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FORWARD-LOOKING STATEMENTS

Certain statements made in this Quarterly Report on Form 10-Q are “forward-looking statements” regarding the plans
and objectives of management for future operations and market trends and expectations. Such statements involve
known and unknown risks, uncertainties and other factors that may cause our actual results, performance or
achievements to be materially different from any future results, performance or achievements expressed or implied by
such forward-looking statements. The forward-looking statements included herein are based on current expectations
that involve numerous risks and uncertainties. Our plans and objectives are based, in part, on assumptions involving
the continued expansion of our business. Assumptions relating to the foregoing involve judgments with respect to,
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among other things, future economic, competitive and market conditions and future business decisions, all of which
are difficult or impossible to predict accurately and many of which are beyond our control. Although we believe that
our assumptions underlying the forward-looking statements are reasonable, any of the assumptions could prove
inaccurate and, therefore, there can be no assurance that the forward-looking statements included in this report will
prove to be accurate. In light of the significant uncertainties inherent in the forward-looking statements included
herein, the inclusion of such information should not be regarded as a representation by us or any other person that our
objectives and plans will be achieved. We undertake no obligation to revise or update publicly any forward-looking

statements for any reason. The terms “we”, “our”, “us”, or any derivative thereof, as used herein refer to Infinite Group,
Inc., a Delaware corporation.
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PART I - FINANCIAL INFORMATION
Item 1. Financial Statements.

INFINITE GROUP, INC.

Balance Sheets

December
March 31, 31,
2014 2013
(Unaudited)
ASSETS
Current assets:
Cash $17,743 $16,947
Accounts receivable, net of allowances of $70,000 388,959 592,045
Prepaid expenses and other current assets 26,767 22,512
Total current assets 433,469 631,504
Property and equipment, net 43,466 46,120
Investment in equity securities 232,000 247,000
Deposits and other assets 2,318 2,318
Total assets $711,253 $926,942
LIABILITIES AND STOCKHOLDERS’ DEFICIENCY
Current liabilities:
Accounts payable $351,895 $316,873
Accrued payroll 233,684 364,120
Accrued interest payable 471,086 451,160
Accrued retirement 202,319 200,316
Accrued expenses — other 5,421 41,933
Current maturities of notes payable - banks and other 94,839 21,186
Notes payable 295,000 30,000
Notes payable - related parties 142,000 142,000
Total current liabilities 1,796,244 1,567,588
Long-term obligations:
Notes payable:
Banks and other 1,179,531 1,523,406
Related parties 501,324 501,324
Total liabilities 3,477,099 3,592,318
Commitments and contingencies 0 0

Stockholders’ deficiency:
Common stock, $.001 par value, 60,000,000 shares authorized;
25,961,883 shares issued and outstanding 25,961 25,961
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Additional paid-in capital 30,317,907 30,259,102
Accumulated deficit (33,109,714) (32,950,439)
Total stockholders’ deficiency (2,765,846 ) (2,665,376 )
Total liabilities and stockholders’ deficiency $711,253 $926,942

See notes to unaudited financial statements.
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INFINITE GROUP, INC.
Statements of Operations (Unaudited)

Three Months Ended
March 31,
2014 2013
Sales $2,014,417 $2,099,959
Cost of services 1,506,164 1,501,849
Gross profit 508,253 598,110
Costs and expenses:
General and administrative 325,224 219,858
Selling 244,018 281,076
Total costs and expenses 569,242 500,934
Operating (loss) income (60,989 ) 97,176
Loss on equity investment (15,000 ) 0
Interest expense:
Related parties (11,517 ) (11,624
Other (71,769 ) (64,788
Total interest expense (83,286 ) (76,412
Net (loss) income $(159,275 ) $20,764
Net (loss) income per share - basic and diluted $(01 ) $.00
Weighted average shares outstanding - basic 25,961,883 25,961,883
Weighted average shares outstanding - diluted 25,961,883 47,075,995

See notes to unaudited financial statements.
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INFINITE GROUP, INC.
Statements of Cash Flows (Unaudited)

Three Months Ended
March 31,
2014 2013

Operating activities:
Net (loss) income $(159,275 ) $20,764
Adjustments to reconcile net (loss) income to net cash provided (used) by operating
activities:
Stock based compensation 58,805 36,399
Depreciation 6,288 4,591
Loss on equity investment 15,000 0
Decrease (increase) in assets:
Accounts receivable 203,086 (67,938
Other assets (4,255 ) 7,019
(Decrease) increase in liabilities:
Accounts payable 35,022 92,535
Accrued expenses (147,022 ) (120,790
Accrued retirement 2,003 2,084
Net cash provided (used) by operating activities 9,652 (25,336
Investing activities:
Purchases of property and equipment (3,634 ) (3484
Net cash used by investing activities (3,634 ) (3,484
Financing activities:
Repayments of notes payable 5,222 ) (7,482
Repayments of notes payable-related parties 0 (7,000
Net cash used by financing activities (5,222 ) (14,482
Net increase (decrease) in cash 796 (43,302
Cash - beginning of period 16,947 56,158
Cash - end of period $17,743 $12,856
Supplemental disclosure:
Cash paid for:
Interest $62,504 $58,522
Income taxes $0 $0

See notes to unaudited financial statements.
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INFINITE GROUP, INC.
Notes to Financial Statements — (Unaudited)
Note 1. Basis of Presentation

The accompanying unaudited financial statements of Infinite Group, Inc. (“Infinite Group, Inc.” or the “Company”)
included herein have been prepared by the Company in accordance with accounting principles generally accepted in
the United States of America (U.S.) ("GAAP") for interim financial information and with instructions to Form
10-Q. Accordingly, they do not include all of the information and footnotes required by accounting principles
generally accepted in the U.S. for complete financial statements. In the opinion of management, all adjustments
considered necessary for a fair presentation have been included. All such adjustments are of a normal recurring
nature. The December 31, 2013 balance sheet has been derived from the audited financial statements at that date, but
does not include all disclosures required by GAAP. The accompanying unaudited financial statements should be read
in conjunction with the Company’s audited financial statements and the notes thereto included in the Company’s
Annual Report on Form 10-K for the year ended December 31, 2013 filed with the U.S. Securities and Exchange
Commission (SEC). Results of operations for the three months ended March 31, 2014 are not necessarily indicative
of the operating results that may be expected for the year ending December 31, 2014.

Note 2. Summary of Significant Accounting Policies

There are several accounting policies that the Company believes are significant to the presentation of its financial
statements. These policies require management to make complex or subjective judgments about matters that are
inherently uncertain. Note 3 to the Company’s audited financial statements for the year ended December 31, 2013
presents a summary of significant accounting policies as included in the Company's Annual Report on Form 10-K as
filed with the SEC.

Fair Value of Financial Instruments - The carrying amounts reported in the balance sheet for cash, accounts
receivable, accounts payable, and accrued expenses approximate fair value because of the immediate short-term
maturity of these financial instruments. The carrying value of notes payable and convertible notes payable
approximates the fair value based on rates currently available from financial institutions and various lenders.

Note 3. Investment in Equity Securities

During 2013, the Company purchased 270,000 shares of the authorized but unissued shares of Series A Convertible
Preferred Stock (“Series A stock”), $.001 par value, of Sudo.me Corporation (goSudo) for an aggregate purchase price
of $270,000 pursuant to the terms and conditions of a preferred stock purchase agreement. goSudo is a customer of
the Company. As a result, at March 31, 2014, the Company owns approximately 8.8% of the total outstanding shares
of goSudo.

The investment is accounted for using the equity method since Company management exercises significant influence
over the operating and financial policies of goSudo. Since 2012, certain officers and directors of the Company made
loans to goSudo and converted loans to Series A stock. In addition, one Company employee is one of three members
of the board of directors of goSudo and is active in managing goSudo's business. One Company employee is an
officer of goSudo. As a result of the foregoing, the Company is deemed to have significant influence upon goSudo's
policy and operating decisions. The investment was written down by $15,000 during the three months ended March
31, 2014 and $23,000 through December 31, 2013 to $232,000 ($247,000- December 31, 2013) based on the
Company's interest in the net loss of goSudo from May 7, 2013 (date of initial investment).
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Unaudited financial information for goSudo as of and for the three months ended March 31, 2014 reflects total assets
of $16,645, total liabilities of $299,364, and net loss of $169,798. goSudo is a development stage enterprise and has
had no revenues since inception.

Note 4. Stock Option Plans and Agreements

The Company has approved stock options plans and agreements covering up to an aggregate of 12,032,833 shares of
common stock. Such options may be designated at the time of grant as either incentive stock options or nonqualified
stock options. Stock based compensation consists of charges for stock option awards to employees, directors and
consultants.

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing
model. The following assumptions were used for the three months ended March 31, 2014 and 2013:

2014 2013
Risk-free interest rate T7% - 1.98 % 1.00% - 1.14%
Expected dividend yield 0 % 0 %
Expected stock price volatility 100 % 75 %
Expected life of options 3.25 t0 5.75 years 5.75 years

The Company recorded expense for options issued to employees and independent service providers of $58,805 and
$36,399 for the three months ended March 31, 2014 and 2013, respectively.
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At March 31, 2014, there was approximately $123,000 of total unrecognized compensation cost related to non-vested
options. That cost is expected to be recognized over a weighted average period of approximately 1.4 years. The total
fair value of shares that vested during the three months ended March 31, 2014 was approximately $45,000.

A summary of all stock option activity for the three months ended March 31, 2014 follows:

Weighted
Average  Weighted-Average Aggregate
Number Exercise Remaining Intrinsic
of Options Price Contractual Term Value

Outstanding at December 31, 2013 9,220,500 $ .18
Options granted 1,720,000 $ .12
Options expired (31,000 ) $ .01
Outstanding at March 31, 2014 10,909,500 $ .18 5.3 years $ 2,000
Exercisable at March 31, 2014 6,583,667 $ .20 4.8 years $ 2,000

During the three months ended March 31, 2014, the Company issued 800,000 common stock options to an employee
at an exercise price of $.13 per share. At issuance, 200,000 options immediately vested. The balance of the options
vest based on meeting specific sales performance criteria. In addition, the Company issued 920,000 common stock
options to employees at an exercise price of $.115 per share of which 306,667 vested upon grant and the balance vests
over two years.

Note 5. Sale of Certain Accounts Receivable

The Company has available a financing line with a financial institution (the Purchaser) which enables the Company to
sell selected accounts receivable invoices to the Purchaser with full recourse against the Company.

Pursuant to the provisions of FASB ASC 860, the Company reflects the transactions as a sale of assets and establishes
an accounts receivable from the Purchaser for the retained amount less the costs of the transaction and less any
anticipated future loss in the value of the retained asset. The retained amount is generally equal to 20% of the total
accounts receivable invoice sold to the Purchaser. The fee for the first 30 days is 1% and additional fees are charged
against the average daily balance of net outstanding funds at the prime rate, which was 3.25% per annum as of March
31, 2014 and 2013. The estimated future loss reserve for each receivable included in the estimated value of the
retained asset is based on the payment history of the accounts receivable customer and is included in the allowance for
doubtful accounts, if any. As collateral, the Company granted the Purchaser a first priority interest in accounts
receivable and a blanket lien, which may be junior to other creditors, on all other assets.

The financing line provides the Company the ability to finance up to $2,000,000 of selected accounts receivable
invoices, which includes a sublimit for one of the Company’s customers of $1,500,000. During the three months
ended March 31, 2014, the Company sold approximately $2,123,000 ($1,940,000 - March 31, 2013) of its accounts
receivable to the Purchaser. As of March 31, 2014, approximately $1,078,000 ($799,381 - December 31, 2013) of
these receivables remained outstanding. Additionally, as of March 31, 2014, the Company had approximately
$90,000 available under the financing line with the financial institution ($220,000 — December 31, 2013). After
deducting estimated fees and advances from the Purchaser, the net receivable from the Purchaser amounted to
$215,600 at March 31, 2014 ($191,000 - March 31, 2013), and is included in accounts receivable in the accompanying
balance sheets.

11
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There were no gains or losses on the sale of the accounts receivable because all were collected. The cost associated
with the financing line totaled approximately $50,200 for the three months ended March 31, 2014 ($43,100 - March
31, 2013). These financing line fees are classified on the statements of operations as interest expense.

In April 2014, the Company completed a revised financing agreement with the Purchaser. The retained amount was
revised to 15% of the total accounts receivable invoice sold to the Purchaser. The fee for the initial purchase is .466%
of the invoice. The fee is charged at prime plus 4% (effective rate of 7.25% at March 31, 2014) against the average
daily outstanding balance of funds advanced.

Note 6. Earnings Per Share

Basic earnings per share is based on the weighted average number of common shares outstanding during the periods

presented. Diluted earnings per share is based on the weighted average number of common shares outstanding, as

well as dilutive potential common shares which, in the Company’s case, comprise shares issuable under convertible
notes payable and stock options. The treasury stock method is used to calculate dilutive shares, which reduces the

gross number of dilutive shares by the number of shares purchasable from the proceeds of the options and warrants

assumed to be exercised. In a loss period, the calculation for basic and diluted earnings per share is considered to be

the same, as the impact of potential common shares is anti-dilutive.

12
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The following table sets forth the computation of basic and diluted earnings per share for the three months ended:

Three months ended
March 31, March 31,

2014 2013
Numerator for basic net income (loss) per share:

Net (loss) income $(159,275 ) $20,764
Denominator for basic net (loss) income per share:

Weighted average common shares outstanding 25,961,883 25,961,883
Basic net (loss) income per share $(.01 ) $.00
Numerator for diluted net (loss) income per share:

Net (loss) income $(159,275 ) $20,764
Effect of dilutive securities - common stock options and interest on convertible notes
payable 0 14,342
Diluted earnings per share -net (loss) income available to common stockholders with
assumed conversions $(159,275 ) $35,106
Denominator for diluted net income (loss) per share:

Weighted average common shares outstanding 25,961,883 25,961,883
Effect of dilutive securities - common stock options and convertible notes payable 0 21,114,112
Shares used in computing diluted net (loss) income per share 25,961,883 47,075,995
Diluted net (loss) income per share $(.01 ) $.00

For the three months ended March 31, 2014 and 2013, convertible debt and options to purchase 31,704,552 and
3,146,500 shares of common stock, respectively, that could potentially dilute basic earnings per share were excluded
from the calculation of diluted earnings per share because the exercise prices were greater than the average market
price of the common shares or their inclusion would have been anti-dilutive.

Note 7. Related Party Accounts Receivable and Accrued Interest Payable

Accrued Interest Payable — Included in accrued interest payable is accrued interest payable to related parties of
$369,131 at March 31, 2014 ($358,698 - December 31, 2013).

Accounts Receivable — Since 2012, certain officers or directors of the Company have made loans to goSudo, a
customer of the Company, and can influence the management of this company. Included in accounts receivable are
amounts due from this related party of $30,000 at March 31, 2014 ($269 - December 31, 2013).

Note 8. Management Plans — Capital Resources

The Company reported operating (loss) income of $(60,989) and $97,176 and net (loss) income of $(159,275) and
$20,764 for the three months ended March 31, 2014 and 2013, respectively.

The Company's primary source of liquidity is cash provided by collections of accounts receivable and its factoring line
of credit. At March 31, 2014, the Company had approximately $90,000 of availability under this line. During the
three months ended March 31, 2014, the Company financed its business activities through sales with recourse of
accounts receivable.

The Company believes the capital resources available under its factoring line of credit, cash from additional related
party loans and cash generated by improving the results of its operations provide sources to fund its ongoing

13
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operations and to support the internal growth the Company expects to achieve for at least the next 12
months. However, if the Company does not continue to maintain or improve the results of its operations in future
periods, the Company expects that additional working capital will be required to fund its business. Although the
Company has no assurances, the Company believes that related parties, who have previously provided working
capital, will continue to provide working capital loans on similar terms, as in the past, as may be necessary to fund its
on-going operations for at least the next 12 months.

If the Company experiences significant growth in its sales, the Company believes that this may require it to increase
its financing line, finance additional accounts receivable, or obtain additional working capital from other sources to
support its sales growth. There is no assurance that in the event the Company needs additional funds that adequate
additional working capital will be available or, if available, will be offered on acceptable terms.

ook sk sk ke sk sk skock ok
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
IT Consulting

Headquartered in Pittsford, New York, we provide IT solutions that are intended to deliver measurable results to small
and medium sized businesses (SMBs), government agencies, and large commercial enterprises. We provide:

Cloud computing;
Managed services that include managing leading edge operations and implementing complex programs in
advanced server management and providing 24/7 security software solutions to commercial customers;
Remote desktop and remote server monitoring and remediation;
Help desk and call center services;
Third party data storage;
Backup and disaster recovery solutions;
Information security services; and
Project management.

We provide cloud computing solutions that include public and private cloud architectures along with hybrid scalable

cloud hosting, server virtualization and desktop virtualization solutions. In addition, we provide IT solutions that

address mobility, and unified communications. Our cyber security practice provides information security services

including internal and external security assessments and recommended solutions. We focus on aligning business

processes with technology for delivery of solutions meeting our clients’ needs and providing expert management
services to the lifecycle of technology-based projects.

We provide support to professional services organizations of software companies that need additional skilled
resources when implementing solutions. Our technical support personnel maintain leading edge certifications and
qualifications in their respective software applications. We intend to use our service track record and experience to our
advantage and market our excellent record to other software companies who need our services. We plan to expand
our sales with our existing clients by expanding within those organizations.

Results of Operations
Comparison of the Three Months Ended March 31, 2014 and 2013

The following table compares our statements of operations data for the three months ended March 31, 2014 and
2013. The trends suggested by this table are not indicative of future operating results.

Three Months Ended March 31,
2014 vs. 2013

%
As a % of As a % of Amount of  Increase
2014 Sales 2013 Sales Change (Decrease)
Sales $2,014,417 100.0 % $2,099,959 100.0 % $(85,542 ) (4.1 ) %
Cost of services 1,506,164  74.8 1,501,849 71.5 4,315 0.3
Gross profit 508,253 25.2 598,110 28.5 (89,857 ) (15.0 )
General and administrative 325,224 16.1 219,858 10.5 105,366 47.9
Selling 244,018 12.1 281,076 13.4 (37,058 ) (13.2 )
Total operating expenses 569,242 28.3 500,934 23.9 68,308 13.6

15



Edgar Filing: INFINITE GROUP INC - Form 10-Q

Operating (loss) income (60,989 ) (3.0 ) 97,176 4.6 (158,165 ) (162.8 )
Loss on equity investment (15,000 ) (0.7 ) - 0.0 15,000 100.0
Interest expense (83,286 ) 4.1 ) (76,412 ) (3.6 ) 6,874 9.0

Net (loss) income $(159,275 ) (7.9 )% $20,764 1.0 % $(180,039 ) (867.1 )%
Net (loss) income per share -

basic and diluted $(.00 ) $.00

Sales

Sales for the three months ended March 31, 2014 were $2,014,417 as compared to sales for the three months ended
March 31, 2013 of $2,099,959, a decrease of $85,542 or 4.1%. During the three months ended March 31, 2013, we
continued to experience a slowdown of new U.S. Government projects which began during the fourth quarter of
2012. Sales of virtualization projects improved starting in the second quarter of 2013 but slowed again in the first
quarter of 2014 in comparison to the virtualization project sales for each calendar quarter during the nine months
ended December 31, 2013. We believe that the decrease is mainly attributable to a temporary reduction in the demand
for virtualization projects during the first quarter of 2014. Sales also declined in 2014 as a long-term commercial
project neared completion. During March and April 2014, we began to close new contracts and expect future sales
from security assessments and related projects, which originated from sales programs that we established in the fourth
quarter of 2013.
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One of our priorities is to increase sales. Accordingly, during December 2013 and January 2014, we hired several
additional sales personnel in an effort to increase commercial and U.S. Government agency sales. Due to the lengthy
lead times typically needed to generate new sales in these areas, we do not expect to realize a return from the addition
of the new sales personnel for one or more quarters. As a result, we may experience net losses from these investments
in personnel until sufficient sales are generated. We expect to fund the cost for the new sales personnel from our
operating cash flows and incremental borrowings, as needed.

We have several contract vehicles that enable us to deliver a broad range of our services and solutions to the U.S.
Government. In September 2013, the Department of Homeland Security Eagle II (DHS) awarded contracts to prime
contractors. We are a subcontractor and teaming member with certain of these prime contractors and accordingly, we
believe that we will have new opportunities to generate sales to DHS. The acquisition of these contract vehicles
allows us additional opportunities to bid on new projects. Although we believe we have opportunities for sales growth
with government and commercial clients, the lengthy procurement processes may result in future operating losses
unless sales increase to support our infrastructure. We understand that the U.S. Government has expressed its
intention to reduce its budgets related to technical services contracts in the coming years, which may impact our
ability to increase our sales to certain U.S. Government agencies.

Cost of Services and Gross Profit

Cost of services represents the cost of employee services related to our I'T Services Group. Cost of services for the
three months ended March 31, 2014 was 1,506,164 or 74.8% of sales as compared to $1,501,849 or 71.5% for the
three months ended March 31, 2013. Gross profit was $508,253 or 25.2% of sales for the three months ended March
31, 2014 compared to $598,110 or 28.5% of sales for the three months ended March 31, 2013. The decrease in gross
profit margin percent in 2014 is due to a change in the mix of our business resulting from new projects in 2014 which
carried different profit margins than work completed in 2013. We also experienced a decrease in our personnel
utilization rates as virtualization project sales slowed during the three months ended March 31, 2014.

General and Administrative Expenses

General and administrative expenses include corporate overhead such as compensation and benefits for executive,
administrative and finance personnel, rent, insurance, professional fees, travel, and office expenses. General and
administrative expenses for the three months ended March 31, 2014 increased by $105,366 or 47.9% to $325,224 as
compared to $219,858 for the same period in 2013. The increase in general and administrative expenses in 2014 was
principally a result of an increase of approximately $35,400 in stock options expense from grants made in 2014,
increases in professional fees associated with implementing a new shareholder investor relations and communications
program, and the addition of an employee to manage the planned expansion of our Commercial Division within the
small and medium sized businesses (SMB) space.

Selling Expenses

For the three months ended March 31, 2014, we incurred selling expenses of $244,018 associated with the
development of our IT Services Group business compared to $281,076 for the three months ended March 31, 2013, a
decrease of $37,058 or 13.2%. This decrease is due to various minor changes in expense items from period to period
and a decrease in stock options expense of approximately $11,800 in 2014. During December 2013 and January
2014, we hired several additional sales personnel in an effort to increase commercial and U.S. Government agency
sales, however, we eliminated certain sales positions in the third and fourth quarters of 2013, which offset a
substantial portion of the expenses associated with these new personnel.

Operating (Loss) Income
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For the three months ended March 31, 2014, we had an operating loss of $60,989 compared to an operating income of
$97,176 for the three months ended March 31, 2013. The $158,165 decrease is attributable to a decrease in gross
profit of $89,857 and an increase in total operating expenses of $68,308 for the three months ended March 31, 2014 as
compared to 2013.

10
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Loss on Equity Investment

During 2013, we acquired 270,000 shares of Series A Convertible Preferred Stock of Sudo.me Corporation (goSudo)
for $270,000 pursuant to the terms and conditions of a preferred stock purchase agreement. As a result, at March 31,
2014, we own approximately 8.8% of the total outstanding shares of goSudo. goSudo's web site is http://mysudo.me
(the information contained in goSudo’s website shall not be considered a part of this Report). Our management
exercises significant influence over the operating and financial policies of goSudo. The investment was written down
by $15,000 during the three months ended March 31, 2014 to $232,000 based on our interest in the net loss of goSudo
for the same period.

Interest Expense

Total interest expense was $83,286 for the three months ended March 31, 2014, an increase of $6,874 from $76,412
for the three months ended March 31, 2013. The increase of $6,874 results principally from an increase in the average
balance of our financing line.

Net (Loss) Income

For the three months ended March 31, 2014, we recorded a net loss of $159,275 or $(.01) per share compared to a net
income of $20,764 or $.00 per share for the three months ended March 31, 2013.

Other Trends

During the past several years, the United States and worldwide capital and credit markets experienced significant price
volatility and liquidity disruptions, which have caused market prices of many stocks to fluctuate substantially and the
spreads on prospective debt financings to widen considerably. These circumstances have materially impacted
liquidity in the financial markets, making terms for certain financings less attractive, and in some cases have resulted
in the unavailability of financing. Continued uncertainty in the capital and credit markets may negatively impact our
business, including our ability to access additional financing at reasonable terms or to refinance our credit at improved
terms, which may negatively affect our ability to make future acquisitions or expansions of our business. These
events also may make it more difficult or costly for us to raise capital. The disruptions in the financial markets may
have a material adverse effect on the market value of our common stock and other adverse effects on our business.

Liquidity and Capital Resources

At March 31, 2014, we had cash of $17,743 available for our primary liquidity needs for working capital needs and
planned capital asset expenditures. Our primary source of liquidity is cash provided by collections of accounts
receivable and our factoring line of credit. At March 31, 2014, we had approximately $90,000 of availability under
this line.

At March 31, 2014, we had a working capital deficit of approximately $1,363,000 and a current ratio of .24. This
increase in the working capital deficit from $936,000 at December 31, 2013 is principally due the scheduled maturity
of a note payable of $265,000 on January 1, 2015 and a balloon payment of $78,000 due to the Pension Benefit
Guaranty Corporation ( PBGC) on March 15, 2015. We plan to renegotiate the terms of the $265,000 note payable or
seek funds to repay this note. We plan to seek funds to fund the balloon payment to the PBGC if we do not generate
sufficient cash flow from operations. Our objective is to improve our working capital position through profitable
operations. During 2014, we financed our business activities principally through cash flows provided by operations
and sales with recourse of our accounts receivable.
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The following table sets forth our sources and uses of cash for the periods presented:

Net cash provided (used) by operating activities
Net cash used by investing activities

Net cash used by financing activities

Net increase (decrease) in cash

Cash Flows Provided (Used) by Operating Activities

Three Months Ended
March 31,
2014 2013
$9,652 $(25,336
(3,634 ) (3,484
(5,222 ) (14,482
$796 $(43,302

Cash provided by operations during the three months ended March 31, 2014 was $9,652 compared with cash used of
$25,336 for the same period in 2013. Our operating cash flow is primarily affected by the overall profitability of our
contracts, our ability to invoice and collect from our clients in a timely manner, and our ability to manage our vendor
payments. We bill our clients weekly or monthly after services are performed, depending on the contract terms. To
generate cash provided by operating activities in 2014 our net loss of $159,275 for 2014 was principally offset by
non-cash expenses of $80,093 and improved payments of our accounts receivable of $203,087 which offset our

decreases in current liabilities of $109,997.

11
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During December 2013 and January 2014, we hired several additional sales personnel in an effort to increase
commercial and U.S. Government agency sales. Due to the lengthy lead times typically needed to generate new sales
in these areas, we do not expect to realize a return from the addition of the new sales personnel for one or more
quarters. As a result, we may experience net losses from these investments in personnel until sufficient sales are
generated. We expect to fund the cost for the new sales personnel from our operating cash flows and incremental
borrowings, as needed.

Cash Flows Used by Investing Activities

Cash used by investing activities of $3,634 and $3,484 during the three months ended March 31, 2014 and 2013,
respectively, was for capital expenditures for computer hardware and software. We expect to continue to invest in
computer hardware and software to update our technology to support the growth of our business. We do not have
plans for significant capital expenditures in the near future.

Cash Flows Used by Financing Activities

Cash used by financing activities was $5,222 and $14,482 for the three months ended March 31, 2014 and 2013,
respectively, for principal payments on notes payable. We anticipate that we will use approximately $94,800 during
the next twelve months for amounts due to banks and the PBGC. We continue to evaluate repayment of other notes
payable based on our cash flow.

Credit Resources

We maintain an accounts receivable financing line of credit with an independent financial institution that allows us to
sell selected accounts receivable invoices to the financial institution with full recourse against us in the amount of
$2,000,000, including a sublimit for one major client of $1,500,000. This provides us with the cash needed to finance
certain of our on-going costs and expenses. At March 31, 2014, we had financing availability, based on eligible
accounts receivable, of approximately $90,000 under this line. We pay fees based on the length of time that the
invoice remains unpaid.

We believe the capital resources available under our factoring line of credit, cash from additional related party loans
and cash generated by improving the results of our operations will be sufficient to fund our ongoing operations and to
support the internal growth we expect to achieve for at least the next 12 months. However, if we do not continue to
improve the results of our operations in future periods, we expect that additional working capital will be required to
fund our business. There is no assurance that in the event we need additional funds that adequate additional working
capital will be available or, if available, will be offered on acceptable terms.

We anticipate financing growth from acquisitions of other businesses, if any, and our longer-term internal growth
through one or more of the following sources: cash from collections of accounts receivable; additional borrowing
from related parties; issuance of equity; use of our existing accounts receivable credit facility; or a refinancing of our
accounts receivable credit facility.

In April 2014, we completed a revised financing agreement with our primary financial institution that provides for a
decrease in our financing fees and costs in future periods. In addition, the retained amount was revised from 20% to
15% of the total accounts receivable invoice sold to the Purchaser.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.

As a smaller reporting company we are not required to provide the information required by this Item.
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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, carried out an evaluation of the effectiveness of our “disclosure controls and
procedures” (as defined in the Securities Exchange Act of 1934 (the “Exchange Act”) Rules 13a-15(e) and 15-d-15(e)) as
of the end of the period covered by this report (the “Evaluation Date”). Based upon that evaluation, the chief executive
officer and chief financial officer concluded that as of the Evaluation Date, our disclosure controls and procedures are
effective to ensure that information required to be disclosed by us in the reports that we file or submit under the
Exchange Act (i) is recorded, processed, summarized and reported, within the time periods specified in the SEC’s rules
and forms and (ii) is accumulated and communicated to our management, including our chief executive officer and
chief financial officer, as appropriate to allow timely decisions regarding required disclosure.

12
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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 report that have materially affected, or are reasonably likely
to materially affect, our internal control over financial reporting.

PART II - OTHER INFORMATION
Item 2. Unregistered Sales of Equity Securities and Use Of Proceeds

On January 10, 2014, in connection with his employment with us, we granted a stock option for 800,000 shares of our
common stock to Frank Mclntire, vice president of sales, at an exercise price of $.13 per share. The term of the option
is five years, subject to earlier termination as provided in the stock option agreement. Options covering 200,000 of
the shares vested immediately upon grant, and the remaining shares vest based on performance criteria set forth in the
agreement. The grant of such stock option to Mr. Mclntire is exempt from registration under the Securities Act of
1933, as amended, by virtue of Section 4(a)(2) thereunder, as a transaction by an issuer not involving any public
offering.

Item 5. Other Information.

The Company has available a financing line with its primary financial institution, Amerisource Funding, Inc.
(Purchaser) which enables the Company to sell selected accounts receivable invoices to the Purchaser with full
recourse against the Company. On April 18, 2014, the Company executed an account modification agreement with
the Purchaser. The retained amount was revised from 20% to 15% of the total accounts receivable invoice sold to the
Purchaser. The fee for the initial purchase was revised to .466% of the invoice. The fee is charged at prime plus 4%
(current effective rate of 7.25%) against the average daily outstanding balance of funds advanced. This agreement is
extended to October 5, 2015. The Company may terminate the agreement by giving 30 days written notice prior to
the each annual maturity date. Otherwise, the term will automatically renew for an additional twelve months.

Item 6. Exhibits.
Exhibits required to be filed by Item 601 of Regulation S-K.

For the exhibits that are filled herewith or incorporated herein by reference, see the Index to Exhibits located on page
15 of this report. The Index to Exhibits is incorporated herein by reference.
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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.

Infinite Group, Inc.

(Registrant)
Date May 14, 2014 By: /s/ James Villa
James Villa
Chief Executive Officer
(Principal Executive Officer)
Date May 14, 2014 By: /s/ James Witzel

James Witzel
Chief Financial Officer
(Principal Financial Officer)
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INDEX TO EXHIBITS

Description

Account modification agreement between the Company and Amerisource Funding, Inc. dated April 18,
2014%*

Chief Executive Officer Certification pursuant to section 302 of the Sarbanes-Oxley Act of 2002.*
Chief Financial Officer Certification pursuant to section 302 of the Sarbanes-Oxley Act of 2002.*
Chief Executive Officer Certification pursuant to section 906 of the Sarbanes-Oxley Act of 2002.*
Chief Financial Officer Certification pursuant to section 906 of the Sarbanes-Oxley Act of 2002.*
XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation Linkbase Document.

XBRL Taxonomy Extension Label Linkbase Document.

XBRL Taxonomy Extension Presentation Linkbase Document.

XBRL Taxonomy Extension Definition Linkbase Document.

*  Filed as an exhibit hereto.
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