorable mix of project work during 2022 to date, relative to 2021. The decrease was partially offset by the contribution of $157,290 revenue from Yellow Folder for the
nine-month period 2022.

 
Storage and Retrieval Services Revenues
 

We provide document storage and retrieval services to customers, primarily in Michigan. Revenues from storage and retrieval services, which are reported as part of our
Document Conversion segment, increased by $10,696, or 4%, in the third quarter 2022 compared to the third quarter 2021 and decreased by $33,649, or 4%, during the nine-
month period 2022 compared to the nine-month period 2021. This decrease was the result of a significant reduction in volume of work from our largest storage and retrieval
customer, Rocket Mortgage, due to the significant slowdown in the home mortgage and refinancing industry, as well as unusually high project work in 2021 including shredding
of documents approved for destruction. Revenue contributed from the Yellow Folder acquisition partially offset the decrease by $71,639.
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Costs of Revenues and Gross Profits
 

The following table sets forth our cost of revenues by reportable segment for the periods indicated:
 

  
For the three months ended 

September 30,   
For the nine months ended 

September 30,  
  2022   2021   2022   2021  

Cost of revenues by segment                 
Document Management  $ 265,432  $ 119,311  $ 691,984  $ 420,571 
Document Conversion   1,088,010   1,136,330   2,959,758   2,960,964 

Total cost of revenues  $ 1,353,442  $ 1,255,641  $ 3,651,742  $ 3,381,535 
 

The following table sets forth our cost of revenues, by revenue source, for the periods indicated:
 

  
For the three months ended 

September 30,   
For the nine months ended 

September 30,  
  2022   2021   2022   2021  

             
Cost of revenues:                 

Sale of software  $ 10,647  $ 3,691  $ 44,232  $ 10,050 
Software as a service   207,502   73,596   489,939   241,717 
Software maintenance services   19,024   18,270   56,509   64,930 
Professional services   1,028,074   1,042,249   2,794,783   2,765,241 
Storage and retrieval services   88,195   117,835   266,279   299,597 

Total cost of revenues  $ 1,353,442  $ 1,255,641  $ 3,651,742  $ 3,381,535 
 
Our total cost of revenues during the third quarter 2022 increased by $97,801, or 8%, over third quarter 2021 and increased by $270,207, or 8%, during the nine-month period
2022 over the nine-month period 2021. Our cost of revenues for our Document Management segment increased by $146,121, or 122%, in the third quarter 2022 compared to the
third quarter 2021 and increased $271,413, or 65%, in the nine-month period 2022 compared to the nine-month period 2021 primarily due to the impact of Yellow Folder in that
segment. Our cost of revenues for our Document Conversion segment decreased by $48,320, or 4%, in the third quarter 2022 compared to the third quarter 2021 and decreased
by $1,206, or 0%, during the nine-month period 2022 compared to the nine-month period 2021 primarily due to the COVID impact and staffing challenges at Graphic Sciences,
including staffing up in the second and third quarter 2022, where costs did not decrease at the same rate as revenues.
 
Our overall gross profit increased to 65% in the third quarter 2022 from 60% in the third quarter 2021, and increased to 63% for the nine-month period 2022 from 61% in the
nine-month period 2021. The increase in the mix of software as a service revenue was the principal driver of the increase, due to the addition of Yellow Folder and overall strong
margins in the Document Management segment, partially offset by margin erosion in the Document Conversion segment, driven by unfavorable lower-margin project work
relative to 2021 and inflationary pressures.
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Cost of Software Revenues

 
Cost of software revenues consists primarily of labor costs of our software engineers and implementation consultants and third-party software licenses that are sold in
connection with our core software applications. Cost of software revenues during the third quarter 2022 increased by $6,956, or 188%, from the third quarter 2021, and
increased by $34,182, or 340%, from the nine-month period 2021, due to the increase in revenues and implementations. Our gross margin for software revenues decreased to
42% from 94% in the third quarter 2021 and decreased to 53% from 86% the nine-month period 2021. The decrease in margin percent in the third quarter 2022 was driven by
unfavorable comparison to a significant margin project in the third quarter 2021, and it was exacerbated by larger percentage swings on small dollar values. Yellow Folder had
no impact to this category.
 

Cost of Software as a Service
 

Cost of software as a service, or SaaS, consists primarily of technical support personnel, hosting services, and related costs. Cost of software as a service during the third quarter
2022 increased by $133,906, or 182%, over the third quarter 2021 and increased by $248,222, or 103%, during the nine-month period 2022 over the nine-month period 2021.
This increase in the cost of SaaS was less than the increase in associated SaaS revenues, so our gross margin in the third quarter 2022 increased to 83% compared to 79% in the



third quarter 2021 and to 83% in the nine-month period 2022 compared to 77% during the nine-month period 2021, as a result of strong margins with and without Yellow
Folder, which contributed 86% gross margin.
 

Cost of Software Maintenance Services
 

Cost of software maintenance services consists primarily of technical support personnel and related costs. Cost of software maintenance services during the third quarter 2022
decreased by $754, or 4%, over the third quarter 2021 and decreased by $8,421, or 13%, in the nine-month period 2022 over the nine-month period 2021, due primarily to stable
support call activity. As a result, our gross margin for software maintenance services increased to 95% in both the third quarter 2022 and the nine-month period 2022 compared
to 95% in the third quarter 2021 and 94% in the nine-month period 2021, respectively.
 

Cost of Professional Services
 

Cost of professional services consists primarily of compensation for employees performing the document conversion services, compensation of our software engineers and
implementation consultants and related third-party costs. Cost of professional services during the third quarter 2022 increased by $7,430, or 1%, over the third quarter 2021 and
increased in the nine-month period 2022 by $51,147, or 2%, over the nine-month period 2021, primarily due to an unfavorable mix of lower-margin projects combined with the
staffing challenges in our Document Conversion segment, driven by inflationary pressures. As a result, our gross margins professional services decreased to 48% in the third
quarter 2022 compared to 52% in the third quarter 2021 and decreased to 46% during the nine-month period 2022 compared to 52% in the nine-month period 2021. Gross
margins related to consulting services may vary widely, depending upon the nature of the consulting project and the amount of labor it takes to complete a project. Yellow
Folder partially offset the overall margin erosion with $61,176 costs in the nine-month period 2022 at 61% margin.
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Cost of Storage and Retrieval Services
 

Cost of storage and retrieval services consists primarily of compensation for employees performing the document storage and retrieval services, including logistics, provided
primarily by our Michigan operations and to a much lesser extent, Yellow Folder. Cost of storage and retrieval services decreased by $29,640, or 25%, in the third quarter 2022
compared to the third quarter 2021, and decreased by $33,318, or 11%, during the nine-month period 2022 compared to the nine-month period 2021. The decrease was due to
additional labor costs in 2021 associated with our 2021 warehouse consolidation, partially offset by general wage inflation, as well as costs decreasing in proportion to revenue
project volume. Gross margins for our storage and retrieval services, which exclude the cost of facilities rental, maintenance, and related overheads, increased to 67% in the
third quarter 2022 compared to 54% in the third quarter 2021 and increased to 68% during nine-month period 2022 compared to 65% in the nine-month period 2021. Yellow
Folder did not have a material impact, contributing costs of $18,287, or 7% of the cost in the third quarter 2022.
 

Operating Expenses
 

The following table sets forth our operating expenses for the periods indicated:
 

  
For the three months ended 

September 30,   
For the nine months ended 

September 30,  
  2022   2021   2022   2021  

             
Operating expenses:                 

General and administrative  $ 1,333,285  $ 1,027,932  $ 3,532,672  $ 3,125,019 
Change in fair value of earnout liabilities   28,494   -   144,999   77,211 
Transaction costs   -   -   355,281   - 
Sales and marketing   492,540   372,399   1,374,059   1,004,305 
Depreciation and amortization   193,863   105,923   503,250   302,239 

                 
Total operating expenses  $ 2,048,182  $ 1,506,254  $ 5,910,261  $ 4,508,774 
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General and Administrative Expenses
 
General and administrative expenses during the third quarter 2022 increased by $305,353, or 30%, over the third quarter 2021, and increased in the nine-month period 2022 by
$407,653, or 13%, over the nine-month period 2021, principally related to the addition of Yellow Folder expenses in the second and third quarters 2022. This was primarily
reflected in our Document Management segment, in which our general and administrative expenses increased to $774,951 and $1,852,296 in the third quarter 2022 and the nine-
month period 2022, respectively, from $387,042 and $1,243,773 in the third quarter 2021 and the nine-month period 2021, respectively. In our Document Conversion segment,
our general and administrative expenses decreased to $558,334 in the third quarter 2022 compared to $640,890 in the third quarter 2021, and decreased to $1,680,376 in the
nine-month period 2022 compared to $1,881,246 in the nine-month period 2021.

 
Change in Fair Value of Earnout Liabilities

 
Fair value adjustments amounted to $28,494 in the third quarter 2022 and $144,999 for the nine-month period 2022. The fair value adjustments were driven by updated
assumptions to reflect the improved performance of both acquisitions against their threshold targets, a reduction of pandemic-related uncertainty, and the decreasing impact of
time value of money. For the nine-month period 2021, a total adjustment of $77,211 was derived from improved gross margin performance at Graphic Science during the first
quarter 2021, which resulted in an adjustment to fair value of earnout liabilities of $69,950, plus improved revenue performance at CEO Image during the nine-month period
2021, which resulted in an adjustment to fair value of earnout liabilities of $7,261.

 
Transaction Expenses

 
The transactions expenses during the nine-month period 2022 were comprised of investment banker success fees, as well as legal and consulting fees, in connection with our
acquisition of Yellow Folder and related fundraising activities. There were no transaction expenses during the nine-month period 2021.
 

Sales and Marketing Expenses
 
Sales and marketing expenses during the third quarter 2022 increased by $120,141, or 32%, over the third quarter 2021 and increased by $369,754, or 37%, during the nine-
month period 2022 over the nine-month period 2021. This increase was primarily driven by the inclusion of the sales and marketing expenses Yellow Folder during the second
third quarter 2022, as well as adding two sales representatives.
 

Depreciation and Amortization
 



Depreciation and amortization during the third quarter 2022 increased by $87,940, or 83%, over the third quarter 2021 and increased by $201,011, or 67%, during the nine-
month period 2022 over the nine-month period 2021 as a result of amortization of new intangible assets related to the Yellow Folder acquisition. The incremental amortization
amounted to $73,458 in the second quarter and $146,917 in the nine-month period 2022. Depreciation on the new Yellow Folder assets acquired was a much smaller impact, at
$8,687 for the same periods relative to 2021.
 

Other Items of Income and Expense
 

Gain on Extinguishment of Debt
 
The $845,083 gain on extinguishment of debt during the nine-month period 2021 reflects the full forgiveness of the principal and interest on our PPP Note by the SBA in
January 2021.

 
Interest Expense, Net

 
Interest expense increased by $127,437, or 113%, in the third quarter 2022 as compared to the third quarter 2021, and increased by $254,191, or 75% during the nine-month
period 2022 as compared to the nine-month period 2021. The increase resulted from incremental interest expense on increased net debt following the April 1, 2022 private
placement of securities.
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Liquidity and Capital Resources
 
We have financed our operations primarily through a combination of cash on hand, cash generated from operations, borrowings from third parties and related parties, and
proceeds from private sales of equity. Since 2012, and including our private offering in April 2022, discussed in Recent Developments, we have raised a total of approximately
$26.5 million in cash through issuances of debt and equity securities. As of September 30, 2022, we had approximately $3.8 million in cash and cash equivalents, net working
capital deficit of $1.5 million, and an accumulated deficit of $22 million. In June 2022, we paid $1,018,333 in earnout liabilities.
 
In 2022, we engaged in several actions that significantly improved our liquidity and cash flows, including, on April 1, 2022:
 
 ● acquiring the positive cash flow generated by Yellow Folder,
   
 ● receiving aggregate gross proceeds of approximately $5.7 million from the private placement of our common stock (all which was used to acquire Yellow Folder), and
   
 ● receiving approximately $3.0 million in proceeds from the issuance of 12% subordinated promissory notes due March 30, 2025, which we refer to as the 2022 notes

(some of which was used to acquire Yellow Folder).
 
Of our existing debt, $2 million is due February 29, 2023 and approximately $3 million is due March 30, 2025. We also may have earnout payments of up to a maximum
$833,333 in the second quarter of 2023. Our operating cash flow alone may be insufficient to meet these obligations in full in the first and second quarters of 2023. We have
positive operating cash flow, and we believe we could seek additional debt or equity financing on acceptable terms. We believe that our balance sheet and financial statements
would support a full or partial refinancing or other appropriate modification of the current promissory notes, such as an extension or conversion to equity. We are confident in
our ability to prudently manage our current debt on terms acceptable to us.
 
Our ability to meet our capital needs in the short term will depend on many factors, including maintaining and enhancing our operating cash flow, successfully managing the
transition of our recent acquisition of Yellow Folder, successfully retaining and growing our client base in the midst of global inflation and general economic uncertainty, and
managing any continuing effects of the COVID-19 pandemic on our business.
 
Based on our current plans and assumptions, we believe our capital resources, including our cash and cash equivalents, along with funds expected to be generated from our
operations and potential financing options, will be sufficient to meet our anticipated cash needs arising in the ordinary course of business for at least the next 12 months,
including to satisfy our expected working capital needs, earnout obligations and capital and debt service commitments.
 
Our ability to meet our capital needs further into the future will depend primarily on strategically managing the business and successfully retaining our client base.

 
Indebtedness

 
As of September 30, 2022, our outstanding long-term indebtedness consisted of:
 
 ● The 2020 Notes issued to accredited investors on March 2, 2020, with an aggregate outstanding principal balance of $2,000,000 and accrued interest of $0.
 ● The 2022 Notes issued to accredited investors on April 1, 2022, with an aggregate outstanding principal balance of $2,964,500 and accrued interest of $0.
 
See Note 8 and Note 9 to our condensed consolidated financial statements included in Part 1, Item 1 of this Quarterly Report for further information on the 2022 Notes and
2020 Notes.

 
Capital Expenditures

 
There were no material commitments for capital expenditures at September 30, 2022.
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Cash Provided by Operating Activities
 
Net cash provided by operating activities during the nine-month period 2022 was $1,924,734, primarily attributable to the net loss adjusted for non-cash expenses of $1,684,773,
a decrease in operating assets of $175,131 and an increase in operating liabilities of $241,587. Net cash provided by operating activities during the nine-month period 2021 was
$1,408,249, primarily attributable to net income adjusted for non-cash expenses of $290,063, an increase in operating assets of $344,900 and an increase in operating liabilities
of $131,430.

 
Cash Used by Investing Activities

 
Net cash used in investing activities in the nine-month period 2022 was $6,841,320, primarily $6,383,269 related to cash paid to acquire Yellow Folder, as well as $315,148 in
capitalized software. Net cash used in investing activities in the nine-month period 2021 was $532,151, primarily related to purchases of racking property and equipment for the
new Sterling Heights, MI warehouse.
 



Cash Provided by Financing Activities
 

Net cash provided by financing activities during the nine-month period 2022 amounted to $6,940,583, as the result of cash generated from the sale of common stock of
$5,740,758 and from new borrowings of $2,964,500, partially offset by issuance costs of $746,342, as well as a further offset of $1,018,333 in earnout liability payments.
 
Net cash used by financing activities during the nine-month period 2021 amounted to $954,733, due to payment of earnout liabilities.

 
Critical Accounting Policies and Estimates

 
The preparation of our condensed consolidated financial statements in accordance GAAP requires us to make estimates and assumptions that affect the reported amounts of
assets and liabilities at the date of the financial statements and the reported amounts of revenue and expenses in the reporting period. We monitor and analyze these items for
changes in facts and circumstances, and material changes in these estimates could occur in the future. We base our estimates and assumptions on current facts, historical
experience and various other factors that we believe to be reasonable under the circumstances, the results of which form the basis for making judgments about the carrying
values of assets and liabilities and the accrual of costs and expenses that are not readily apparent from other sources. Changes in estimates are reflected in reported results for
the period in which they become known. The actual results experienced by us may differ materially from our estimates. To the extent there are material differences between our
estimates and the actual results, our future results of operations will be affected.

 
Our critical accounting policies and estimates are set forth in Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations –
Critical Accounting Policies and Estimates” in our Annual Report on Form 10-K for the fiscal year ended December 31, 2021. There were no material changes to our critical
accounting policies and estimates during the third quarter 2022.

 
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.
 
Not applicable to smaller reporting companies.
 
ITEM 4. CONTROLS AND PROCEDURES.
 
Evaluation of Disclosure Controls and Procedures

 
Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of our disclosure controls and procedures (as
defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange Act”)) at the end of the period covered by this Quarterly
Report.

 
Based on this evaluation, we concluded that, as of September 30, 2022, our disclosure controls and procedures were effective to provide reasonable assurance that the
information required to be disclosed by us in the reports we file or submit under the Exchange Act is recorded, processed, summarized and reported within the time periods
specified in the SEC’s rules and forms, and that such information is accumulated and communicated to management, including our Chief Executive Officer and Chief Financial
Officer, as appropriate, to allow timely decisions regarding required disclosure.

 
In designing and evaluating our disclosure controls and procedures, management recognizes that any controls system, no matter how well designed and operated, can provide
only reasonable assurance of achieving its desired objectives. In addition, the design of disclosure controls and procedures must reflect resource constraints and that
management is required to apply its judgment in evaluating the benefits of possible controls and procedures relative to their costs.
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Changes in Internal Control Over Financial Reporting

 
There were no changes in our internal control over financial reporting that occurred during the period covered by this Quarterly Report that materially affected, or are
reasonably likely to materially affect, our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act).
 
We regularly review our internal control over financial reporting and, from time to time, we have made changes as we deemed appropriate to maintain and enhance the
effectiveness of our internal controls over financial reporting, although these changes do not have a material effect on our overall internal control.
 

PART II — OTHER INFORMATION
 
ITEM 1. LEGAL PROCEEDINGS.
 
None.
 
ITEM 1A. RISK FACTORS.
 
Our business and operating results are subject to many risks, uncertainties and other factors. If any of these risks were to occur, our business, affairs, assets, financial condition,
results of operations, cash flows and prospects could be materially and adversely affected. There have been no material changes to the risk factors set forth in Part I, Item 1A,
“Risk Factors,” of our Annual Report on Form 10-K for the fiscal year ended December 31, 2021.
 
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.
 
None.

 
ITEM 3. DEFAULT UPON SENIOR SECURITIES.
 
None.
 
ITEM 4. MINE SAFETY DISCLOSURES.
 
Not Applicable.
 
ITEM 5. OTHER INFORMATION.
 
None.
 
ITEM 6. EXHIBITS.
 
The following is a list of exhibits filed as part of this Quarterly Report on Form 10-Q.



 
    Incorporation by reference

Exhibit No.  Description of Exhibit  Form  Date  Exhibit
         
31.1*  Certification of Principal Executive Officer pursuant to Section 302 of The Sarbanes-Oxley

Act of 2002.
 

     
         
31.2*  Certification of Principal Financial Officer pursuant to Section 302 of The Sarbanes-Oxley

Act of 2002.
 

     
         
32.1*  Certification of Principal Executive Officer pursuant to Section 906 of The Sarbanes-Oxley

Act of 2002.
 

     
         
32.2*  Certification of Principal Financial Officer pursuant to Section 906 of The Sarbanes-Oxley

Act of 2002.
 

     
         
101.INS*  Inline XBRL Instance Document (The instance document does not appear in the Interactive

Data File because its XBRL tags are embedded within the Inline XBRL document.).
 

     
         
101.SCH*  XBRL Taxonomy Schema.       
         
101.CAL*  Inline XBRL Taxonomy Extension Calculation Linkbase.       
         
101.DEF*  Inline XBRL Taxonomy Extension Definition Linkbase.       
         
101.LAB*  Inline XBRL Taxonomy Extension Label Linkbase.       
         
101.PRE*  Inline XBRL Taxonomy Extension Presentation Linkbase.       
         
104  Cover Page Interactive Data File (formatted as Inline XBRL and contained in Exhibit 101)       
 
* Filed herewith.
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SIGNATURES
 
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.
 
INTELLINETICS, INC.  
   
Dated: November 17, 2022  
   
By: /s/ James F. DeSocio  
 James F. DeSocio  
 President and Chief Executive Officer  
   
Dated: November 17, 2022  
   
By: /s/ Joseph D. Spain  
 Joseph D. Spain  
 Chief Financial Officer  
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Exhibit 31.1

 
Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

 
I, James F. DeSocio, certify that:

 
1. I have reviewed this Quarterly Report on Form 10-Q/A of Intellinetics, Inc.;
  
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of

the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
  
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results

of operations and cash flows of the registrant as of, and for, the periods presented in this report;
  
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e)

and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:
 

 (a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which
this report is being prepared;

   
 (b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide

reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

   
 (c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure

controls and procedures, as of the end of the period covered by this report based on such evaluation; and
   
 (d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the

registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over financial reporting; and
 

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and
the audit committee of registrant’s board of directors (or persons performing the equivalent functions):

 
 (a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect

the registrant’s ability to record, process, summarize and report financial information; and
   
 (b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.

 
Date: November 17, 2022

 
By:/s/ James F. DeSocio  
 President and Chief Executive Officer  
 

 

 



 
Exhibit 31.2

 
Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

 
I, Joseph D. Spain, certify that:

 
1. I have reviewed this Quarterly Report on Form 10-Q/A of Intellinetics, Inc.;
  
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of

the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
  
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results

of operations and cash flows of the registrant as of, and for, the periods presented in this report;
  
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e)

and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:
 

 (a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which
this report is being prepared;

   
 (b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide

reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

   
 (c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure

controls and procedures, as of the end of the period covered by this report based on such evaluation; and
   
 (d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the

registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over financial reporting; and
 

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and
the audit committee of registrant’s board of directors (or persons performing the equivalent functions):

 
 (a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect

the registrant’s ability to record, process, summarize and report financial information; and
   
 (b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.

 
Date: November 17, 2022
 
By:/s/ Joseph D. Spain  
 Chief Financial Officer  
 

 

 
 



 
Exhibit 32.1

 
CERTIFICATION PURSUANT TO

18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
 
In connection with the Quarterly Report of Intellinetics, Inc. (the “Company”) on Form 10-Q/A for the quarter ended September 30, 2022, as filed with the Securities and
Exchange Commission on the date hereof (the “Report”), I, James F. DeSocio, President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. §1350, as
adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002, that:

 
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

 
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

 
Dated: November 14, 2022

 
/s/ James F. DeSocio  
President and Chief Executive Officer  
 
This Certification is being furnished solely to accompany the Report pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, and
shall not be deemed “filed” by the Company for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, and shall not be incorporated by reference into any
filing of the Company under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended, whether made before or after the date of this Report,
irrespective of any general incorporation language contained in such filing.
 

 

 



 
Exhibit 32.2

 
CERTIFICATION PURSUANT TO

18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
 
In connection with the Quarterly Report of Intellinetics, Inc. (the “Company”) on Form 10-Q/A for the quarter ended September 30, 2022, as filed with the Securities and
Exchange Commission (the “Report”), I, Joseph D. Spain, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. §1350, as adopted pursuant to §906 of the
Sarbanes-Oxley Act of 2002, that:

 
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

 
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

 
Dated: November 17, 2022

 
/s/ Joseph D. Spain  
Chief Financial Officer  
 
This Certification is being furnished solely to accompany the Report pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, and
shall not be deemed “filed” by the Company for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, and shall not be incorporated by reference into any
filing of the Company under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended, whether made before or after the date of this Report,
irrespective of any general incorporation language contained in such filing.
 

 


