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We just provided a SRAX update around our recent site visit, so we will try to be brief here. First, we were unable 

to get on the earnings call because we were (unfortunately) on another earnings call at the same time.  However, 

we have been over the transcript and we have a few short observations.  

 

First, we missed the numbers miserably (again).  Quite honestly, while it is obvious to those who read our updates 

on SRAX, we like this story and we have great confidence in management and its team as well as in their vision 

and their aggregate accomplishments to this point (bumps along the way notwithstanding), management’s recent 

propensity to botch guidance (like not in the same zip code) is problematic. Frankly, it’s surprising to me that it 

didn’t come up on the call, so maybe no one except me, and the other analyst, noticed.  I know he noticed because 

apparently, he missed the numbers worse than I did so I am most certain he noticed. I understand missing guidance 

on occasion, but missing it by large amounts on an ongoing basis begins to seriously undermine the term 

“guidance”.  We submit, there is nothing easy about forecasting numbers in small companies, thus, sometimes not 

providing guidance at all is a far better approach than providing guidance that ends up…misguided. With that 

said, we continue to believe there are things afoot at SRAX that speak to better valuations.          

 

While much of the Company’s prepared remarks on the call related to their new BIG platform, they did cover the 

financial highlights.  As we said, we were not enamored with the numbers (mostly in the context of their guidance 

and the egg on our face) but here are some of the more salient points.  Revenues were $5.6 million which was 

$1.9 million below our estimate and slightly lower than the prior quarter. Operating income came in at <$560,00> 

versus our estimate of $365,000, which was again largely the result of the revenue miss. That operating loss was 

however, 57% lower than the comparable 2016 period when revenues were nearly 72% higher. Those metrics 

provide a stark contrast for just how aggressively they have worked to cull unprofitable business, tighten the 

screws on expenses and focus on higher margin endeavors.  Specifically, gross margins for the quarter were 55.8% 

compared to 26.7% in Q3-F16, and were roughly equal to the prior quarter.  

 

They also covered some capital issues, largely the financing they completed following the end of the quarter. Here 

is the discussion relative to that item.      

 

We ended the quarter with $216,000 in cash on hand and in October we entered into definitive securities 

purchase agreement with existing investors to the sale of approximately $5.2 million of 12.5% secured 

convertible debentures due in April 2020. 

We also issued 863,365 Series A warrants to purchase Class A common stock, these are the five-year term, 

they're also part of this financing transaction. Debentures will be secured pari passu with the investors' 

prior debentures issued in the company's April 2017 offering. The debentures and warrants are initially 

convertible and exercisable at $3 per share and is subject to anti-dilution protection. 

Net proceeds from this financing were applied to our working capital. While we issued additional shares 

and warrants in this transaction by October 31, 2017, 1.1 million warrants had separately been retired or 

expired and this negates some of the recent overall dilutive effect. The cumulative outcome here as we now 

currently have 8.7 million common shares outstanding and we have 3.7 million warrants outstanding. 

 

According to our math the aggregate convertible debt is convertible into another 2.4 million shares of common.    

We have made those adjustments to our model, but recognize, that amounts to additional dilution of about 50% 

(new warrants considered) versus the share count of 8 million that existed when we first initiated our coverage.  

On the other hand, as we have noted along the way, we knew when we initiated the coverage that added dilution 

was imminent and the stock had at that point sold off considerably and presumably in part because of the 

recognition of potential dilution.  Put another way, this dilution should not be a surprise to anyone, other than 

perhaps its magnitude.  To be quite honest, we think the resulting dilution, while not insignificant, could have 

been much worse considering the current convertible debt is pegged at $3 (assuming no anti-dilution ratchets) and 
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we believe some of that was cast when the stock was trading below that threshold. Again, we are not enamored 

with the dilution, but we did know it was coming…and it could have been worse. 

 

The above touches most of the negatives for the quarter, so here are some of the positives.  

  

From 10,000 feet, they have clearly executed a bit of a purge of the business, and it appears they are now focused 

on driving higher margin pieces of business.  That has/will obviously negatively impact comparative revenues 

through some of 2018, but, in our view, it’s hard to argue with the approach.  From that perspective, we expect 

their new (and/or more recent) initiatives to drive large pieces of the business.  Those would include SRAXmd, 

SRAXreach, SRAXsocial, SRAXauto and SRAXfan. These are greenfield initiatives supported by considerable 

in-house IP and associated technology (the heavy lifting of which is done at the technology center in Mexicali that 

we covered in the site visit update).  We are not sure the street fully appreciates the technology value of SRAX 

and seems to view it as more of a pure sales organization.  That brings us to another point we have covered in 

detail, but again came up on the call and is worth rehashing; the value of SRAXmd. 

 

As many of our readers are aware, we have made the argument for some time now that SRAXmd is worth more 

than the market cap of the stock and we continue to believe that. Below is the excerpt from the transcript addressing 

SRAXmd:  

 

Okay. I am holding a copy of a lawsuit that you guys filed against – it doesn't matter the name of the 

company, but a company in I believe the state of Illinois that was filed in August. In it one of the 

exhibits, it’s looks like you had an offer to buy SRAXmd last December, the name was [indiscernible] 

they look like a fairly large company for a – well, it looks like up to $45 million. You mentioned that 

the unit has done better year-after-year. So should we be thinking about that kind of a number in 

terms of value because that would be substantially in excess of your market cap today? 

We have looked over the lawsuit as well.  Here’s the basic detail. SRAX was set to sell SRAXmd at the end of 

2016.  The buyer appears to be (have been) a large pharmaceutical company. The purchase price for SRAX was 

to be an initial payment of $15 million, plus additional earnout bonuses based on SRAXmd’s 2018 and 2019 

EBITDA.  The purchase price with maximum earnouts could have been up to $45 million.  

 

With respect to the above, here are some thing to consider: 

 

• The market cap of SRAX at the time of this writing is $29 million. 

• The earnouts mentioned above entailed some math, but their basic terms were that if SRAXmd achieved 

EBITDA in excess of $8.7 million in 2018 SRAX would earn an additional $15 million and if SRAXmd 

achieved EBITDA in excess of $11.5 million in 2018 SRAX would earn an additional $15 million, for a 

total purchase price of $45 million.  

• The sale fell apart because due to SRAX’s financial issues (brought on in part by issues that are now the 

subject of this lawsuit) the stock declined and the SRAXmd buyer could not justify paying a price for a 

portion of a public company that was greater than the value of the entire business.    

 

Of course, what everyone is wondering today, is, “is SRAXmd, one year later, still “worth” something from $15 

million to $45 million”?  First, we are comfortable suggesting that SRAXmd is worth more today than it was one 

year ago, whatever that price might have been.  Further, we think this information provides some color on 

something the Company has never broken out in the filings, which is their own expectation for 2018 and 2019 for 

SRAXmd, at least in the context of this prior purchase/sale agreement. It looks to us that this time last year SRAX 

anticipated that SRAXmd was capable of producing $8.7 million in EBITDA in 2018. (Just to be clear, we don’t 

believe the recent revenue misses are related to underperformance at SRAXmd). 

 

Going through the math, if we assume 85% margins at SRAXmd (we think they are higher) and 15% SG&A (we 

will defend that number if people would like), then SRAX would need to achieve revenue of about $12.5 million 
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to post $8.7 million of EBITDA.  Further, they also must believe that they can increase 2019/2018 YoY EBITDA 

by 30%+ ($11.5 million vs. $8.7 million).  So here is the point. What multiple of expected 2018 EBITDA should 

SRAXmd be worth if it is capable of growing that EBITDA by 30% the following year, and likely at least double 

digits for the next handful of years?  If we embrace the 2018 EBITDA assumption of $8.7 million, then the entire 

current market cap of SRAX values SRAXmd at (at most) 3.3X, and that assumes the rest of the Company is 

worth ZERO.  Criteo (symbol: CRTO) a digital advertiser (albeit a much larger one), which we referenced as a 

comp in the initial coverage, trades about 12X EBITDA.  A 12X EBITDA multiple for SRAXmd would imply a 

price of just over $100 million, or 3.6X the current price of SRAX shares (just under $12 per share.) 

 

(By the way, prevailing in the law suit might provide an additional windfall here, and while we are certainly not 

lawyers, it appears to us that SRAX may very well collect something from this.  We won’t hold our breath on the 

$35 million in damages, but we do think they may collect the $2 million+ they are actually owed).   

 

Just to edify, for what it is worth, we are projecting SRAXmd revenues of about $13 million and EBITDA of 

about $9 million for fiscal 2018.   

 

Lastly, we are not going to try to provide added color on their BIG platform. We have provided some of that prior 

and we will stand by those assertions for now, which are that it is a topical, cutting edge, exciting addition to the 

story, and is probably responsible for much of the stock’s recent run. It could clearly change the entire company 

in a variety of positive ways.  It is however, in our view, not essential to the assessment of higher valuations in 

line with our current targets.             

 

We reiterate our allocation of 5 and our 12-24 month price target of $7.50.  As usual, we will revisit both 

following additional data points.   
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Projected Operating Model 
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Rating System Overview 
 

There are no letters in the rating system (Buy, Sell Hold), only numbers. The numbers range from 1 to 10, with 1 representing 1 

“investment unit” (for our performance purposes, 1 "investment unit" equals $250) and 10 representing 10 investment units or $2,500.  

Obviously, a rating of 10 would suggest that we favor the stock (at respective/current levels) more than a stock with a rating of 1.   

 

As a guideline, here is a suggestion on how to use the allocation system. 

 

Our belief at Trickle is that the best way to participate in the micro-cap/small cap space is by employing a diversified strategy.  In 

simple terms, that means you are generally best off owning a number of issues rather than just two or three.  To that point, our goal is 

to have at least 20 companies under coverage at any point in time, so let’s use that as a guideline.  Hypothetically, if you think you 

would like to commit $25,000 to buying micro-cap stocks, that would assume an investment of $1000 per stock (using the diversification 

approach we just mentioned, and the 20 stock coverage list we suggested and leaving some room to perhaps add another 5 of the names 

from our profiles).  We generally start initial coverage stocks with an allocation of 4.  Thus, at $1000 invested per stock and a typical 

starting allocation of 4, your “investment unit” would be the same $250 we used in the example above.   Thus, if we initiate a stock at 

a 4, you might consider putting $1000 into the position ($250 * 4).  If we later raise the allocation to 6, you might consider adding two 

additional units or $500 to the position.  If we then reduce the allocation from 6 to 4 you might consider selling whatever number of 

shares you purchased with 2 of the original 4 investment units.   Again, this is just a suggestion as to how you might be able to use the 

allocation system to manage your portfolio.  

 

For those hung up on the tradition of more typical rating systems (Buy, Sell, Hold) we would submit the following guidelines. 

A Trickle rating of 1 thru 3 would best correspond to a "Speculative Buy" although we would caution that a rating in that 

range should not assume that the stock is necessarily riskier than a stock with a higher rating.  It may carry a lower rating 

because the stock is trading closer to a price target we are unwilling to raise at that point.  This by the way applies to all of our 

ratings.  

A Trickle rating of 4 thru 6 might best (although not perfectly) correspond to a standard "Buy" rating.  

A Trickle rating of 7 thru 10 would best correspond to a “Strong Buy" however, ratings at the higher end of that range would 

indicate something that we deem as quite extraordinary..... an "Extreme Buy" if you will.  You will not see a lot of these. 

General Disclaimer:  

 

Trickle Research LLC produces and publishes independent research, due diligence and analysis for the benefit of its investor base. Our 

publications are for information purposes only. Readers should review all available information on any company mentioned in our 

reports or updates, including, but not limited to, the company’s annual report, quarterly report, press releases, as well as other regulatory 

filings. Trickle Research is not registered as a securities broker-dealer or an investment advisor either with the U.S. Securities and 

Exchange Commission or with any state securities regulatory authority. Readers should consult with their own independent tax, 

business and financial advisors with respect to any reported company. Trickle Research and/or its officers, investors and employees, 

and/or members of their families may have long/short positions in the securities mentioned in our research and analysis and may make 

purchases and/or sales for their own account of those securities David Lavigne does not hold a position in Social Reality, Inc.  

 

Trickle Research has not been compensated directly by Social Reality Inc. (“SRAX”) for the publication of this report nor has SRAX 

compensated Trickle Research for any other services associated with this research report.  

 

Trickle Research has an exclusive content distribution agreement with Stock Market Manager (“SMM”) whereby SMM pays Trickle 

Research a fee for any Trickle labeled content displayed, hosted or distributed on its site: www.SMM.Global.  Per that agreement, 

SMM.Global may charge issuers such as Social Reality Inc. to host and distribute research licensed from Trickle. Issuers may choose 

to pay SMM for the licensing, hosting and distribution of Trickle Research.  They are under no obligation to do so. SMM has paid 

for/licensed this research from Trickle, and SMM has an agreement with and has received compensation from SRAX for hosting and 

distribution of SRAX related research by Trickle.  IN September 2017, SRAX paid a fee to present at a conference hosted in part by 

Trickle Research.  

         

Reproduction of any portion of Trickle Research’s reports, updates or other publications without written permission of Trickle 

Research is prohibited.   

 

All rights reserved.   

 

Portions of this publication excerpted from company filings or other sources are noted in italics and referenced throughout the report. 
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