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The bottom line: we believe shares of Crexendo Inc (OOTC:CXDO), which trade for $3.15, are worth between $4.29
and $5.42 today.

Voice over Internet Protocol (VolP) is the routing of phone calls over the internet. It uses the internet to deliver
packages of data the same way Netflix delivers video: over the cloud. These ‘packages of data’ were once delivered
through low margin infrastructures such as landlines and CDs, Over the last ten years, companies like Adobe
(ADBE) and Microsoft (MSFT) began discontinuing hardware infrastructure for cheaper, more efficient delivery via
cloud. It proved to be an extremely profitable move that also catalyzed growth in these companies.

For many businesses, a complete rehaul of service provider and infrastructure was not appealing just for VolP;
landline delivery did the job in its existing infrastructure. However, as life cycles of deployed product ended and
services become available, the contemporary alternative became VolP.

Earlier this year, we presented our research favoring Altigen Communications Inc (OOTC:ATGN), a VolP and
Microsoft Azure service provider. We concluded two findings:

Cloud Communications is the new, de-facto communication service, with an endless supply of new customers (for
the time being).

Large, yet unprofitable, competitors of this space exhibit tremendous valuations.

We highlighted that Altigen barely traded for 2x sales, while leaders in the space traded above 10x. Those at the top
(10x range) as well as those in the middle (3 - 5x range) hardly turned an operating profit. Here is an updated
snapshot of the VolP industry and company valuations.

* data as of 8/30/19 close Market Cap  Revenue Run Rate (millions) Feb. 2019 Sales Multiple Current Sales Multiple YoY Growth EBIT Multiple (Run Rate) Profit Margin
RingCentral, Inc $11.71 Billion $861 11.7x 13.6x 33.77% Unable to generate operating margin N/A

Fived, inc. $3.86 Billion $310 11.9x 12.6x 26.70% 11323 5x N/A

Vonage Holdings Corporation $3.20 Billion $1,190 2.2x 2.9x 14.51% Unable to generate operating margin N/A

Avaya $1.59 Billion $2,880 0.7x 0.6x -4.64% Unable to generate operating margin N/A

8x8, Inc. $2.43 Billion $387 5.0x 6.3x 16.16% Unable to generate operating margin N/A

Ooma, Inc. $263 Million $149 2.3x 1.7x 17.87% Unable to generate operating margin N/A

Altigen Communications, Inc. 526 Million 511 1.9x% 2.4x 3.83% 11.4x 23.09%
Crexendo, Inc. $46 Million 515 2.9x 3.1x 21.40% 33.8x 9.30%
Average Sales Multiple 4.8x 5.4x

We suggested Altigen should at least trade for the same multiple as Crexendo. In February 2019, Crexendo traded
under 3x revenue - higher than Altigen - and was unprofitable. What it did offer, though, was a holistic suite of
services tailored for the cloud telecom space. Seven months later, the company began generating substantial cash
flow.

Crexendo, Inc. is a provider of cloud telecom and unified communication services. In the company’s own words:

Our cloud telecommunications services transmit calls using IP or cloud technology, which converts voice signals into
digital data packets for transmission over the Internet or cloud. Each of our calling plans provides a number of basic
features typically offered by traditional telephone service providers, plus a wide range of enhanced features that we
believe offer an attractive value proposition to our customers. This platform enables a user, via a single “identity” or
telephone number, to access and utilize services and features regardless of how the user is connected to the Internet
or cloud, whether it’s from a desktop device or a mobile device.
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Crexendo estimates that 70% of businesses have not switched to cloud services for communication needs.
Again, in Crexendo’s words:

Our goal is to provide a broad range of cloud-based products and services that nearly eliminate the cost of a
businesses’ technology infrastructure and enable businesses of any size to more efficiently run their business. By
providing a variety of comprehensive and scalable solutions, we are able to cater to businesses of all sizes on a
monthly subscription basis without the need for expensive capital investments, regardless of where their business is
in its lifecycle.

* GMI's work is not the only research out there supporting our thesis.

* Market Research Future reported that the global IP telephony market will withess a 9% CAGR from 2017 - 2023,
driven by demand for web-based services across businesses and industries.

* Per a 2016 report, Grand View Research expects the mobile VolP market to grow to $146 billion by 2024,
highlighting wireless bandwidth capabilities and growing telecom service investment. They estimated this market’s
value in 2014: only $28 billion.

» Persistence Market Research expects the global VolP services market to reach $199 billion by the end of 2024.
Long-distance/international VolP phone calls are expected to generate $190 billion in revenue by 2024. Managed
IP PBX is projected to be the largest segment by then, exceeding $80 billion in revenue. Computer-to-phone
communication is expected to exceed $100 billion in revenue. Finally, the corporate user is expected to account
for over $120 billion in revenue by 2024, becoming the largest user.

We feel Crexendo has one of the best growth prospects among its peers. It is a small company providing VolP with
services that compete with the largest providers. Relatively, it exhibits a low valuation. The company already grows
north of 20% with a large backlog of orders that virtually guarantees a base revenue stream. We feel 20% growth
is sustainable - regardless of a breakout quarter - thanks to the underlying growth in VolP demand.

Crexendo’s current backlog sits at $24.7 million. This is larger than its trailing twenty-four-month revenue.
Management tells us the company is at its ‘inflection point.’ It is hard to argue otherwise.
Performance

Revenue has grown an average of 5.25% each quarter for nine consecutive quarters, logging net growth in eight of
these periods (only one of these periods reported stagnant revenues; revenues declined less than a fifth of a percent
that quarter). Gross margin has increased to over 69%, the highest level within the data we looked at (dating back to
2014 when it was below 53%). Churn rate among Crexendo customers is in the mid-single digits; most revenues are
recurring. In Q2 2019, the most recent quarter, revenue grew over 21%.

In Q1 2019, Crexendo turned its first profit of approximately $240 thousand, representing 6.93% net margin.
Management delivered $340 thousand bottom line in Q2, representing 9.38% net margin. This means revenue grew
3.49% sequentially; almost the entire marginal increase in revenue flowed to net operating profit.

Crexendo has returned over 100% since its 52-week low in September 2018. Reinvigorated growth rates and
sustained profitability have led to the valuation today. As Crexendo scales its business, its valuation will gradually
resemble price-to-sales ratios of the competition. Crexendo currently delivers an ROIC of 18.68%, well above our
estimated WACC of 8.66%. Finally, as mentioned, net margin grew from 6.93% to 9.38% within one quarter.

We feel comfortable with initiating positions at the current valuation.
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Crexendo Valuation

Before we examine comparables, let us look at a more traditional approach. We feel strongly that Crexendo will
continue to generate free cash flow.

We will stop short of a breakthrough quarter, although it is certainly possible. We will also cap our forecasted profit
margin to under 20%, using Altigen’s current 23% profit margin as a benchmark and target.

We forecast sales to grow at a CAGR of 18% for four years. We model each quarter to grow, on average, $167
thousand in sales or 3.53% quarter-over-quarter. We believe this is possible given the growth trajectory of this
industry. Crexendo is preparing to realize $6 - 7 million in backlog revenues for the next two years; historically,
Crexendo has been able to grow backlog by under $1 million each quarter. There is runway left for Crexendo to
capitalize on sales and distribution channels.

We estimate Crexendo’s WACC to be an adjusted 8.66%. Most of our adjustment comes from a small-cap-beta
factor increase. Crexendo’s weight in Equity is over 98% of the capital structure, making the case for a lower cost of
capital calculation. However, the security is thinly traded and historically volatile.

Our valuation establishes a $61.7 million price tag on the business currently, or $4.29 a share. This represents 25%
upside.

Estimatad
Quarter Q3 Q4 qQl Qg2 a3 Q4 Ql Q2 a3 Q4 qQl Q2 Qa3 Q4 al Q2
Total Revenue $3.759 $3.871 53.987 5$4.187 54.480 S$4.659 54.799 $4.991 §$5.240 §$5.450 $5.559 55.781 $5.984 56.103 5$6.225 $6.288
Cost of Revenues 1.162 1,197 1.232 1.294 1.385 1.440 1.483 1.543 1.620 1.684 1.718 1.787 1.849 1.886 1.924 1.943
Gross Profit 2.597 2.675 2.755 2.893 3.095 3.219 3.316 3.448 3.621 3.766 3.841 3.994 4,134 4,217 4,301 4.344
Gross Margin 69.09% 69.09% 69.09% 69.09% 69.09% 69.09% 69.09% 69.09% 69.09% 69.09% 69.09% 69.09% 69.09% 69.09% 69.09% 69.09%
Selling and Marketing 0.973 1.012 1.054 1.096 1.141 1.187 1.234 1.284 1.335 1.384 1.431 1.475 1.520 1.564 1.607 1.611
as % of Sales 25.88% 26.15% 26.42% 26.18% 25.46% 25.47% 25.72% 25.72% 25.47% 25.39% 25.74% 25.52% 25.40% 25.63% 25.82% 25.62%
R&D 0.1989 0.202 0.205 0.208 0.210 0.213 0.216 0.219 0.222 0.225 0.227 0.230 0.233 0.236 0.238 0.241
as % of Sales 5.29% 5.21% 5.13% 4.96% 4.70% 4.58% 4.50% 4.39% 4.23% 4.12% 4.09% 3.98% 3.89% 3.86% 3.83% 3.84%
G&A 0.997 1.013 1.028 1.043 1.058 1.073 1.087 1.101 1.114 1.127 1.140 1.152 1.164 1.175 1.186 1.1596
as % of Sales 26.53% 26.16% 25.78% 24.92% 23.62% 23.02% 22.65% 22.05% 21.26% 20.68% 20.51% 19.93% 19.45% 19.26% 19.05% 19.03%
Total Operating Expenses 2.169 2.227 2.286 2.347 2.409 2.472 2.537 2.603 2.671 2.736 2.798 2.858 2,917 2.976 3.032 3.04%
EBIT 0.428 0.448 0.469 0.546 0.686 0.747 0.779 0.845 0.950 1.030 1.043 1.137 1.217 1.241 1.269 1.295
EBIT Margin 11.39% 11.57% 11.75% 13.04% 15.32% 16.03% 16.22% 16.93% 18.13% 18.90% 18.76% 19.66% 20.34% 20.34% 20.39% 20.60%
Tax Expense 0.021 0.022 0.094 0.109 0.137 0.149 0.156 0.169 0.190 0.206 0.209 0.227 0.243 0.248 0.254 0.259
NOPAT 0.407 0.425 0.375 0.437 0.549 0.597 0.623 0.676 0.760 0.824 0.834 0.909 0.974 0.993 1.015 1.036
Profit Margin 10.83% 10.99% 9.40% 10.43% 12.25% 12.82% 12.98% 13.55% 14.51% 15.12% 15.01% 15.73% 16.28% 16.27% 16.31% 16.48%
EPS 0.028 0.030 0.026 0.030 0.038 0.041 0.043 0.047 0.053 0.057 0.058 0.063 0.068 0.069 0.071 0.072
Depreciation 0.008 0.008 0.009 0.009 0.009 0.008 0.009 0.009 0.00% 0.009 0.009 0.009 0.009 0.008 0.008 0.008
Capital Expenditure 0.009 0.009 0.009 0.009 0.009 0.009 0.009 0.009 0.009 0.009 0.009 0.009 0.009 0.009 0.009 0.009
Free Cash Flow 0.373 0.459 0.480 0.626 0.630 0.678 0.704 0.757 0.840 0.904 0.914 0.989 1.053 1.072 1.094 1.114
Crexendo Annual Forecast e & Y2 = i il Weight in Debt 1.67%
Cost of Debt 1.49%
Total Revenue 5 13.229 | 515.B04 518929 § 22031 524,600 %25.338 We'rght o Equit\r 0g.33%
Forecasted Growth 10.47% 19.77% 16.39% 11.66% 3.00%) - A
Four Year CAGR [¥1-¥4] 18% Cost of Fonsity ot
Total Cost of Revenues a214] 4885 s850 6809 7603 7831 Shares Outstanding {millions) 14.40
Gross Profit 9.015 10.919 13.078 15.222 16.997 17.507 WACC B.66%
Gross Margin 6R% 69% 6% 69% 69% 69% Intrinsic Value 54,29
Total Operating Expenses 8.392 9.342 10.323 11.358 12.268 12.333 Current Price 33_25
Selling and Marketing 3.669 4.135 4.845 5.625 6303 6492 Up'side 31.97%
Research & Development 0.835 0.813 0.859 0.204 0.949 0.977
General & Administrative 3733 4081 4318 4533 4722 4863
Earnings Before Income & Tax 0.623 1.578 2.755 3.863 4,729 54174
EBIT Margin 10% 15% 18% 1998 2004
Tax Expense 0.015 0.247 0.611 0.832 1.005 1.035
NOPAT o.608] 1648 2445 3328 4013 4139
EPS |5 011 5 047 s 023 § 028 § 029
Free Cash Flow 0574 1.938 2.769 3.647 4333 4.088
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What this also means is, yes, we are bullish towards this entire industry. Crexendo highlights that only 30% of all
businesses have switched to the cloud. Hence, we see expanding multiples among participants. Not only have we
highlighted Altigen, but we also remain confident in any company with strategic advantages. This includes larger
companies who accommodate customers of significant scale, as well as those with strong reseller partnerships.
However, we feel Crexendo also provides immense long-term upside potential. Crexendo can deliver 1) operating
margin 2) free cash flow and 3) an attractive valuation where others fail, sometimes on all three fronts. If our
predictions manifest, the valuation becomes much more arbitrary than a discounted cash flow analysis. Another
issue among industry leaders is investors need to pay handsomely for large, unprofitable businesses.

Competition and Comparable Valuation

Competition consists of numerous small companies throughout the United States and overseas as well as large
telecommunication companies with revenues in the multi-hundred-million range. We remain very confident in our
thesis; there is enough runway for the entire industry.

Crexendo’s largest peers have maintained double-digit growth rates for prolonged periods, setting precedent to the
valuation Crexendo may deliver.

* Look below and revisit our table, notice that Crexendo is profitable while several competitors do not even
turn (significant) operating margin. Altigen has been rewarded handsomely for its margin friendly business; its
multiple has expanded from 1.9x sales to 2.4x in seven months. Last quarter, Altigen delivered over 20% profit
margin while growing 4% year over year (cloud revenue grew ~30%).

* data as of 8/30/19 close Market Cap  Revenue Run Rate (millions) Feb. 2019 Sales Multiple Current Sales Multiple YoY Growth EBIT Multiple (Run Rate) Profit Margin
RingCentral, Inc $11.71 Billion $861 11.7x 13.6x 33.77% Unable to generate operating margin N/A

Five9, inc. $3.86 Billion $310 1i8x 12.6x 26.70% 11323.5x N/A

Vonage Holdings Corporation $3.20 Billion 51,190 2.2x% 2.9x% 14.51% Unable to generate operating margin N/A

Avaya $1.59 Billion $2,880 0.7x | 0.6x -8.64% Unable to generate operating margin N/A

8x8, Inc. $2.43 Billion $387 5.0x 6.3x 16.16% Unable to generate operating margin N/A

Ooma, Inc. $263 Million $149 2.3x 1.7x 17.87% Unable to generate operating margin N/A

Altigen Communications, Inc. $26 Million $11 1.9x 2.4x 3.83% 11.4x 23.09%
Crexendo, Inc. $46 Million  §15 2.7% 3.1x 21.40% 33.8x 9.30%
Average Sales Multiple 4.8x 5.4x

» Consider again, an important fact regarding Crexendo: almost the entire quarter-over-quarter marginal
increase in revenue flowed to net operating profit.

Note the potential upside for this stock. Consistent growth YoY of 20% or greater coupled with profitability will
catapult valuation for Crexendo. We have already witnessed an expansion in Crexendo’s sales multiple in the
last seven months from 2.7x the run rate of sales to 3.1x. The competition has also taken a leg up; the
industry average has expanded from an unadjusted 4.4x revenue run rate to 5.4x since February.

If Crexendo traded for the industry average, shares would be worth $5.42.

What it seems the market has not quite priced in are profitability and value. This is understandable considering we
have only witnessed two consecutive quarters of cash flow. Our research and qualitative factors of this business lead
us to believe, with confidence, that cash flow will not cease. Moreover, the realization of $25 million in backlog
revenue over the next four years will be converted and re-converted (in the case of recurring commitments) into a
margin steady and bottom-line-expansionary business model. Finally, this company poses the same opportunities -
recurring revenue and large TAM - as the largest industry players, only with less scale; but, for less scale, we earn
profitability and potential growth. When the two meet in the middle, our research suggests a transformative increase
in multiples. The value of the business also reflects the value of Crexendo’s contracts if Crexendo is
acquired.
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revenue over the next four years will be converted and re-converted (in the case of recurring commitments) into a
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acquired.

U.S. Cellular

Crexendo has one interesting partnership that carries great potential but comes with risk. While no one customer
accounts for over 10% of revenue, Crexendo's partnership with U.S. Cellular is significant. U.S. Cellular is the fifth
largest wireless telecommunications network in the United States. The partnership started in December 2017.
Crexendo has kept a tight lip regarding U.S. Cellular's contribution to sales, but noted the following in response to our
questions:

“‘We don't actually break that out into segment reporting. But | will tell you that we had our strongest quarter ever with
them in Q2 by far. So that was almost 3 times better than we have in any previous quarter. So we continue to see
great momentum with U.S. Cellular in that relationship and lots of excitement there. And we recently started rolling
out the program to their agent reseller channel and are getting great results there as well. So extremely happy with
the relationship with U.S. Cellular and extremely happy with the momentum that we're getting there.”

- Douglas Gaylor, August 11, 2019 Q2 Earnings Call

We dug up what limited information was our there. This article is a case study that both US Cellular and Crexendo
made available. It highlights how US Cellular armed a school district with Crexendo with ease. It helps delineate
some of the advantages of Crexendo and the need for these solutions.

US Cellular's recognition among wide sectors of the economy helps Crexendo emerge as a more de-facto solution. It
only reiterates our theses that these schools, cities, businesses are looking for better options and cheaper
options. When they turn to US Cellular, they find their way to Crexendo. Crexendo is able to tap into the cloud shift
more efficiently via this large existing network. We will continue monitoring the relationship for quantitative data; for
now, we see it as a young, promising area for growth.

Uplist Factor

If Crexendo begins the next few quarters like its recent history and begins its uplisting process, it will have access to
a larger class of investors. The larger marketplace of institutions and investors will not shy away from the tangible
data we have delineated in this report. Management has mentioned this possibility on a conference call (Q2 2019),
although we cannot verify this as a certainty.

Insiders

As of March 2019, CEO Steve Mihaylo held over 10.1 million Crexendo shares and 650 thousand Crexendo
warrants. The second largest insider is Todd Goergen, who owns only 360 thousand shares of Crexendo and 122
thousand warrants. These numbers have marginally changed since they were reported on March 6, 2019. Steve
Mihaylo has not ceased increasing his ownership; most recently, he bought additional shares late August and early
September. His owns over 70% of the company and insiders own over 77%.

About Steve Mihaylo

Crexendo CEO Steve Mihaylo founded and spearheaded the telecom provider InterTel in 1969. He grew InterTel to
over $500 million in revenue before selling the business to Mitel for $732 million in 2007.
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Risks

* Losing large contracts including businesses with many users can derail growth temporarily (and, possibly derail
future expectations), which can further affect valuation. Currently, no one customer accounts for more than 10% of
revenue.

» Credit risk associated with accounts receivable. Crexendo has experienced customers who went bankrupt in the
past. Moreover, Crexendo has customers who account for significant accounts receivable.

* Crexendo uses third party manufacturing in China for hardware phones. Manufacturing, currency, and trade risk is
present, especially in margin considerations.

» Credit risk increases with change to customers’ resources during systemic crises.
* There is a risk trade-off to the equity regarding large, favorable customers/contracts. Complex transactions are
time consuming and expenditure of resources, even in the case of successful sale, can lead to delays in the

recoghnition of revenue.

» Strategy risk and price, demand, and elasticity risk considerations with regard to competitor pricing and offerings is
present.

» Competition risk regarding long standing or larger competitors with larger resources is present.

* Risk associated with competitors’ acquisitions that reduce pipeline of sales or consolidate number of customers.
* Competition risk from numerous small sized providers.

* Cloud security risk regarding private and sensitive data, litigation risk.
* Personnel risk regarding sales personnel.

* Partner risk regarding partner sales channels, losing a partner, failing to add partners, and expensive recruitment
and training campaigns in the case of unqualified or underserving partners.

* Risk associated with the change in capital structure for the execution of strategic initiatives, namely acquisitions.
Also carries risk regarding leverage.

* Risk associated with the acquisition and/or successful conversion of another company, its cash flows, and its
customers.

* Risk associated with and excess sale of Crexendo shares in a thin trading market which can depress stock price
substantially in such an event.

* Risk associated with the return to unprofitability, reduction in margin.

* Risk associated with lower margins including higher cost of goods, higher spend on marketing and sales, and
research and development.

* Risk associated with Steve Mihaylo’s control of the company given his substantial ownership of Crexendo shares.
We feel management, the CEO, and shareholders are well aligned and that this risk is minimized.

* There are low barriers to entry in this industry.
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