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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended October 31, 2012

or

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from              to             

Commission File Number: 0-28132

STREAMLINE HEALTH SOLUTIONS, INC.
(Exact name of registrant as specified in its charter)
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Delaware 31-1455414
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)
1230 Peachtree St. NE, Suite 1000

Atlanta, GA 30309

(Address of principal executive offices) (Zip Code)

(404)-446-0050

(Registrant�s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files).    Yes  x    No  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act. (Check
one):

Large accelerated filer ¨ Accelerated filer ¨

Non-accelerated filer ¨ Smaller reporting company x
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x

Number of shares of Registrant�s Common Stock ($.01 par value per share) issued and outstanding, as of December 14, 2012: 12,639,988.
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PART I. FINANCIAL INFORMATION

Item 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
STREAMLINE HEALTH SOLUTIONS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

Assets

(Unaudited)
October 31, 

2012 January 31, 2012
Current assets:
Cash and cash equivalents $ 10,528,695 $ 2,243,054
Accounts receivable, net of allowance for doubtful accounts of $134,000 and $100,000, respectively 3,389,738 4,484,605
Contract receivables 648,736 430,370
Prepaid hardware and third party software for future delivery 22,777 38,193
Prepaid client maintenance contracts 1,038,035 788,917
Prepaid and other assets 555,310 256,104
Deferred income taxes �  167,000

Total current assets 16,183,291 8,408,243

Non-current assets:
Property and equipment:
Computer equipment 3,418,500 2,892,885
Computer software 2,196,236 2,131,730
Office furniture, fixtures and equipment 818,231 756,375
Leasehold improvements 693,890 667,000

7,126,857 6,447,990
Accumulated depreciation and amortization (5,778,675) (5,232,321) 

Property and equipment, net 1,348,182 1,215,669

Contract receivables, less current portion 142,021 221,596
Capitalized software development costs, net of accumulated amortization of $16,733,274 and
$14,805,236, respectively 13,119,354 9,830,175
Intangible assets, net 8,517,084 417,666
Deferred financing cost, net 1,211,912 145,857
Goodwill 12,038,226 4,060,504
Other, including deferred income taxes of $0 and $711,000, respectively 366,857 841,348

Total non-current assets 36,743,636 16,732,815

$ 52,926,927 $ 25,141,058

See Notes to Condensed Consolidated Financial Statements
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STREAMLINE HEALTH SOLUTIONS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

Liabilities and Stockholders� Equity

(Unaudited)
October 31, 

2012 January 31, 2012
Current liabilities:
Accounts payable $ 832,657 $ 879,027
Accrued compensation 1,603,355 887,130
Accrued other expenses 1,373,307 479,526
Deferred revenues 6,262,960 6,496,938
Contingent consideration for earn-out 1,319,559 �  
Current portion of long term debt 1,250,000 �  

Total current liabilities 12,641,838 8,742,621

Non-current liabilities:
Term loans 12,750,000 4,120,000
Convertible notes payable, net of unamortized discount of $1,822,255 and $0, respectively 3,877,322 3,000,000
Warrants liability 4,138,783 �  
Lease incentive liability 101,453 47,193
Contingent consideration for earn-out, less current portion �  1,232,720

Total non-current liabilities 20,867,558 8,399,913

Total liabilities 33,509,396 17,142,534

Series A 0% Convertible Redeemable Preferred Stock, $.01 par value per share, $7,250,355
redemption value, 4,000,000 shares authorized, 2,416,785 issued and outstanding 2,979,170 �  
Stockholders� equity:
Common stock, $.01 par value per share, 25,000,000 shares authorized, and 12,582,598 and
10,433,716 shares issued and outstanding, respectively 125,826 104,338
Convertible Redeemable Preferred Stock, $0.01 par value per share, 1,000,000 authorized, no shares
issued �  �  
Additional paid in capital 44,351,334 38,360,980
Accumulated deficit (28,038,799) (30,466,794) 

Total stockholders� equity 16,438,361 7,998,524

$ 52,926,927 $ 25,141,058

See Notes to Condensed Consolidated Financial Statements
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STREAMLINE HEALTH SOLUTIONS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Three and Nine Months Ended October 31,

(Unaudited)

Three Months Nine Months
2012 2011 2012 2011

Revenues:
Systems sales $ 290,294 $ 232,395 $ 719,495 $ 526,597
Professional services 1,089,814 833,592 3,153,672 2,708,824
Maintenance and support 3,148,442 2,279,886 7,797,263 6,558,484
Software as a service 2,005,813 966,218 5,358,120 2,804,141

Total revenues 6,534,363 4,312,091 17,028,550 12,598,046

Operating expenses:
Cost of systems sales 717,901 583,388 1,936,761 1,751,890
Cost of professional services 854,997 572,056 1,910,951 1,923,576
Cost of maintenance and support 918,750 513,868 2,349,745 1,651,884
Cost of software as a service 550,875 480,368 1,849,962 1,334,659
Selling, general and administrative 2,926,830 1,494,891 6,800,794 4,742,084
Product research and development 866,659 303,973 1,833,865 1,063,903

Total operating expenses 6,836,012 3,948,544 16,682,078 12,467,996

Operating income (loss) (301,649) 363,547 346,472 130,050
Other income (expense):
Interest expense (895,142) (25,896) (1,494,161) (67,529) 
Miscellaneous income (expense) 43,549 (36,885) 55,805 (42,155) 

Earnings (loss) before income taxes (1,153,242) 300,766 (1,091,884) 20,366
Income tax benefit (expense) 3,552,879 (5,000) 3,519,879 (12,315) 

Net earnings $ 2,399,637 $ 295,766 $ 2,427,995 $ 8,051

Less: deemed dividends on Series A Preferred Shares (139,133) (139,133) 

Net earnings attributable to common shareholders $ 2,260,504 $ 2,288,862

Basic net earnings per common share $ 0.18 $ 0.03 $ 0.20 $ 0.00

Number of shares used in basic per common share computation 12,393,352 9,943,567 11,346,428 9,823,937

Diluted net earnings per common share $ 0.15 $ 0.03 $ 0.18 $ 0.00

Number of shares used in diluted per common share computation 15,365,238 9,958,947 12,417,256 9,837,750

See Notes to Condensed Consolidated Financial Statements
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CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN

STOCKHOLDERS� EQUITY

Common
stock shares

Common
stock

Additional

paid in
capital

Accumulated
(deficit)

Total

stockholders�
equity

Balance at February 1, 2012 10,433,716 $ 104,338 $ 38,360,980 $ (30,466,794) $ 7,998,524

Stock issued to Employee Stock Purchase Plan and exercise
of stock options 88,742 887 160,920 �  161,807
Restricted stock issued 137,325 1,373 (1,373) �  �  
Conversion of note payable, Interpoint 1,529,729 15,297 3,100,885 �  3,116,182
Stock consideration for acquisition 393,086 3,931 1,497,678 �  1,501,609
Issuance of common stock warrants �  �  2,441,852 �  2,441,852
Issuance costs �  �  (263,072) �  (263,072) 
Reclassification of common stock warrants to liability �  �  (4,138,783) �  (4,138,783) 
Beneficial conversion feature of Series A Preferred Stock �  �  2,685,973 �  2,685,973
Share-based compensation expense �  �  645,407 �  645,407
Deemed dividends on Series A Preferred Stock �  �  (139,133) �  (139,133) 
Net earnings �  �  �  2,427,995 2,427,995

Balance at October 31, 2012 12,582,598 $ 125,826 $ 44,351,334 $ (28,038,799) $ 16,438,361

6
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STREAMLINE HEALTH SOLUTIONS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Nine Months Ended October 31,

(Unaudited)

    2012    2011
Operating activities:
Net earnings $ 2,427,995 $ 8,051
Adjustments to reconcile net earnings (loss) to net cash provided by operating activities, net of effect of
acquisitions:
Depreciation and amortization 2,847,665 2,008,432
Loss on disposal of equipment �  26,667
Share-based compensation expense 645,407 529,104
Deferred tax benefit (3,564,612) �  
Provision for accounts receivable �  40,000
Amortization of debt discount 111,584 �  
Fair value adjustment for contingent earnout 86,839 �  
Net loss from conversion of convertible note 56,682 �  

Change in assets and liabilities:
Accounts and contract receivables (1,351,935) 419,517
Other assets (482,785) (89,066) 
Accounts payable (137,107) 161,609
Accrued expenses 947,630 (574,012) 
Deferred revenues 881,677 (1,904,641) 

Net cash provided by operating activities 2,469,040 625,661

Investing activities:
Purchases of property and equipment (546,061) (245,262) 
Capitalization of software development costs (1,571,420) (1,970,000) 
Payment for acquisition (12,161,634) �  

Net cash used in investing activities (14,279,115) (2,215,262) 

Financing activities:
Net change in borrowings 9,880,000 550,000
Payment of deferred financing costs (1,246,107) �  
Proceeds from exercise of stock options and stock purchase plan 161,823 92,711
Proceeds from private placement 12,000,000 �  
Payment of success fee (700,000) �  
Payment on capital lease obligation �  (156,621) 

Net cash provided by financing activities 20,095,716 486,090

Increase (decrease) in cash and cash equivalents 8,285,641 (1,103,511) 
Cash and cash equivalents at beginning of period 2,243,054 1,403,949

Cash and cash equivalents at end of period $ 10,528,695 $ 300,438

Supplemental cash flow disclosures:
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Interest paid $ 1,181,929 $ 61,532

Income taxes paid $ 78,041 $ 19,136

Supplemental Disclosure of Non-Cash Financing Activity

In June 2012, the $3,000,000 convertible note and accrued interest was converted to 1,529,729 common shares at $2.00 per share.

In August 2012, we issued 393,086 shares of our common stock, at a price of $4.07, as part of the Meta purchase price.

In October 2012, we issued 200,000 common stock warrants, exercisable for common stock shares at $4.06 per share.

During the third quarter of 2012, we recorded approximately $139,000 of deemed dividends from preferred share discount accretion.

See Notes to Condensed Consolidated Financial Statements
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STREAMLINE HEALTH SOLUTIONS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

NOTE A � BASIS OF PRESENTATION

The accompanying unaudited Condensed Consolidated Financial Statements have been prepared by Streamline Health Solutions, Inc. (�we�, �us�, or
�our�), pursuant to the rules and regulations applicable to quarterly reports on Form 10-Q of the U. S. Securities and Exchange Commission.
Certain information and note disclosures normally included in annual financial statements prepared in accordance with generally accepted
accounting principles have been condensed or omitted pursuant to those rules and regulations, although we believe that the disclosures made are
adequate to make the information not misleading. In the opinion of our management, all adjustments (consisting of normal recurring accruals)
considered necessary for a fair presentation of the Condensed Consolidated Financial Statements have been included. These Condensed
Consolidated Financial Statements should be read in conjunction with the financial statements and notes thereto included in our most recent
annual report on Form 10-K, Commission File Number 0-28132. Operating results for the three and nine months ended October 31, 2012 are not
necessarily indicative of the results that may be expected for the fiscal year ending January 31, 2013.

NOTE B � SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A summary of our significant accounting policies is presented in �Note B � Significant Accounting Policies� in the fiscal year 2011 Annual Report
on Form 10-K. Users of financial information for interim periods are encouraged to refer to the footnotes contained in the Annual Report on
Form 10-K when reviewing interim financial results.

Acquisitions

On December 7, 2011, we completed the acquisition of substantially all of the assets of Interpoint Partners, LLC (�Interpoint�). The net acquired
assets and liabilities, and related revenue and expense since December 7, 2011 are included in our condensed consolidated financial statements.

On August 16, 2012, we completed the acquisition of Meta Health Technology, Inc. (�Meta�), please see Note C for further details.

Fair Value of Financial Instruments

The FASB�s authoritative guidance on fair value measurements establishes a framework for measuring fair value, and expands disclosure about
fair value measurements. This guidance enables the reader of the financial statements to assess the inputs used to develop those measurements
by establishing a hierarchy for ranking the quality and reliability of the information used to determine fair values. Under this guidance, assets
and liabilities carried at fair value must be classified and disclosed in one of the following three categories:

Level 1: Quoted market prices in active markets for identical assets or liabilities.

Level 2: Observable market based inputs or unobservable inputs that are corroborated by market data.

Level 3: Unobservable inputs that are not corroborated by market data.

The carrying amounts of cash and cash equivalents, accounts receivable, accounts payable and accrued expenses approximate fair value based
on the short-term maturity of these instruments. Cash and cash equivalents are classified as Level 1. The carrying amount of the Company�s
long-term debt approximates fair value since the interest rates being paid on the amounts approximate the market interest rate. Long-term debt is
classified as Level 2. The fair value of contingent consideration for earn-out and warrants liability is determined by management with the
assistance of an independent third party valuation specialist. The Company used a binomial model to estimate the fair value of the contingent
consideration for earn-out and warrants liability. The contingent consideration for earn-out and warrants liability are classified as Level 3.

Revenue Recognition

We derive revenue from the sale of internally developed software either by licensing or by software as a service (SaaS), through our direct sales
force or through third-party resellers. Clients with locally-installed software utilize our support and maintenance services for a separate fee,
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whereas SaaS fees include support and maintenance. We also derive revenue from professional services that support the implementation,
configuration, training, and optimization of our applications. Additional revenues are also derived from reselling third-party software and
hardware components.

We recognize revenue in accordance with ASC 985-605, Software-Revenue Recognition and ASC 605-25 Revenue Recognition �
Multiple-element arrangements. Revenue recognition typically commences when the following criteria have all been met:

� Persuasive evidence of an arrangement exists,

� Delivery has occurred or services have been rendered,

� The arrangement fees are fixed or determinable, and

� Collection is considered probable.

8
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If we determine that any of the above criteria has not been met, we will defer recognition of the revenue until all the criteria have been met.
Maintenance and support, term license and SaaS agreements entered into are generally non-cancelable, or contain significant penalties for early
cancellation, although clients typically have the right to terminate their contracts for cause if we fail to perform material obligations. However, if
non-standard acceptance periods or non-standard performance criteria, cancellation or right of refund terms are required, revenue is recognized
upon the satisfaction of such criteria, as applicable. Revenues from resellers are recognized gross of royalty payments to resellers.

Revenue Recognition � Multiple-Deliverable Revenue Arrangements

We recognize revenue in accordance with Accounting Standards Update No. 2009-13, Revenue Recognition (Topic 605), �Multiple-Deliverable
Revenue Arrangements � a consensus of the FASB Emerging Issues Task Force� (�ASU 2009-13�). ASU 2009-13 amends the accounting standards
for revenue recognition for multiple deliverable revenue arrangements to:

� Provide updated guidance on how deliverables of an arrangement are separated, and how consideration is allocated;

� Eliminate the residual method and require entities to allocate revenue using the relative selling price method; and;

� Require entities to allocate revenue to an arrangement using the estimated selling price (�ESP�) of deliverables if it does not have
vendor specific objective evidence (�VSOE�) or third party evidence (�TPE�) of selling price.

Terms used in evaluation are as follows:

� VSOE � the price at which an element is sold as a separate stand-alone transaction.

� TPE � the price of an element, charged by another company that is largely interchangeable in any particular transaction.

� ESP � our best estimate of the selling price of an element of the transaction.
We follow accounting guidance for revenue recognition of multiple-element arrangements to determine whether such arrangements contain
more than one unit of accounting. Multiple-element arrangements require the delivery or performance of multiple solutions, services and/or
rights to use assets. To qualify as a separate unit of accounting, the delivered item must have value to the client on a stand-alone basis.
Stand-alone value to a client is defined in the guidance as those that can be sold separately by any vendor or the client could resell the item on a
stand-alone basis. Additionally, if the arrangement includes a general right of return relative to the delivered item, delivery or performance of the
undelivered item or items must be considered probable and substantially in the control of the vendor.

We have developed a pricing methodology for all elements of the arrangement and proper review of pricing to ensure adherence to our policies.
Pricing decisions include cross-functional teams of senior management, which uses market conditions, expected contribution margin, size of the
client�s organization, and pricing history for similar solutions when establishing the selling price.

Software as a Service

We use ESP to determine the value of SaaS arrangements because we cannot establish VSOE, and TPE is not a practical alternative due to
differences in functionality from our competitors. Similar to proprietary license sales, pricing decisions rely on the relative size of the client
purchasing the solution, and include calculating the equivalent value of maintenance and support on a present value basis over the term of the
initial agreement period. Typically revenue recognition commences once the client goes live on the system, and is recognized ratably over the
contract term. The software portion of SaaS for our HIM (�Health Information Management�) products do not require material modification to
achieve their contracted function. The software portion of SaaS for our PFS (�Patient Financial Services�) products require material customization
and setup processes to achieve their contracted function.
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System Sales

We use the residual method to determine fair value for a proprietary software license sold in a multi-element arrangement because we can
establish fair value for all of the undelivered elements. Typically pricing decisions for proprietary software rely on the relative size and
complexity of the client purchasing the solution. Third party components are resold at prices based on a cost plus margin analysis. The
proprietary software and third party components do not need any significant modification to achieve their intended use. When these revenues
meet all criteria for revenue recognition, and are determined to be separate units of accounting, revenue is recognized. Typically this is upon
shipment of components or electronic download of software. Proprietary licenses are perpetual in nature, and license fees do not include rights to
version upgrades, fixes or service packs.

Term Licenses

We use ESP to determine the value of term license arrangements because we cannot establish VSOE, and TPE is not a practical alternative due
to differences in functionality from our competitors. Similar to proprietary license sales, pricing decisions rely on the relative size of the client
purchasing the solution. Typically revenue recognition commences once the client goes live on the system, and is recognized ratably over the
contract term. The software portion of our CAC (�Computer Aided Coding�) products generally do not require material modification to achieve
their contracted function.

9

Edgar Filing: STREAMLINE HEALTH SOLUTIONS INC. - Form 10-Q

Table of Contents 15



Table of Contents

Maintenance and Support Services

The maintenance and support components are not essential to the functionality of the software and clients renew maintenance contracts
separately from software purchases at renewal rates materially similar to the initial rate charged for maintenance on the initial purchase of
software. We use VSOE of fair value to determine fair value of maintenance and support services. Rates are set based on market rates for these
types of services, and these rates are comparable to rates charged by our competitors, which are based on the knowledge of the marketplace by
senior management. Generally, maintenance and support is calculated as a percentage of the list price of the proprietary license being purchased
by a client. Clients have the option of purchasing additional annual maintenance service renewals each year for which rates are not materially
different from the initial rate, but typically include a nominal rate increase based on the consumer price index. Annual maintenance and support
agreements entitle clients to technology support, upgrades, bug fixes and service packs.

Professional Services

Professional services components that are not essential to the functionality of the software, from time to time, are sold separately by us. Similar
services are sold by other vendors, and clients can elect to perform similar services in-house. When professional services revenues are a separate
unit of accounting, revenues are recognized as the services are performed.

Professional services components that are essential to the functionality of the software, and are not considered a separate unit of accounting, are
recognized in revenue ratably over the life of the client, which we approximate as the duration of the initial contract term. We defer the
associated direct costs for salaries and benefits expense for PFS contracts. As of October 31, 2012 we have deferred approximately $239,000.
These deferred costs will be amortized over the identical term as the associated SaaS revenues.

We use VSOE of fair value based on the hourly rate charged when services are sold separately, to determine fair value of professional services.
We typically sell professional services on a fixed fee basis. We monitor projects to assure that the expected and historical rate earned remains
within a reasonable range to the established selling price.

10
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NOTE C � ACQUISITIONS

On August 16, 2012, we acquired substantially all of the outstanding stock of Meta Health Technology, Inc., a New York corporation (�Meta�).
We paid a total purchase price of approximately $15,000,000, consisting of cash payment of $13,400,000 and the issuance of 393,086 shares of
our common stock at a price of $4.07 per share. The fair value of the common stock at the date of issuance was $3.82. For the three and nine
month periods ending October 31, 2012, we recorded $406,000 and $957,000, respectively, of acquisition costs related to the Meta transaction,
which were recorded in selling, general and administrative expense. These costs were primarily related to services provided by legal, financial,
and accounting professional advisors. At October 31, 2012 we have acquired 100% of Meta�s outstanding shares.

The acquisition of Meta represents our on-going growth strategy, and is reflective of our solutions development process, which is led by the
needs and requirements of our clients and the marketplace in general. The Meta suite of solutions, when bundled with our existing solutions, will
help current and prospective clients better prepare for compliance with the ICD-10 transition. As we move forward, we believe that the
integration of our business analytics solutions with the coding solutions acquired in this transaction will position us to address the complicated
issues of clinical analytics as our clients prepare for the proposed changes in commercial and governmental payment models.

The purchase price is subject to certain adjustments related principally to the delivered working capital level and/or indemnification provisions.
Under the acquisition method of accounting, the purchase price was allocated to the tangible and intangible assets acquired and liabilities
assumed based on their estimated fair values as of the acquisition date as follows:

Balance at August 16, 2012

Assets purchased:
Cash $ 1,126,000
Accounts receivable 2,300,000
Fixed assets 133,000
Other assets 513,000
Client relationships 4,464,000
Internally developed software 3,646,000
Trade name 1,588,000
Supplier agreements 1,582,000
Covenants not to compete 720,000
Goodwill(1) 7,978,000

Total assets purchased $ 24,050,000

Liabilities assumed:
Accounts payable and Accrued liabilities 1,164,000
Deferred revenue obligation, net 3,494,000
Deferred tax liability 4,602,000

Net assets acquired $ 14,790,000

Consideration:
Company common stock 1,502,000
Cash paid 13,288,000

Total Consideration $ 14,790,000

(1) Goodwill represents the excess of purchase price over the estimated fair value of net tangible and intangible assets acquired , which is not
deductible for tax purposes.

The acquired operations of Meta are consolidated with the results of the Company from August 16, 2012. Due to the new deferred tax liabilities
recorded as a result of the above purchase price allocation, we were able to reduce our valuation allowance by approximately $3,600,000
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representing the significant deferred tax benefit recorded in the three and nine months ended October 31, 2012.

Pro Forma Results

The operating results of Meta for the period August 16, 2012 through October 31, 2012, which include sales of $1,259,000 and net income of
approximately $177,000, have been included in our consolidated financial statements.

The following unaudited pro forma information assumes the Meta acquisition occurred as of the beginning of the earliest period presented. The
unaudited pro forma financial information for all periods presented also includes the business combination accounting effects resulting from the
acquisition including, historical interest expense, adjustments to interest expense for certain provisions in the asset purchase agreement,
adjustments for transaction-related expenses, adjustments for salary and benefits for certain employees, and amortization charges from acquired
intangible assets were combined at the beginning of the earliest period presented. The unaudited pro forma supplemental results have been
prepared based on estimates and assumptions, which the Company believes are reasonable and are not necessarily indicative of the consolidated
financial position or results of operations had the acquisition occurred at the beginning of the earliest period presented, nor of future results of
operations. For purposes of the pro forma presentation, the financial results of Interpoint for the three and nine months ended September 30,
2011 have been combined with the results of the Company for the three and nine months ended October 31, 2011. The Meta results for the three
and nine months ended October 31, 2011 and 2012 are based on the three and nine months ended

11
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September 30, 2011 and 2012. Subsequent to the acquisition, the Meta results will be recorded based on the Company�s fiscal year-end. The
unaudited pro forma results are as follows (in thousands):

Three Months Ended
October 31,

2012 2011
Revenue $ 7,129 $ 6,817
Net income (loss) 1,231 (1,393) 
Net income (loss) attributable to common shareholders 1,197 (1,572) 
Income (loss) per share:
Basic $ 0.10 $ (0.22) 
Diluted $ 0.08 $ (0.22) 

Nine Months Ended
October 31,

2012 2011
Revenue 22,733 19,196
Net income (loss) 1,249 (6,762) 
Net income (loss) attributable to common shareholders 798 (7,302) 
Income (loss) per share:
Basic $ 0.07 $ (0.73) 
Diluted $ 0.06 $ (0.73) 

NOTE D � EQUITY AWARDS AND PRIVATE PLACEMENT INVESTMENT

On August 16, 2012, we completed a $12,000,000 private placement investment (�private placement investment�) with affiliated funds and
accounts of Great Point Partners, LLC, and Noro-Moseley Partners VI, L.P., and another investor. The investment consisted of the following
instruments: issuance of 2,416,785 shares of a new Series A 0% Redeemable Convertible Preferred Stock (�Series A Preferred Stock�) at $3.00 per
share, common stock warrants (�warrants�) exercisable for up to 1,200,000 shares of our common stock at an exercise price of $3.99 per share, and
convertible subordinated notes payable in the aggregate principal amount of $5,699,577, which upon shareholder approval, convert into
1,583,220 shares of Series A Preferred Stock. The proceeds were allocated among the instruments as follows.

Balance at August 16, 2012
Instruments:
Series A Preferred Stock $ 6,546,146
Convertible subordinated notes payable 3,765,738
Warrants 1,688,116

Total investment $ 12,000,000

We incurred legal, placement and other advisor fees of approximately $1,894,000, including $754,000 in costs for warrants issued to placement
agents. The total transaction costs were allocated among the instruments of the private placement investment based on their relative fair values
as follows: approximately $611,000 to subordinated convertible notes as deferred financing costs, approximately $1,020,000 to Series A
Preferred Stock as discount on Series A Preferred Stock and approximately $263,000 to warrants as a charge to additional paid in capital.

Series A Convertible Preferred Stock

In connection with the private placement investment, we issued 2,416,785 shares of Series A Preferred Stock at $3.00 per share. Each share of
the Series A Preferred Stock is convertible into one share of our common stock. The price per share of Series A Preferred Stock and the
conversion price for the common stock was less than the �market value� of the common stock (as defined in the rules of the Nasdaq Stock Market)
on the date of execution of the definitive agreements. The Series A Preferred Stock does not pay a dividend, however the holders are entitled to
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receive dividends on shares of Preferred Stock equal (on an as-if-converted-to-common-stock basis) to and in the same form as dividends (other
than dividends in the form of common stock) actually paid on shares of the common stock. The Series A Preferred Stock have voting rights on a
modified as-if-converted-to-common-stock-basis. The Series A Preferred Stock has a non-participating liquidation right equal to the original
issue price plus accrued unpaid dividends, which are senior to the Company�s common stock. The Series A Preferred Stock can be converted to
common shares at any time by the holders, or at the option of the Company if the arithmetic average of the daily volume weighted average price
of the common stock for the ten day period prior to the measurement date is greater than $8.00 per share, and the average daily trading volume
for the sixty day period immediately prior to the measurement date exceeds 100,000 shares.

The allocation of the proceeds and transaction costs based on relative fair values of the instruments resulted in recognition of a discount on the
Series A Preferred Stock of approximately $4,410,000, including discount from beneficial conversion feature of approximately $2,686,000,
which will be amortized from the date of issuance to the earliest redemption date. For the three and nine months period ended October 31, 2012,
we recognized approximately $139,000 of amortization of the discount on Series A Preferred Stock as deemed dividends charged to additional
paid in capital. The value of the beneficial conversion feature is calculated as the difference between the effective conversion price of the Series
A Preferred Stock and the fair market value of the common stock into which the Series A Preferred Stock are convertible at the commitment
date.

At any time following August 31, 2016, each share of Series A Preferred Stock is redeemable at the option of the holder for an amount equal to
the initial issuance price of $3.00 (adjusted to reflect stock splits, stock dividends or like events) plus any accrued and unpaid dividends thereon.
The Series A Preferred Stock are classified as temporary equity as the securities are redeemable solely at the option of the holder.

Common Stock Warrants

In conjunction with the private placement investment, we issued common stock warrants exercisable for up to 1,200,000 of our common stock at
an exercise price of $3.99 per share. The warrants can be exercised in whole or in part during the period beginning on February 17, 2013 until 5
years from such initial exercise date. The warrants also include a cashless exercise option which allows the holder to receive a number of shares
of common stock based on an agreed upon formula in exchange for the warrant rather than paying cash to exercise.

The proceeds, net of transaction costs, allocated to the warrants of approximately $1,425,000 were classified as equity on August 16, 2012, the
date of issuance. Effective October 31, 2012, upon shareholder approval of antidilution provisions that reset the warrants� exercise price if a
dilutive issuance occurs, the warrants were reclassified as derivative liabilities. The provisions require the exercise price to reset to the lower
price at which the dilutive issuance is consummated, if the dilutive issuance occurs prior to the second anniversary of the warrants� issuance. If a
dilutive issuance occurs after the second anniversary of the warrants� issuance, then the exercise price will be reset in accordance with a weighted
average formula that provides for a partial reset, based on the number of shares raised in the dilutive issuance relative to the number of common
stock equivalents outstanding at the time of the dilutive issuance. The change in fair value of the warrants was accounted for as an adjustment to
stockholders� equity for the period between the date of the contract�s last classification as equity to the date of reclassification to liability. The fair
value of the warrants was approximately $4,139,000 at October 31, 2012.

On October 19, 2012 we also issued 200,000 warrants to our placement agents as a portion of the fees for services rendered in the private
placement investment. The warrants have an initial exercise date of May 1, 2013 and are exercisable for a five year term thereafter at a stated
exercise price of $4.06 per share and could be exercised in whole or in part at any time. The warrants also included a cashless exercise option
which allowed the holder to receive a number of shares of common stock based on an agreed upon formula in exchange for the warrants rather
than paying cash to exercise. The warrants have no reset provisions. The warrants had a grant date fair value of $754,000, and are classified as
equity on the balance sheet.

Convertible Subordinated Notes

Please see Note G - Debt
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Equity Awards

During the nine months ended October 31, 2012, we granted 762,500 options with a weighted average exercise price of $3.08 per share. During
the same period, 258,271 options expired with an average exercise price of $1.87 per share and 43,999 options were exercised under all plans.

During the nine months ended October 31, 2011, we granted 1,104,000 options with a weighted average exercise price of $1.90 per share.
During the same period 127,916 options expired with an average exercise price of $1.88 per share and 32,598 options were exercised under all
plans.

The fair value of each option grant during the nine months ended October 31, 2012 and October 31, 2011 was estimated at the date of the grants
using a Black-Scholes option pricing model with the following weighted average assumptions:

At the October 31, 2012 special meeting of shareholders, 500,000 additional shares were approved for the 2005 Incentive Compensation Plan.

For the nine
months ended,

October 31, 2012

For the nine
months ended,

October 31, 2011
Risk-free interest rate 0.33% 1.26% 
Dividend yield �  �  
Current weighted-average volatility factor of
the expected market price of Common Stock 0.58 0.53
Weighted-average expected life of stock
options 5 years 5 years
Forfeiture rate 0% 0% 

During the nine months ended October 31, 2012, we granted 137,325 restricted shares of common stock with a weighted average fair value of
$2.01. These shares are subject to the 2005 Incentive Compensation Plan as amended, and are granted to certain independent members of the
Board of Directors and employees. The shares have an approximate one-year restriction period.

During the nine months ended October 31, 2011, we granted 110,412 restricted stock shares with a weighted average fair value of $1.68 per
share, and 223,090 restricted stock shares with a weighted average fair value of $1.92 had their restriction period lapse. These shares were
subject to the 2005 Incentive Compensation Plan as amended, and are granted to certain independent members of the Board of Directors and
employees. The shares had an approximate one-year restriction period.

During the nine months ended October 31, 2011, the Company granted 25,000 restricted stock shares as executive inducement grants with a
weighted average fair value of $1.91 per share. The restrictions lapsed immediately upon the grant of the shares, and the Company recognized
$48,000 of compensation expense for the nine months ended October 31, 2011 relating to these inducement grants. These executive inducement
grants were approved by the board pursuant to Nasdaq Marketplace Rule 5635(c)(4). The terms of the grants are nearly as practicable identical
to the terms and conditions of the Company�s 2005 Incentive Compensation Plan.
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NOTE E � EARNINGS PER SHARE

Diluted net earnings (loss) per share of common stock reflects the potential dilution that could occur from restricted shares and if stock options,
stock purchase plan commitments, and warrants were exercised (under the treasury stock method) and the Series A Preferred Stock were
converted (on an as-if-converted basis) into shares of our common stock, under certain circumstances, that then would share in our earnings. A
reconciliation of basic and diluted weighted average shares for basic and diluted EPS, as well as anti-dilutive securities is as follows:

Three Months Ended,
October 31,

2012 October 31, 2011
Numerator for Basic and Diluted Earnings per Share:
Net earnings $ 2,399,637 $ 295,766
Less: deemed dividends on Series A Preferred Stock (139,133) �  

Net earnings attributable to common Shareholders 2,260,504 295,766

Denominator for basic earnings per share weighted average shares 12,393,352 9,943,567
Effect of dilutive securities
Stock options 674,352 15,380
Restricted shares 36,962 �  
Series A Preferred Stock 1,996,475 �  
Warrants 264,097 �  

Denominator for basic earnings per share, with assumed conversions 15,365,238 9,958,947

Basic net earnings per common share $ 0.18 $ 0.03

Diluted net earnings per common share $ 0.15 $ 0.03

Anti-dilutive securities:
Stock options, out-of-the-money 71,500 1,739,551

Warrants, out-of-the-money �  �  

Nine Months Ended,
October 31, 2012 October 31, 2011

Numerator for Basic and Diluted Earnings per Share:
Net earnings $ 2,427,995 $ 8,051
Less: deemed dividends on Series A Preferred Stock (139,133) �  

Net earnings attributable to common Shareholders 2,288,862 8,051

Denominator for basic earnings per share weighted average shares 11,346,428 9,823,937
Effect of dilutive securities
Stock options 357,554 13,813
Restricted stock 42,925 �  
Series A Preferred Stock 670,349 �  
Warrants �  �  

Denominator for basic earnings per share, with assumed conversions 12,417,256 9,837,750

Basic net earnings per common share $ 0.20 $ 0.00
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Diluted net earnings per common share $ 0.18 $ 0.00

Anti-dilutive securities:
Stock options, out-of-the-money 486,000 1,432,967

Warrants, out-of-the-money 1,400,000 �  
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NOTE F � CONTRACTUAL OBLIGATIONS

The following table details the remaining obligations, by fiscal year, as of the end of the quarter (in thousands):

    2012        2013        2014        2015        2016    Thereafter Totals
Operating leases $ 310 874 723 322 162 251 2,642
Senior term loan 313 1,250 3,437 �  �  �  5,000
Subordinated term loan �  �  9,000 �  �  �  9,000
Convertible subordinated notes payable (1) �  �  �  �  �  �  �  

Total $ 623 2,124 13,160 322 162 251 16,642

(1) The convertible subordinated notes payable were converted on November 1, 2012. See Note I for further details.
On April 10, 2012, we entered into an amended lease obligation to lease 8,582 square feet of office space in our current building at 1230
Peachtree NE in Atlanta, GA. The lease commences upon taking possession of the space and ends 72 months thereafter. We took possession of
the space on August 1, 2012. Upon relocation, we completely vacated the previously leased premises within the building. The provisions of the
lease provide for rent abatement for the first four months of the lease term, and a moving allowance of approximately $17,000. Upon taking
possession of the premises, the rent abatement and allowance has been aggregated with the total expected rental expense, and amortized on a
straight line basis over the term of the lease.

As part of the Meta acquisition, we assumed a lease obligation for office space at 330 Seventh Avenue in New York, NY. The balance of the
lease term runs through August of 2014.

NOTE G � DEBT

Term Loan and Line of Credit

Loan Balance at
October 
31, 2012

Accrued interest

at  October 31,
2012

Senior term loan 5,000,000 60,000
Subordinated term loan (1) 9,000,000 211,000
Line of credit �  2,000

(1) Accrued interest includes accruals for success fees of $160,000.
In conjunction with the Meta acquisition, on August 16, 2012, we amended our current term loan and line of credit agreements with Fifth Third
Bank, whereby Fifth Third Bank provided us with a $5,000,000 revolving line of credit, a $5,000,000 senior term loan and a $9,000,000
subordinated term loan, a portion of which was used to refinance the previously outstanding $4,120,000 subordinated term loan. These new term
loans and revolving line of credit mature on August 16, 2014. Additionally, as part of the refinancing in August 2012, we mutually agreed to
settle the success fee included in the previous subordinated term loan for $700,000. We paid a commitment fee in connection with the senior
term loan of $75,000, which is included in deferred financing costs. We will be required to pay a success fee in accordance with the
subordinated term loan, which is recorded in interest expense. The loans are secured by substantially all of our assets. Borrowings under the
senior term loan bear interest at a rate of LIBOR (0.21% at October 31, 2012) plus 5.50%, and borrowings under the subordinated term loan bear
interest at 10% from August 16, 2012 and thereafter. Borrowings under the revolving loan bear interest at a rate equal to LIBOR plus 3.00%. A
commitment fee of 0.40% will be incurred on the unused revolving line of credit balance, and is payable quarterly. There are currently no draws
on the line of credit, with $2,000 in accrued commitment fees. The proceeds of these loans were used to finance the cash portion of the
acquisition purchase price and to cover any additional operating costs as a result of the Meta acquisition.
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The significant covenants as set forth in the term loans and line of credit are as follows: (i) maintain adjusted EBITDA as of the end of any fiscal
quarter greater than $5,000,000, (after consideration of certain acquisition and transaction costs) on a trailing four fiscal quarter basis beginning
October 31, 2012; (ii) maintain a fixed charge coverage ratio for the fiscal quarter ending January 31, 2012 and each
April 30, July 31, October 31, and January 31 of not less than 1.50:1 calculated quarterly for the period from October 31, 2011 to the date of
measurement for the quarters ending January 31, 2012, April 30, 2012 and July 31, 2012 and on a trailing four quarter basis thereafter; (iii) on a
consolidated basis, maintain ratio of funded debt to adjusted EBITDA as of the end of any fiscal quarter less than 3:1, calculated quarterly on a
trailing four fiscal quarter basis beginning October 31, 2012. We were in compliance with all loan covenants at October 31, 2012.

Convertible Notes

On December 7, 2011, as part of the purchase of the assets of Interpoint, we issued a convertible promissory note (the �Convertible Note�) for
$3,000,000. The note accrued interest at a per annum rate of 8% from the date of the note until the earlier of conversion or payment in full of all
outstanding principal and accrued interest. Interest is payable quarterly in arrears on the first day of March, June, September, and December.

On June 15, 2012, Interpoint elected to convert the balance of principal and interest on the note outstanding, net of working capital adjustments
and related accrued interest owed to us, for 1,529,729 shares of common stock at $2.00 per share. Net loss from conversion was approximately
$57,000 for the three and nine months ended October 31, 2012.

In conjunction with the private placement, we issued convertible subordinated notes in the aggregate principal amount of $5,699,577, which
upon shareholder approval, convert into 1,583,220 shares of Series A Preferred Stock. The allocation of the proceeds to the subordinated
convertible notes resulted in a debt discount of approximately $1,934,000, which will be amortized over the period from issue date to maturity
date. For the three and nine months ended October 31, 2012, we recorded approximately $112,000 of debt discount amortization. In addition, the
notes accrue interest at a per annum rate of 12% from issue date until the earlier of conversion or payment in full of all outstanding principal and
accrued interest. Half of the interest accrued is payable monthly, with the remaining in arrears and payable upon conversion of the note. The
carrying amount of the convertible subordinated notes payable was approximately $3,877,000, net of approximately $1,822,000 unamortized
discount, at October 31, 2012. On November 1, 2012, upon shareholder approval, the convertible subordinated notes were converted into shares
of Series A Preferred Stock (see Note I).

Contingent Earn-Out Provision

As part of the asset purchase, Interpoint is entitled to receive additional consideration contingent upon certain financial performance
measurements during a one year earn-out period commencing June 30, 2012 and ending on June 30, 2013. The earn-out consideration is
calculated as twice the recurring revenue for the earn-out period recognized by the acquired Interpoint operations from specific contracts defined
in the asset purchase agreement, plus one times Interpoint revenue derived from our customers, less $3,500,000. The earn-out consideration, if
any, will be paid no later than July 31, 2013 in cash or through the issuance of a note with terms identical to the terms of the Convertible Note,
except with respect to issue date, conversion date and prepayment date. The earn-out note restricts conversion or prepayment at any time prior to
the one year anniversary of the issue date.

Interpoint is entitled to additional earn-out consideration of fifty percent of any license sales of the developed software acquired, to specific
clients as defined in the asset purchase agreement, for any sales prior to December 31, 2012.

At October 31, 2012, we estimate the payment obligation in connection with the earn-out will be $1,320,000, an increase of approximately
$87,000, which was recorded as additional expense in the third quarter of fiscal 2012.

NOTE H � COMMITMENTS AND CONTINGENCIES

We have entered into employment agreements with our officers and certain employees that generally provide annual salary, a minimum bonus,
discretionary bonus, and stock incentive provisions.

NOTE I � SUBSEQUENT EVENTS

We evaluated all events or transactions that occurred after October 31, 2012 through the date we issued these financial statements.

On November 1, 2012, the convertible subordinated notes previously issued by us on August 16, 2012 were converted into shares of our Series
A 0% Convertible Preferred Stock. The convertible subordinated notes had an aggregate principal amount of $5,699,577 and converted into an
aggregate of 1,583,210 shares of Preferred Stock. The issuance of the convertible subordinated notes was previously disclosed in the Current
Report on Form 8-K filed on August 21, 2012. We incurred a loss upon conversion of $5,898,000 on November 1, 2012.
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Item 2. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Forward-Looking Statements

In addition to historical information contained herein, this quarterly report on Form 10-Q contains forward-looking statements relating to plans,
strategies, expectations, intentions, etc. of Streamline Health Solutions, Inc. (�we�, �us�, or �our�) and are made pursuant to the safe harbor provisions
of the Private Securities Litigation Reform Act of 1995. The forward-looking statements contained herein are no guarantee of future
performance and are subject to certain risks and uncertainties that are difficult to predict and actual results could differ materially from those
reflected in the forward-looking statements. These risks and uncertainties include, but are not limited to, the impact of competitive products and
pricing, product demand and market acceptance, new product development, key strategic alliances with vendors that resell our products, our
ability to control costs, availability of products produced from third party vendors, the healthcare regulatory environment, potential changes in
legislation, regulation and government funding affecting the healthcare industry, healthcare information system budgets, availability of
healthcare information systems trained personnel for implementation of new systems, as well as maintenance of legacy systems, fluctuations in
operating results, effects of critical accounting policies and judgments, changes in accounting policies or procedures as may be required by the
Financial Accountings Standards Board or other similar entities, changes in economic, business and market conditions impacting the healthcare
industry generally and the markets in which we operate, and our ability to maintain compliance with the terms of our credit facilities, and other
risk factors that might cause such differences including those discussed herein, including, but not limited to, discussions in the sections entitled
Part I, �Item 1 Financial Statements� and �Item 2 Management�s Discussion and Analysis of Financial Condition and Results of Operations.� In
addition, other written or oral statements that constitute forward-looking statements may be made by us or on our behalf. Readers are cautioned
not to place undue reliance on these forward-looking statements, which reflect management�s analysis only as of the date thereof. We undertake
no obligation to publicly revise these forward-looking statements, to reflect events or circumstances that arise after the date hereof. Readers
should carefully review the risk factors described in this and other documents we file from time to time with the Securities and Exchange
Commission, including the annual report on Form 10-K, quarterly reports on Form 10-Q and any current reports on Form 8-K.

Our discussion and analysis of our financial condition and results of operations are based upon our consolidated financial statements, which have
been prepared in accordance with accounting principles generally accepted in the United States. The preparation of these financial statements
requires us to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues, and expenses, and related disclosure
of contingent liabilities. On an ongoing basis, we evaluate our estimates, including those related to product revenues, bad debts, capitalized
software development costs, income taxes, support contracts, contingencies, and litigation. We base our estimates on historical experience and
on various other assumptions that we believe are reasonable under the circumstances, the results of which form the basis for making judgments
about the carrying values of assets and liabilities, and revenue and expense recognition. Actual results may differ from these estimates under
different assumptions or conditions.

Operating Results

We recognized revenues in the three and nine month periods ending October 31, 2012 of $6,534,000 and $17,029,000, compared to $4,312,000
and $12,598,000 for the comparable prior year periods; an increase of $2,222,000 and $4,431,000 or 52% and 35%, respectively. Revenues are
derived primarily from recurring revenues recognized from software as a service (referred to herein as �SaaS�) and maintenance contracts. We
incurred a quarterly operating loss of $302,000, and a year-to-date operating profit of $346,000, for the periods ended October 31, 2012. In the
prior year comparable periods we earned operating profits of $364,000 and $130,000, respectively. Operating expenses for the three and nine
month periods ending October 31, 2012 were $6,836,000 and $16,682,000, compared to $3,949,000 and $12,468,000 in the comparable prior
year periods; an increase of $2,887,000 and $4,214,000, or 73% and 34%, respectively, over the prior year comparable periods.

Our revenues from proprietary systems sales have varied, and may continue to vary, significantly from quarter-to-quarter because of the volume
and timing of systems sales and delivery. Professional services revenues also fluctuate from quarter-to-quarter because of the timing of the
implementation services, project management, and timing of the recognition of revenues under generally accepted accounting principles.
Conversely, revenues from SaaS, and maintenance services do not fluctuate significantly from quarter-to-quarter, but have been increasing, on
an annual basis, as the number of customers increase or customers expand their solutions. Substantial portions of the operating expenses are
fixed; therefore operating profits are expected to vary depending primarily on the mix of proprietary system revenue versus SaaS revenue.
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Statement of Operations(1)

Three Months Ended October 31, Nine Months Ended October 31,
2012 2011 2012 2011

Systems sales 4% 5% 4% 4% 
Professional services 17 19 19 21
Maintenance and support 48 52 46 52
Software as a service 31 22 31 22

Total revenues 100 100 100 100

Cost of sales 47 50 47 53
Selling, general and administrative 45 35 40 38
Product research and development 13 7 11 8

Total operating expenses 105 92 98 99

Operating profit (loss) (5) 8 2 1
Other income (expense), net (13) (1) (8) (1) 
Income tax benefit 54 �  21 �  

Net earnings 37% 7% 14% (0)% 

Cost of systems sales 247% 251% 269% 332% 

Cost of professional services 78% 63% 61% 71% 

Cost of maintenance and support
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