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incorporation or organization Identification No.)
900 East Main Street, Suite T, Easley, SC 29640
(Address of principal executive offices) (Zip Code)

(864) 855-3900
Registrant s telephone number, including area code
Securities registered pursuant to Section 12(b) of the Act: None

Title of each class Name of each exchange on which registered

Securities registered pursuant to Section 12(g) of the Act:

Common Stock, par value $0.001 per share

(Title of class)
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. ~ Yes x No
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. ~ Yes x No

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. x Yes = 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). x Yes = No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this chapter) is not contained
herein, and will not be contained, to the best of registrant s knowledge, in definitive proxy or information statements incorporated by reference in
Part III of this Form 10-K or any amendment to this Form 10-K. ~

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 the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.

Large accelerated filer ~ Accelerated filer

Non-accelerated filer ™ (Do not check if a smaller reporting company) Smaller reporting company X
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). ~ Yes x No

State the aggregate market value of the voting and non-voting common equity held by non-affiliates computed by reference to the price at which
the common equity was last sold, or the average bid and asked price of such common equity, as of the last business day of the registrant s most
recently completed second fiscal quarter: $2,563,502

(APPLICABLE ONLY TO CORPORATE REGISTRANTS)

Indicate the number of shares outstanding of each of the registrant s classes of common equity, as of the latest practicable date.
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Class Outstanding at March 20, 2012
Common Stock, $0.001 par value per share 6,584,191 shares

DOCUMENTS INCORPORATED BY REFERENCE

The Company s Proxy Statement for the Annual Meeting of Shareholders to be held on May 8, 2012 is incorporated by reference in this Form
10-K in Part III, Items 10 through 14.
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PART I

Item 1. Business
(Amounts in thousands, except where specifically stated)

A. Description of Business

Unless the context requires otherwise, Computer Software Innovations, Inc., CSI, we, our, us and the Company refer to the combined bus
of Computer Software Innovations, Inc., a Delaware corporation, which also operates under the DBA (doing business as) CSI Technology

Outfitters, and its subsidiary, CSI Technology Resources, Inc., a South Carolina corporation.

We develop software applications and provide hardware and software based technology solutions. Our primary software applications are the
solutions upon which the Company was founded more than twenty years ago and is our fund accounting based financial management solutions.
Approximately ten years later, we added hardware-based solutions to our product mix due to our customers need for sufficient infrastructure to
run our proprietary software offerings. Through acquisition activities, we have expanded our focus to include cloud-based communications
solutions. We account for these under three segments: the Financial Management Applications Segment, the Cloud Services Segment and the
Technology Solutions Segment.

Financial Management Applications Segment

Our initial internally developed software product was developed for financial management of public sector entities, primarily local government
and kindergarten through grade 12 ( K-12 ) educational organizations. The largest portion of our revenues is derived from the K-12 education
market space, with local government also being a fast growing portion of this segment. We may pursue other markets but currently they are not a
substantial focus.

Our internally developed software efforts have grown to consist primarily of four product groups. Only one is accounted for in the Financial
Management Applications Segment: fund accounting based financial management software. The other three are accounted for in the Cloud
Services Segment.

Our initial and primary software product, fund accounting based financial management software, was developed for those entities that track
expenditures and investments by fund, or by source and purpose of the funding. Our fund accounting software is used primarily by public sector
and not-for-profit entities. In the initial state of our focus, South Carolina, more than 80%, and in that of an acquired operation, Alabama, more
than 90% of the K-12 school districts run our fund accounting software products. We also have a significant presence in the local government
market space in these two states. In addition we have implementations in school districts or local government entities in six other states in the
southeast: North Carolina, Georgia, Louisiana, Mississippi, Tennessee and Florida. We are looking to expand our financial management

solutions to a national level, which will include accommodating expanded local and state reporting requirements.

Results of operations related to our financial management based solutions are reported through our Financial Management Applications
Segment.

Cloud Services Segment

The three internally-developed, primarily software-driven solutions accounted for in the Cloud Services Segment are:

Standards based lesson planning software;

Identity and access management software; and
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Cloud-based (hosted on computer servers in technology infrastructure environments external to customer sites, with remote customer
program execution and access via the internet) communication and collaboration solutions.
In September 2005, we acquired standards-based lesson planning software ( curriculat$t ). The software is designed to allow teachers to create
lesson plans that are tied to a state s curriculum standards. These lesson plans may be reviewed by administrators and a report generated to
determine the standards that have been met or need to be met. The product is in several K-12 schools, but is not currently a significant revenue
driver.
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In August 2008, we acquired our identity and access management solutions through our acquisition of Version3, Inc. ( Version3 ). Our identity
and access management solutions provide single sign-on, application access management and provisioning based on Microsoft® Identity
Lifecycle Management and Microsoft SharePoint deployments. While Version3 solutions are not solely designed for the education market
segment, many recent projects have been directed to K-12 and higher education. Prior to the acquisition, CSI was a reseller of Version3
solutions. By joining forces with Version3, we have achieved synergies to expand sales efforts, enhance delivery efficiencies, and allow
increased focus on new product development and enhancements to existing solutions. Version3 s solutions do not require the level of integration
with local or state reporting as do our financial management products. As a result, the Version3 installations have already expanded to a national
level and include a few international implementations.

In August 2009, we began development efforts of our CSI@K12 communication and collaboration solution based on Microsoft s Live@edu
hosted or Cloud email solution. CSI@K12 is an instructional communications management solution providing tools to manage the regulatory
compliance and security standards required within a K-12 based email environment. CSI@K12 also provides an integrated portal experience for
school administrators, teachers, students and parents providing email, homework and class task, network file access and a rich set of
collaboration tools. These include class sites and social media tools, delivered in a browser and native Microsoft Outlook access and views.
These solutions were made available beginning in the second quarter of 2010.

In August 2010, we began the enhancement of our CSI@K12 communications and collaboration solutions with the addition of a hosted virtual
Private Branch (or entity level) Exchange (PBX) systems services for Voice calls over Internet Protocol ( VoIP ). This is a solution whereby voice
calls are communicated from internet protocol based phones and other end user devices over the internet to telecommunications infrastructure
equipment at an off premise hosting location where they are linked to the switched (traditional) telecommunications networks ( Hosted VoIP ).
The Internet or World Wide Web is also referred to as the Cloud, generally when in the context of the medium through which off premise hosted
hardware and software are accessed. Hosted (i.e., off customer premise) infrastructure used by customers by connecting to the hosted

infrastructure through the Cloud (such as with our Hosted VolP solution) is also referred to as a Cloud Solution and sometimes also referred to
in the abbreviated form as the Cloud. Cloud solutions, including our Hosted VoIP solution, allow customers to purchase telecommunications
switching and other hardware and/or software based solutions as a service, a rent/lease-type, recurring payments model for use of the equipment
and software, rather than having to commit to the capital investment required for the purchase of on premise hardware or software. Cloud

solutions allow customers to share, at some level, the cost of infrastructure with other customers who also subscribe to the same hosted or Cloud
solutions, while often gaining the advantage of having access to more feature functionality available in a larger shared-solution environment than
they might be able to afford purchasing on their own.

Due to: (i) the level of solutions delivered using the Cloud, including our hosted email, VoIP and lesson planning offerings; (ii) the integration
with our identity life-cycle management products; (iii) resource sharing within these product areas; and (iv) anticipated margins being at a
midpoint between our financial management and technology solutions segment margins, we group these products together in our Cloud Services
Segment. Results of operations related to these primarily Cloud communications-based solutions are reported through our Cloud Services
Segment.

Technology Solutions Segment

We also provide a wide range of technology solutions. Our 21% Century Connected Classroom provides a seamless integration of instruction,
collaboration and network infrastructure with its interactive classroom solutions. These solutions integrate various technologies into a single
learning environment and can include interactive whiteboards, projectors and audio augmentation, as well as IP (internet protocol) telephony,
one-to-one laptop initiatives (one portable computer for each student), wireless technologies and video conferencing for distance learning. Our
solutions also encompass other core IT (information technology) solutions, including network infrastructure, security, network and hardware
monitoring, systems and solutions management, design, engineering, installation, training and ongoing support and maintenance. Results of
operations related to our technology-based solutions are reported through our Technology Solutions Segment.

Due to the focus of our software products on the K-12 Education market space, our revenues from our technology solutions are derived
primarily from the K-12 education market space with local government and higher education markets also contributing. The software products
with a high level of penetration on the K-12 market space, coupled with our 21 Century Connected Classroom has been a significant factor in
maintaining the K-12 education market space as our largest revenue contributor.

Public Organization, Contact and Trading Information

Our operations are those of our predecessor, Computer Software Innovations, Inc., a South Carolina corporation organized in 1990 ( CSI  South
Carolina ). The history of CSI  South Carolina is described in C. History and Restructuring of CSI ~ South Carolina. Our current business
operations are described in B. Overview and elsewhere in this Item 1. Business.
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Our principal executive offices are located at 900 East Main Street, Suite T, Easley, South Carolina 29640. Our telephone number at that
location is (864) 855-3900.
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We maintain an Internet website at www.csioutfitters.com. Certain pertinent information about our business, products and services and recent
developments is posted on our website. The information on our website does not constitute a part of this report.

We are registered under Section 12(g) of the Exchange Act, and are subject to the information requirements of the Exchange Act. We file

annual, quarterly and current reports and other information with the Securities and Exchange Commission (the SEC ). You may read and copy
any document that we file at the SEC s public reference room facility located at 100 F Street, N.E., Washington, D.C. 20549. Please call the SEC
at 1-800-SEC-0330 for further information on the public reference room. The SEC maintains an Internet site at http://www.sec.gov that contains
reports and other information regarding issuers, including us, that file documents with the SEC electronically through the SEC s electronic data
gathering, analysis and retrieval system known as EDGAR.

Our common stock is traded in the over-the-counter market under the symbol CSWI.OB. Trade information is reported on the OTC Bulletin
Board.

B. Overview
We are a company focused primarily on the education and local government market spaces. The majority of our revenues are derived from this
market space and we generally focus on products that may be utilized in, directed toward or targeted to this market space.

We develop software applications and provide hardware-based technology solutions. We monitor our business as three segments: the Financial
Management Applications Segment, the Cloud Services Segment and the Technology Solutions Segment. However, we take advantage of
cross-selling and integration opportunities among the segments as they arise.

Typically, in the general marketplace, sales of software and related services generate significantly higher margins than sales of hardware.
Because revenues in our Financial Management Applications Segment are from sales and support of proprietary software products (also referred
to as software and related services ) and are coupled with a relatively small volume of sales of hardware-based solutions necessary to run the
products, our Financial Management Applications Segment produces higher margins than our Technology Solutions Segment. Conversely,
revenues in our Technology Solutions Segment are primarily from sale of hardware-based solutions, and a relatively smaller amount of revenues
from integration services (also referred to as hardware sales and related services ). Accordingly, our Technology Solutions Segment produces
lower margins than our Financial Management Applications Segment. Our Cloud Services Segment is a relatively new venture into Cloud
technologies. We anticipate that the margins in the Cloud Services Segment, as it matures, will be somewhere between those of our other two
segments, since Cloud Services incorporates both software and hardware based solutions sold as a service. The hardware is used to host the
solutions in the Cloud (or in a central location accessed by customers through the internet). In the interim, the margins are not indicative of a
mature business line, but are lower, which is reflective of those typically experienced in startup operations.

By strategically combining our fund accounting software with our ability to integrate computer and other hardware and Cloud based solutions,
we have been successful in providing a variety of technological solutions to over 700 clients located in South Carolina, North Carolina, Georgia,
Alabama, Louisiana, Mississippi, Tennessee, and Florida. As a result of our acquisition of Version3, we also have a handful of clients in other
states and internationally (Canada and the United Kingdom). We are pursuing a national presence with a primary initial focus on the
southeastern region of the United States. The addition of the Cloud Segment (via the Version3 acquisition) has resulted in our expansion into an
additional twenty-one states for some level of presence in a total of 29 of the 50 states in the United States.

Financial Management Applications Segment

Our Financial Management Applications Segment includes our proprietary fund accounting-based software solutions. These solutions are
supported by a staff of software developers, implementers, trainers, sales personnel and applications support specialists focused primarily on the
development, sale, deployment and support of these in-house software products.

Our Financial Management Applications Segment develops financial management software. This software provides accounting, administrative
and other management functionality for organizations that employ fund accounting. These organizations include our primary target market:
municipalities, county governments and school districts. Our software provides a wide range of functionality to handle public sector and
not-for-profit accounting and financial and informational reporting requirements. The software is written in modules which can be sold
separately or as a fully-integrated package so that information keyed in one module will be updated electronically into other modules to
minimize data entry and improve productivity.

More detailed information concerning the modules noted above and additional specialty modules is presented in F. Product and Services.
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We currently have three competitive fund accounting products which the Company continues to develop and support. We also develop new
modules as add on products and take existing modules from one product and integrate them with another to reduce development costs and
increase revenue opportunities. It is our plan to eventually move to one product platform, taking advantage of the best functionality of all the
software products. Accordingly, these products will follow an upgrade path to the latest releases as they are developed.

Cloud Services Segment

Our Cloud Services Segment includes our primarily Cloud-based software solutions and services. These solutions are supported by a staff of
software developers, implementers, trainers, sales personnel and applications support specialists focused primarily on the development, sale,
deployment and support of these in-house software products. Our proprietary communications related products consist primarily of
standards-based lesson planning software, identity and access management software and Cloud-based communication and collaboration
solutions.

Standards-Based I.esson Planning Software

Curriculator, our Standards-Based Lesson Planning Software, is designed to allow teachers to create lesson plans that tie to a state s curriculum
standards. The software also allows curriculum directors to create curriculum maps or guides as to what lesson content is expected to be taught
and when. Lesson plans may then be reviewed by school administrators and reports generated to determine if standards have been met or
instructors are meeting guide expectations. The product provides a relatively new, more structured approach to lesson planning by teachers and
the ability for administrators to review, monitor and support instruction. The product is currently not a significant revenue generator. While we
believe there is a need for the software, the adoption rate is slow as teachers and administrators must adapt to a greater use of technology within
the lesson planning process, which has traditionally been a significantly manual process with little automation. Lesson plan development must
be moved from pen and paper to computer input. As a result, our focus on this product is limited and we are unsure if or when curriculator will
become a significant revenue generator. Additional information concerning the Standards-Based Lesson Planning Software is presented in F.
Product and Services.

Identity and Access Management Software

We provide identity and access management products and Microsoft SharePoint development. Our identity lifecycle and access management
products provide single sign-ons, application access management and provisioning based on Microsoft s Identity Lifecycle Management and
Microsoft SharePoint deployments. While Version3 solutions are not solely designed for the education market segment, many recent projects
have been directed to K-12 and higher education. Version3 s solutions do not require the level of integration with local or state reporting as do
our financial management products. As a result, the Version3 installations have already expanded to a national level and include a few
international implementations.

Cloud-Based Communications and Collaboration Solutions
Hosted Email

Our CSI@K12, Cloud-based communication and collaboration solution, based on Microsoft s Live@edu hosted email solution, is an
instructional communications management solution providing tools to manage the regulatory compliance and security standards required within
a K-12 based email environment. CSI@K12 also provides an integrated portal experience for school administrators, teachers, students and
parents providing email, homework and class task, network file access and a rich set of collaboration tools including class sites, and social media
tools, delivered in a browser and native Microsoft Outlook access and views. We began delivering this solution in the second quarter of 2010. In
2010 we delivered about a half dozen email solutions and in 2011 that number exceeded more than a dozen, more than doubling our client base
for this new product within two years and taking our presence into several new states.

Hosted VoIP

Through CSI@XK12, CSI also provides hosted virtual Private Branch (or entity level) Exchange ( PBX ) systems services for Voice calls over
Internet Protocol ( VoIP ). This is a solution whereby voice calls are communicated from internet protocol based phones and other end user
devices over the internet to telecommunications infrastructure equipment at an off premise hosting location where they are linked to the switched
(traditional) telecommunications networks ( Hosted VoIP ). Cloud solutions, including our Hosted VoIP solution, allow customers to purchase
telecommunications switching and other hardware and/or software based solutions as a service rather than having to commit to the capital
investment required for the purchase of on premise hardware or software. Cloud solutions allow customers to share, at some level, the cost of
infrastructure with other customers who also subscribe to the same hosted or Cloud solutions. Our Cloud based solutions do require some
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generally are driven by greater software investments in our own or integrated third-party products and placed in service in CSI or CSI contracted
hosting sites. By contrast, our Technology
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Solutions Segment reporting includes primarily hardware-based solutions which are purchased by customers and placed on premise or hosted at
customer or third-party owned or contracted sites, and not integrated with our own hosted solutions. We believe margins on solutions provided
through the Cloud Services Segment, once mature, will generally be higher than (may approach up to twice) those provided by solutions offered
through the Technology Solutions Segment. We believe Cloud Services margins will approach but will be less than those in our Financial
Management Applications Segment.

These solutions are just now beginning to be sold and were not a significant revenue generator in 2010. However, as hosted solutions, email and
VolIP offerings are eligible for the first priority ( priority one ) level of funding under E-Rate, a government program providing funding for
telecommunications, internet access and internal connections for schools that have a high free and reduced lunch rate count. We believe
eligibility for priority one funding coupled with the need for the functionality the product delivers will create revenue growth opportunities in
future years. Under the typical E-Rate cycle, customers submit requests for funding in the spring and receive funding, when approved, in the fall.
Accordingly, as these products have just recently been introduced into the E-Rate cycle, it was the fall of 2011 before we saw significant
revenues, with the addition of our first three customers running our Hosted VoIP solutions. It will likely be the fall of 2012 before significant
momentum is gained for these offerings.

Technology Solutions Segment

Our Technology Solutions Segment has a staff of certified systems engineers capable of providing a broad range of technology solutions to our

clients. Certified systems engineers are computer professionals who have passed a test indicating specialized knowledge in the design, planning
and implementation of specific computer based technology. In addition to our engineers, our Technology Solutions Segment includes a staff of
sales persons, project managers and product specialists.

These solutions can include, among other capabilities, planning, installation and management of computer, internet telephony, wireless, video
conference, security monitoring and distance and classroom learning projects. Through this segment we also provide subsequent support and
maintenance of equipment and systems.

In addition, we provide network integration solutions as a value added reseller (selling equipment purchased from vendors to which we have
added our engineering services) of computer hardware and engineering services. We purchase and resell products from a variety of
manufacturers such as Dell, Hewlett-Packard Company ( HP ), Cisco, Microsoft, Novell, Promethean, Tandberg and others.

We have combined many of these products and services into an integrated offering, our 21%* Century Connected Classroom. This has been a
significant factor in substantially increasing our revenues in the Technology Solutions Segment over the last several years. More detailed
information concerning the technologies provided by our Technology Solutions Segment is presented in F. Product and Services.

Segment Information

Our business efforts are focused on the three key operating segments: Financial Management Applications, Cloud Services and Technology
Solutions. Prior to the year ended 2010, we reported our operations in two segments: the Software Applications Segment and the Technology
Solutions Segment. In the process of its budgeting cycle for 2011, management elected to give more weight to the separation of the Cloud
Services offerings due to, among other things, the recent introduction of additional offerings in this group and the amount of investment being
made to support them. As a result of this change in focus, we elected, as of December 21, 2010, to report our year-end numbers with the
additional breakout of our former Software Applications Segment into the separate Financial Applications and Cloud Services Segments,
increasing the number of segments reported from two to three. For more information on our business segments, see Note 14 to our audited
consolidated financial statements for the year ended December 31, 2011.

The chart below shows revenues, gross profit (loss) and gross margin by business segment for the years ended December 31, 2011 and 2010.

Year Ended Year Ended
December 31, 2011 December 31, 2010
Revenues
Financial Management Applications Segment $ 13,689 $ 13,652
Cloud Services Segment 1,176 954
Technology Solutions Segment 40,187 38,067
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Revenues $ 55,052 $ 52,673
Gross Profit (Loss)

Financial Management Applications Segment $ 5,355 $ 5,929
Cloud Services Segment (1,269) (622)
Technology Solutions Segment 6,622 5,428
Gross Profit $ 10,708 $ 10,735

Gross Margin

Financial Management Applications Segment 39.1% 43.4%

Cloud Services Segment -107.9% -65.2%

Technology Solutions Segment 16.5% 14.3%

Gross Margin 19.5% 20.4%
6
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The decrease in overall margin is mostly due to the reduced gross profit in our Cloud Services Segment from increased investment in new
solutions being developed and offered through this Segment. Additional information concerning segment financial information is set forth under
Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations.

C. History and Restructuring of CSI  South Carolina
Our current business operations are those of CSI ~ South Carolina. CSI ~ South Carolina was incorporated under the name of Compu-Software,
Inc. as a South Carolina corporation on January 12, 1990 and subsequently changed its name to Computer Software Innovations, Inc.

On February 10, 2005, CSI ~ South Carolina and VerticalBuyer, Inc. ( VerticalBuyer ), its then 77% owned subsidiary and an inactive shell
company (or one which had previously discontinued all prior operations), entered into an Agreement and Plan of Merger. The agreement

provided that CSI ~ South Carolina would merge into VerticalBuyer, with VerticalBuyer being the surviving corporate legal entity. As a result,

CSI  South Carolina became a publicly held company reporting to the SEC. Also on February 10, 2005, CSI ~ South Carolina and Barron Partners
LP ( Barron ) entered into definitive agreements for a preferred stock investment in the Company following its merger with CSI ~ South Carolina.
The merger and transactions with Barron were consummated February 11, 2005.

In the merger, CSI-South Carolina merged into VerticalBuyer, with VerticalBuyer continuing as the surviving corporation for legal entity
purposes. Subsequently, VerticalBuyer changed its name to Computer Software Innovations, Inc. When an operating company merges into a
public shell company (referred to as a Reverse Merger ), the accounting for the transaction is such that the shell company s prior years historical
results are reported as if they were those of the operating company to the Reverse Merger. Accordingly, the most important brand to carry
forward is that of the operating entity. In the merger transaction, the former stockholders of CSI ~ South Carolina received, in exchange for their
shares of CST ~ South Carolina common stock, two sets of notes totaling $3,625 and $1,875, respectively, and 2,527 shares of common stock.
Such consideration was in addition to a premerger dividend by CSI ~ South Carolina to the five shareholders. The set of notes totaling $3,625 was
repaid to the former CSI ~ South Carolina shareholders immediately following the merger from the proceeds of the preferred stock and the $1,875
subordinated note issued to Barron. Subordinated notes payable to the former shareholders of CSI ~ South Carolina totaling $1,875 remained
outstanding following the merger. Amounts outstanding under both the Barron and former shareholders of CSI notes totaled $763 as of

December 31, 2011. The shares of common stock of VerticalBuyer previously held by CSI-South Carolina, representing approximately 77% of
VericalBuyer s issued outstanding capital stock, were canceled in the merger. The remaining stockholders of VerticalBuyer retained their
existing shares, subject to a 40 to 1 reverse stock split.

Pursuant to a Preferred Stock Purchase Agreement with Barron, immediately following the consummation of the merger we issued to Barron
7,218 shares of our newly created Series A Convertible Preferred Stock in exchange for the payment of $5,042. Barron also loaned the merged
company an additional $1,875, in the form of a subordinated note on the same terms as the subordinated notes payable to the former CSI ~ South
Carolina shareholders. As of December 31, 2011, there was $382 outstanding under the Barron portion of the subordinated notes. Barron was
also issued two warrants to purchase in the aggregate 7,218 shares of common stock. The preferred stock is initially convertible into common
stock on a one-for-one basis. The original exercise prices of the warrants were $1.3972 and $2.0958 per share. On December 29, 2006, the
Company entered into an agreement with Barron to divide, amend and restate the warrants. In particular, a portion of such warrants were
reduced in price. Over the life of the warrants, Barron exercised the warrants to the extent of 1,054 common shares. The remaining warrants
expired on February 10, 2010.

The conversion of the preferred stock is, and the exercise of the warrants was, subject to restrictions on ownership that limit Barron s beneficial
ownership of our common stock. Barron is generally prohibited from converting preferred stock to common stock and was prohibited from
exercising warrants in an amount that would cause it to beneficially own greater than 4.9% of our common stock at the time of exercise. This
prohibition was in place as Barron did not wish or intend to be deemed an affiliate or control person under federal securities laws. Pursuant to
the terms of the Certificate of Designation governing the preferred stock, and the terms of the warrants, the ownership cap may not be amended

or waived without the approval of the common stockholders of the Company, excluding for such vote all shares held by the holders of preferred
stock and warrants (including Barron) and any directors, officers or other affiliates of the Company.
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In conjunction with the Preferred Stock Purchase Agreement, the Company also entered into a Registration Rights Agreement with Barron,
whereby we agreed to register the shares of the common stock underlying the preferred stock and warrants to be sold to Barron. The registration
rights agreement generally required us to keep a registration statement effective for the resale of Barron s securities for thirty-six months or until
such time as the securities were sold or became unrestricted. Our obligation to maintain an effective registration statement expired with the
expiration of the warrants.

D. Subsidiaries

Our consolidated financial statements continue to include CSI Technology Resources, Inc. as a wholly-owned subsidiary. However, this
subsidiary no longer has any significant operations or separate accounting. Its former operations are now accounted for within CSI, except that
CSI Technology Resources, Inc. is still named in certain contracts. At a future date, but no later than 90 days from the execution of CSI s most
recent credit agreement with its bank, under such agreement, these contracts will be transferred to the parent and the subsidiary deactivated,
subject to a review of any tax and legal consequences. As the Company files a consolidated tax return and has been accounting for all activities
through CSI, there should be no financial or tax implications related to the formal procedures which will be undertaken to deactivate the
subsidiary.

We have no other subsidiaries.

E. Our Niche in the Governmental and Educational Technology Market

There are approximately three thousand one-hundred counties (according to the U.S. Dept. of Census), thirty-six thousand cities and towns
(according to the National League of Cities) and more than fourteen thousand school districts (according to the National Center for Education
Statistics) in the United States. Each of these organizations is a potential candidate for an integrated financial management system as well as for
various technology services and products. Since many local governments and an increasing number of school districts are moving toward
outsourcing of many information technology services, even more opportunities are available for our services. In 2011, the sale of software,
hardware and services to education and local government entities represented approximately 84% and 12% of our total revenues, respectively.
Sales to non-educational, non-governmental organizations accounted for approximately 4% of our total sales.

Our customer base is discussed in more detail under K. Customers below.

F. Products and Services
Financial Management Applications Segment

Financial Management Software

We provide the CSI Fund Accounting Software (SmartFusion) to a variety of clients in an integrated financial management system. We generate
revenue from SmartFusion as outlined below. Each of the products and services creating these sources of revenue is described in the remainder
of this section.

Sales of software licenses to new clients;

Sales of new/additional modules to existing clients;

Installation of software;
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Data conversion from legacy systems;

End user training;

Guaranteed service agreements; and

Sales of third party products to enhance functionality of SmartFusion.

Our most recent proprietary fund accounting system, SmartFusion, is written in Microsoft s .Net (pronounced dot-net ) and SQL (pronounced

sequel and standing for Structured Query Language) database technologies. This version provides improved performance, scalability, more
flexible data access, and native data tagging (XML or Extensible Mark-up Language allowing for numbers and certain data to be tagged with
names designating what they represent, such as tagging the value for net income in the current year with a tag name such as Net Income, Current
Year so data systems can pull that data out of web forms) web support. SQL and .Net have become the industry standards for software
development, and XML has become an industry standard for data tagging and retrieval. We have completed the conversion of our core
accounting and human resource modules to the SmartFusion platform and are now installing this solution for most new installations as well as
upgrading our existing customers using our prior CSI Accounting +Plus solution to this latest version. We completed substantially all of the
specialized municipal applications, such as Utility Billing and Business License, in 2011, at which point SmartFusion is being installed in new
accounts.

Table of Contents 17



Edgar Filing: Computer Software Innovations, Inc. - Form 10-K

Table of Conten

In addition to software sales, we offer ongoing customer support for the accounting software. This support is provided under a guaranteed
service agreement, providing the client with phone support, online user assistance and routine updates to the software.

A software service option called Service+Plus is also available. This plan provides the normal coverage of a guaranteed service agreement but
also includes version protection: clients will get new major releases of the software without additional fees. Service+Plus also provides clients
free attendance to webinars (seminars which may be attended remotely by use of the internet), free user conference attendance, one free Crystal
Reports® training class each year, disaster recovery (off-site data storage) and discounts on additional software modules, training and
engineering services.

The SmartFusion software suite is designed as a modular solution. The modules are sold separately to enable customers to pick and choose only
those modules that are needed to provide desired functionality. Major modules in the software suite are shown in the following table:

Accounting Modules Specialty Modules
Accounts Payable Audit Reporting
Accounts Receivable Claims Reimbursement
Budget Preparation Food Service Reporting
Check Reconciliation Inventory

Cost Allocation Pupil Activity Accounting
Fixed Assets Warehouse Requisitions
Fund Ledger Employee Self Service
Payroll eGovernment (Online Bill Pay)
Purchasing Document Services
System Manager

Payroll / Human Resources Support Modules Municipal Modules

Absent Employee Tracking Business License
Applicant Tracking Cash Collections
Available Substitutes Construction Permits
Insurance and Benefits Utility Billing

Personnel Tax Collections

Position Control
Our development team writes and maintains the SmartFusion modules. The support of these modules includes routine enhancements,
governmentally required changes (e.g., Form W-2 format changes) and problem fixes. We provide updates to the CSI system through our
website.

In 2007, CSI acquired the fund accounting software of McAleer Computer Associates, Inc. ( McAleer or CSI-Mobile ), targeted at the K-12
education market space. In 2008, CSI acquired the fund accounting software of ICS Systems, Inc. ( ICS or CSI-Greensboro ), targeted at the local
government market space. Neither of these products are available in Microsoft .Net and SQL versions. Both products include modules similar to

those included in SmartFusion (as discussed above). These acquired products continue to be marketed, sold and supported in areas surrounding

their installed client base. The goal is to merge the functionality of these acquired products into a single SmartFusion product offering over time.

Our financial management applications segment accounted for 25% of our revenues in 2011 and 26% of revenues in 2010.
Cloud Services Segment
Standards Based L.esson Planner

Our Standards Based Lesson Planning software, curriculator, is designed to allow teachers to create lesson plans that are tied to a state s
curriculum standards. The system also supports curriculum maps to allow a district to assure key learning objectives are met consistently within
the lessons planned. These lesson plans may then be reviewed by school administrators and a report generated to determine the standards that
have been met or need to be met. This is particularly important as school systems develop higher accountability standards. In addition, the
federal legislation of the No Child Left Behind Act has focused greater attention on schools adequate yearly progress ( AYP ), and meeting
curriculum standards is an important component of these measurements. Standards based lesson planning software allows a school to document
its compliance with the curriculum standards as a component of its compliance with the No Child Left Behind Act legislation.
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We continue to add functionality to the product based on feedback from current user groups. As with all our proprietary software solutions, costs
related to identifying such functionality and their technological feasibility are expensed while costs related to programming of known
technologically feasible improvements are capitalized.

We believe sales of this product, while not yet material, may provide significant additional revenue in the future as we offer this additional
product to our existing school-based customers. However, we can give no assurance that this software product will in fact prove successful. The
product is not yet cash flow positive. However, the costs related to this product are not material.

Identity and Access Management

Our Identity and Access Management software enhances the services provided under Microsoft s identity lifecycle management framework with
Microsoft s Active Directory as a core. These solutions include the following:

. . . ™ . . . . . . . .
Version3 Simple Sign-On"  is an identity management solution which gives users seamless and secure access to run their Microsoft
Windows® applications without compromising security by having to remember or separately track their user ID s and passwords.

Version3 Enhanced Authentication™ enables users to move seamlessly and transparently between applications and domains through
the transport and verification of authenticated user identities between different environments. This provides the foundation of a
secure portal strategy. This is a product with a short sales cycle allowing introduction to Version3 within an account. The product
can be installed in under a day.

Version3 ILM Connect™ (Provisioning) automates the tasks associated with the establishment of user accounts including
establishing user rights and logins to various applications, and home folder moves. It is able to create users and establish rights and
logins based upon additions and changes in student information systems and human resource solutions.

Cloud-Based Communications and Collaboration Solutions

Our Cloud-Based Communications and Collaboration Solutions include the following:

Version3 Education Portal provides a working platform where teachers, students and parents can comfortably collaborate around the
learning experience, incorporating tools for managing digital content, personal communications and personal resource/time
management. The Education Portal incorporates our Simple Sign-On and Enhanced Authentication technologies.

CSI@K12 is a K-12 communication and collaboration platform in partnership with Microsoft. Instructional Communications
Management ( ICM ) is a complementary technology for describing and integrating all the different modes of communication that
participate in educational dialogues. Not just email from the teacher, ICM involves all facets of communication between educators,
learners and other supporting players (parents, tutors, community, etc.). CSI@K12 is the enterprise class solution that imbeds
Microsoft s award-winning Live@Edu (hosted email), satisfies K-12 compliance and security requirements, and is E-Rate fundable.
CSI@K12 provides an integrated portal experience for users, providing email, homework and class tasks, network file access, and a
rich set of collaboration tools including class sites and social media tools, delivered in a browser and native Outlook access and
views. CSI@K12 provides the core tools necessary for the efficient management of rules and policies necessary to meet regulatory
requirements for the implementation and use in a K-12 environment.

CSI@K12 also includes Hosted VoIP technologies whereby a customer may access telecommunications switching services across
the internet from a VoIP based phone without the need for on-premise switching equipment. This allows cost savings by sharing
equipment and infrastructure to provide such services in the Cloud. CSI plans to enhance these services with additional feature
functionality including tighter integration with its other communications related service offerings, particularly the delivery of voice
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messages and other content from the Hosted VoIP solutions to the Hosted Email solutions and other seamless functionality delivered
as an integrated Cloud-based solution.
Certain of this segment s products are established nationally, with a few international installations. The products are easily scalable to an
expanded geographic region beyond the eight-state footprint of our Financial Management applications and our core geographic presence with
our technology solutions and provide a broader launching point for these and other CSI solutions. We anticipate this will strengthen our efforts
to increase our presence on a national scale. Through the end of 2011, the addition of our Cloud solutions had bolstered a product presence, in
some form or fashion, to a total of 29 of the 50 states.

Technology Solutions Segment

Our Technology Solutions Segment provides solutions to more than two hundred educational and local governmental organizations primarily in
South Carolina, North Carolina, Georgia and Alabama. This segment provides professional network integration services as well as network
computing solutions to our customers. We strive to deliver high-quality hardware, software and related professional services to help our
customers plan, acquire, implement, manage and upgrade their organizations information systems.

10
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These technologies include, but are not limited to:

education technologies (distance learning and classroom learning tools, including interactive white board solutions, classroom
audio augmentation and video for distance learning);

IP Telephony and IP Surveillance (sending voice calls and surveillance across the internet using internet protocol ( IP ), a
standard method for capturing information in packets);

wide area networking (linking a group of two or more computer systems over a large geographic area, usually by telephone
lines or the internet);

wireless networking (linking a group of two or more computer systems by radio waves);

system and network integration (combining different computer programs, processes and hardware such that they
operate and communicate seamlessly as a tightly-knit system);

technology planning (developing plans to purchase or upgrade computers, telephone equipment, cabling and software);

project management (overseeing installation of computers, telephone equipment, interactive white board equipment, cabling
and software);

hardware/software sales and installation;

support and maintenance (using Novell, Microsoft, and Cisco certified engineers and other personnel to fix problems); and

system monitoring (proactively monitoring computers and software to detect problems).
We have established associations with some of the largest vendors in the industry, and with others whom we believe offer innovative products.
We believe that strong industry relationships will further enhance our competitive position. We have developed and maintain the following
major vendor relationships:

Our focus on the K-12 sector has led to our developing relationships with vendors who specialize in technologies for the
classroom. Promethean Collaborative Classroom Solutions offer what we consider to be the industry-leading solution for
transforming the classroom into an interactive learning environment. Using Promethean s ActivBoards, students are able to
use a stylus on a special electronic white board to interact with computer projected images. The computer reacts to the stylus
activity and projects the results. Although there are other competitive products in the marketplace, by having a focused sales
arrangement in three states (except for certain distributor and a limited number of other reseller relationships) to market an
industry-leading solution in North Carolina, South Carolina and southern Alabama, we believe we are better able to maintain
gross margins than would otherwise be possible. In addition to selling the ActivBoards, we offer installation services, end
user training and market complementary products (e.g., projectors, PC Tablets, audio amplification systems) to be used with
the boards for the collaborative classroom. Our classroom solutions continue to be a primary, substantial revenue generator,
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although reducing in volume as we have substantially increased our penetration into our limited authorized sales footprint of
only a few states, leaving an ever diminishing number of opportunities for new sales. However, there is some potential for
increases from technology refresh opportunities driven by technology improvements.

These solutions generated approximately 26% of sales in 2011 and 30% in 2010.

Significant focuses in the Technology Solutions Segment include IP (internet protocol) telephony, wireless, system security
and routing/switching. We have a strategic relationship with Cisco Systems, Inc. ( Cisco ), a worldwide leader in networking
for the Internet and technology innovation, whereby Cisco provides the hardware necessary to implement these systems. We
purchase the majority of our Cisco equipment through Ingram Micro. Ingram Micro is a multi-national distributor of
technology hardware. Although we are an indirect reseller of Cisco products, we periodically work closely with Cisco
representatives, particularly on large sales. This relationship occasionally produces customer leads and referrals. We also
encourage our employees to pursue Cisco technical certifications as such certifications, as well as the achievement of certain
sales volumes of Cisco products, can make us eligible for incentives periodically offered by Cisco. We also participate in
state contract pricing frameworks that Cisco has established with public entities. Purchases from Ingram Micro are made on
an individual purchase order basis. We have no formal agreements with Ingram Micro. We also provide infrastructure
solutions which incorporate other vendors technologies. Our infrastructure solutions revenues accounted for 29% of sales in
2011 and 22% in 2010, an increasing trend we anticipate may continue and which has outstripped and mitigated the decline in
collaborative classroom solutions sales.

11
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Initiatives in the K-12 market space include one-to-one computing whereby each student is provided a laptop. We deploy

laptops, desktops, and notebook computers, personal devices and file servers in a variety of client network environments. We

have strategic relationships with Dell and HP, which produce technology solutions that span information technology

infrastructure, personal computing and access devices, global services and imaging and printing for enterprises. We provide

professional services to deploy these devices. We provide certain support and authorized repair and maintenance for which

we are separately compensated. To provide these services, some of our personnel have received training and certifications.
Our relationship with Promethean is established through a reseller agreement, under which we are able to sell interactive whiteboard products on
an focused basis (except for certain distributor and a limited number of other reseller relationships ) in South Carolina, North Carolina and
southern Alabama.

Our relationships with Cisco, Dell, HP and Tandberg are established through standard reseller agreements. These agreements make us eligible to
resell products on a generally non-exclusive basis, many in specifically authorized geographic regions, and make us eligible, from time to time,
for periodic promotions, special offers and manufacturing standard volume discounts and rebates, when offered. Occasionally we may request
special pricing for large volume deals, particularly in competitive situations, which may be approved on a case by case basis. Due to our sales
and marketing success on behalf of vendors, we have been asked from time to time to represent products in new geographic regions and to new
customer verticals. As we expand we may exploit these opportunities as they come available and as we have the financial justification to create
the physical presence to do so.

In addition to the above relationships, we also have developed relationships with FrontRow, Microsoft, Novell, Symantec, and other
hardware-based solution providers, which are on similar terms with those of Cisco, HP, Dell and Tandberg, and some of whose products we may
purchase either from the manufacturers or through our distributor relationship with Ingram Micro (discussed above). We also have one
additional distributor, Synnex, which is also a distributor of technology solutions. Our purchases from Synnex, like those from Ingram Micro,
have, at times, equaled more than 10% of our annual purchase volume. We have no formal agreement with Synnex to purchase technology and,
like Ingram Micro, purchase products on a purchase order by purchase order basis. The products purchased from Synnex are also readily
available through other distributors.

G. Strategy Market Penetration and Geographic Expansion Through Organic Growth and Acquisitions
General

Our strategy is to grow our business through a combination of organic growth of our software applications and technology solutions, as well as
expansion through acquisitions, both within our existing geographic reach and through geographic expansion. We have pursued a national
presence with a primary, initial focus on the southeastern region of the United States for our financial applications and technology solutions,
while our Cloud services has resulted in a quick shift to a targeted effort toward expansion in all states with its product group.

Organic Growth

Our organic growth strategy is to increase our market penetration and client retention through the upgrade of, and expanded sales efforts with,
our existing products and development of new and enhanced software and technology solutions. A high level of client retention is sustained by
our providing responsive, ongoing software and technical support, monitoring and maintenance services for both the solutions we sell and other
client technology needs.

Our client retention and new customer acquisition is also enhanced by our capability to provide both software and hardware-based solutions and
support, which we market as a competitive advantage. By providing a client the ability to call one solution provider and circumvent the
difficulties that often arise when dealing with multiple vendors, we believe we are able to achieve higher long-term client satisfaction and a
competitive advantage in the marketplace.

Repeat business from our existing customer base has been key to our success and we expect it will continue to play a vital role in our growth.
Over the past ten years we have retained more than 90% of our software customers. Our focus is on nurturing long-standing relationships with
existing customers while establishing relationships with new customers.

Acquisitions

Our competitive markets are occupied by a number of competitors, many substantially larger than we, and with significantly greater geographic
reach. We believe that to remain competitive, we need to take advantage of acquisition opportunities that arise which may
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help us achieve greater geographic presence and economies of scale both within our existing footprint and expanded territories. We may also
utilize acquisitions, whenever appropriate, to expand our technological capabilities and product offerings. One significant reason for our entering
into the merger and recapitalization transaction in February 2005 was to allow us to access public capital markets as a source of funding to
permit us to grow through acquisitions.

We believe our markets contain a number of attractive acquisition candidates. We foresee expanding through acquisitions of one or more of the
following types of software and technology organizations:

Developers and resellers of complementary software, such as time and attendance, workflow management, tax appraisals and
assessment, education, court and law enforcement related products.

Software companies with operations in the public educational and governmental market segments.

Consulting firms providing high level professional services. We believe this type of acquisition would enhance our offering of
technology planning and project management.
Our business strategy provides that we will examine the potential acquisition of companies and businesses within our industry. In determining a
suitable acquisition candidate, we will carefully analyze a target s potential to add to and complement our product mix, expand our existing
revenue base, improve our margins, expand our geographic coverage, strengthen our management team and, above all, improve stockholder
returns. More specifically, we have identified the criteria listed below, by which we evaluate potential acquisition targets in an effort to gain the
synergies necessary for successful growth of the Company:

Access to new customers and new geographic markets

Protection of current customer base from competition

Removal or reduction of market entry barriers for our entry into new markets

Opportunity to gain operating leverage and increased profit margins

Diversification of sales by customer and/or product

Improved vendor pricing from increased volume and/or existing vendor relationships

Improvements in product/service offerings

Protection of and ability to expand mature product lines

Ability to attract public capital and increased investor interest
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We are unable to predict the nature, size or timing of any acquisition. We can give no assurance that we will reach agreement or procure the
financial resources necessary to fund any acquisition, or that we will be able to successfully integrate or improve returns as a result of any such
acquisition.

We continue to seek out and hold preliminary discussions with various acquisition candidates. However, we have not entered into any
agreements or understandings for any acquisitions that management deems material.

Financial Management Applications Segment Strategy
Financial Management Software

Our strategy for our Financial Management Software is to continue to achieve market penetration with new customers in our existing and
expanding footprint and increased sales of new modules and enhanced functionality to our existing customer base. To remain competitive, we
must periodically upgrade our software to the platform most commonly requested by the market, such as the Microsoft .Net and SQL
framework. We must also continue our focus on enhancing applications through the addition of new functionality. These upgrades and
enhancements include changes to meet different reporting requirements for other geographic regions such as new states, to help support our
strategy of not only increasing our market penetration within our current geographic region but also presenting a competitive product in new
territories. Geographic expansion and increased market presence is also achieved through our acquisition strategy which has included the
purchase of financial management software and is described in more detail above.

Cloud Services Segment Strategy
Standards-Based Lesson Planning Software

Addressing No Child Left Behind Act requirements and meeting state curriculum standards are issues for educators in every state. We use sales
calls, our web presence, attendance at educational trade shows and direct mail campaigns to introduce and sell our lesson planning software with
initial efforts focused on the southeastern states. This product provides a relatively new, more structured approach to lesson planning, including
the ability to manage the consistency of lesson plans in relation to curriculum use objectives and state standards for improved learning. Typically
lesson plans have not been maintained in a computer-based system where they can more easily be reviewed, commented on and otherwise
managed. However, the adoption rate and sales cycle has been slow as
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teachers and superintendents must adapt to a greater use of technology and a more structured approach within the lesson planning process.
Accordingly, the product is in several K-12 schools, including some specifically focused on improving their test scores, but is not currently a
significant revenue driver. We have limited our commitment to resources for marketing and selling this product line until we see the adoption
rate and close cycle improve with the increased use of computers in the classroom instructional environment.

Version3  Identity and Access Management and Cloud-Based Communications and Collaboration Solutions

In August 2008, we acquired Version3 and its intellectual property. These solutions are centered around Identity Lifecycle Management (ILM)
and Cloud-based communications and collaboration solutions. These solutions include those based on Microsoft s Live@edu hosted exchange
and SharePoint environments, and more recently our Hosted VoIP offerings. As with our Financial Management Applications Segment, our
strategy is to continue the enhancement of our existing products and introduce new products surrounding identity management and
communications and collaboration technologies.

Financial Management Applications and Cloud Services Segment

While the solutions, discussed in more detail under -F. Products and Services above, could be directed toward various verticals, we are focusing
our efforts on the K-12 and higher education market. CSI s existing customer base includes school districts throughout the Southeast and our
existing sales teams are now marketing the Version3 solutions to these clients. We have also used telesales efforts. As opportunities are
uncovered, we are able to provide webinars to overview the solutions and then provide in-depth demonstrations. The ability to sell the solutions
without having to have feet on the street in various geographies allows us to sell throughout the United States as well as having a few
installations internationally. In addition to our own sales efforts, we also resell the product on a limited basis through distribution to and through
other business partners, such as Dell, and directly with the assistance of commission-based referring partners. Product availability is also
communicated on a limited basis by Microsoft, since the Version3 products support the adoption of Microsoft software. Additionally, Version3
has released shareware tools to enhance the ease of administration of the related Microsoft products to promote additional collaboration and
innovation and exposure to the Version3 product brands.

Geographic Expansion

We are able to deliver software applications and hosted services, demonstrations and training over the internet and deliver support by internet or
phone. Accordingly, for our Cloud Services Segment, which already has a wider penetration than our Financial Management Applications
Segment, we plan to expand our geographic reach to a national level more quickly than for our Technology Solutions Segment. Software
marketing efforts may include attendance at national trade shows and national telemarketing, direct mail and web advertising. We will continue
to consider acquisitions of businesses and products with penetration in other territories as a method of geographic expansion.

Technology Solutions Segment Strategy
Expansion of Offerings

We are continually seeking new hardware offerings to present to our clients. Our spending on research and development is generally not
significant, although increasing. As old technologies expire and new technologies emerge, we work to stay a short distance behind the new
product curve, adopting primarily those solutions that are proven in the marketplace. As a reseller with internal technical personnel and more
than one thousand primarily public sector clients, we are periodically approached by vendors and manufacturers to expand into new territories or
represent new or additional products to our existing customer base and, on occasion to other customer verticals. We also pursue the opportunities
within our existing verticals. (Historically we have had no significant revenues generated by verticals outside of the education and local
government verticals). For example, new product opportunities we evaluate could include additional products in the following market spaces in
which we are already engaging: storage solutions, database technologies such as standardized data-tagging (XML or Extensible Mark-up
Language) applications for improved data retrieval, internet based audio and video distribution (equipment used to broadcast audio and video
communications), metropolitan wireless (city-wide wireless public internet access and city-wide wireless network access by city employees) and
additional service capabilities.

As with our other hardware-based solutions, we plan to enter into reseller arrangements with equipment and solutions providers or
manufacturers who already have experience and can provide installation, support, equipment warranties and technical training to our personnel
to offer additional solutions to our existing client base and new customers. Except for internally developed software or acquired products, we
enter new areas as a reseller as opportunities arise and customer needs present themselves. This approach allows us to mitigate the risk of a
product not having sufficient demand or profitability. By doing this, we forego the investment in inventory a manufacturer or large distributor
would have to commit to a new product. We are already proposing solutions involving some of these areas, including metropolitan wireless
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networking for small towns and housing communities, although they do not yet represent a significant portion of our business. We typically do
not commit significant resources to them unless we achieve reasonable profitability on the initial opportunities. Periodically, certain products
introduced at a new client site, in response to a client s specific needs or requests and to maintain or improve the client relationship, never
become a significant portion of our business. Other products become significant contributors to profitability and we add them as a standard
offering to our client base.
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Managed Services and Guaranteed Service Agreements

In addition to guaranteed service agreements on our software products, we offer guaranteed service agreements on many of our hardware
offerings. Guaranteed service agreements allow us to increase our recurring revenue.

Geographic Expansion

Generally, our technology offerings require hands-on implementation and support. In order to expand into new geographic territories, we must
find qualified personnel in an area to service our business. The need for hands-on implementation and support may also require investment in
additional physical offices and other overhead. We believe our approach is conservative. Our strategy is to limit the number of new target areas
until they become cash flow positive before expanding into additional ones. Accordingly, we intend to expand the geographic reach of our
technology offerings from our primary client locations of South Carolina, North Carolina and Georgia to surrounding states methodically over
time. The January 2007 acquisition of McAleer reflects this strategy of geographic expansion. Through McAleer, we gained a presence in five
states not previously served by CSI: Alabama, Mississippi, Louisiana, Tennessee and Florida in our Financial Management Applications
Segment, and capitalized on that acquisition to expand our technology solutions reach into Alabama, the state where McAleer had the most
significant presence. In addition, the August 2008 acquisition of Version3 added some additional installations in other states, Canada and the
United Kingdom, further expanding our geographic reach on a more limited basis. With an even easier ability to expand through the products
provided with this acquisition, we have capitalized with the talent brought on through the Version3 acquisition to develop additional products
focused toward an expanded geographic reach. This has resulted in some level of CSI product or services presence in 29 of the 50 states in the
United States market.

We may accelerate expansion if we find complementary businesses in other regions that we are able to acquire. Until such time as we are able to
find appropriate acquisitions, our geographic reach for the Technology Solutions Segment is likely to be limited to the southeast for the next
several years. Our marketing efforts to expand into new territories has included and will likely include additional telemarketing, attendance at
trade shows, and direct mail in addition to personal contact.

H. Acquisitions

As a part of our strategy for increased market penetration and geographic expansion we look to acquire businesses that support this strategy

(discussed in more detail above under G. Strategy Market Penetration and Geographic Expansion through Organic Growth and Acquisitions ).
Our acquisitions which have moved us beyond our original and continuing headquarters location of Easley, SC ( CSI-Easley ) and their benefits

in relation to our strategy are described below.

McAleer Computer Associates, Inc.

In 2007, we purchased McAleer Computer Associates for a purchase price of approximately $4.0 million. We are operating the acquired
business as a division of the Company under the name CSI McAleer Technology Outfitters, and retain the business location in Mobile, Alabama.
We sometimes refer to McAleer as CSI-Mobile.

McAleer was primarily a provider of financial management software to the education K-12 market. The addition allowed us to increase our
market penetration in the financial management software arena and expand our geographic reach for this product group from our three initial
states of South Carolina, North Carolina and Georgia to the five additional states of Alabama, Mississippi, Louisiana, Tennessee and Florida.
The acquisition constituted a significant move in implementing our stated strategy of geographic expansion, with an ultimate goal of achieving a
national presence.

We are utilizing McAleer staff to continue to service its existing clients and to provide additional development resources for expanded
functionality of our software products.

We have also been able to capitalize on the Mobile location to market expanded technology and service offerings to the broader geographic area
and have secured clients for CSI-Easley in the local government (city and county) markets within the added geographic footprint. In contrast to
CSI, McAleer has not historically focused on the local government market or provided as broad a range of technology solutions.

ICS Systems, Inc.
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In 2008, we consummated the acquisition, effective April 1, 2008, of substantially all the assets and business operations of ICS. ICS, located in
Colfax, North Carolina (near Greensboro) was a developer, provider and consultant with respect to fund accounting and
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billing software for the local government market space in that state. We sometimes refer to former ICS operations as CSI-Greensboro. The ICS
transaction increased our market penetration in the local government market. It also provided an additional office base from which to sell
technology solutions, and increased CSI s name recognition to more customers.

Version3, Inc.

In 2008, we consummated the acquisition of Version3. Version3, located in Columbia, South Carolina, was a developer, provider and consultant
with respect to solutions that facilitate single sign-on, application access management and provisioning based on Microsoft s Identity Lifecycle
Management, and Microsoft SharePoint deployments. CSI was a reseller of Version3 solutions due to the application of the products to its
education market segment. The Version3 acquisition increases our intellectual property ownership and recurring revenues. By joining forces
with Version3, we have achieved synergies to expand sales efforts, enhance delivery efficiencies, and allow increased focus on new product
development, such as with our Cloud-based communications and collaboration solutions. These solutions are based on Microsoft s Live@edu
hosted exchange and SharePoint environments and enhancements to existing solutions, including our identity and access management software,
as well as the expansion into the Hosted VoIP market for our education and local government customer vertical. Our Version3 solutions do not
require the level of integration with local or state reporting as do our financial management products. As a result, the Version3 installations have
already expanded to a national level with installations in 21 states outside our core eight-state market for our financial management applications
and technology solutions. Version3 fits well within our strategy to expand CSI to a national level. Version3 solutions also include a few
international implementations.

I.  Sales, Marketing and Distribution

‘We market our products and services through direct sales throughout North Carolina, South Carolina, Georgia, Alabama, Mississippi, Louisiana,
Tennessee and Florida. We have been expanding our direct sales team to cover the larger southeastern United States region. We also call on
areas outside this region as opportunities present themselves particularly with the Cloud Services segment.

We have approximately fifty persons focused on sales and marketing, including a Senior Vice-President of Strategic Relationships, Senior
Vice-Presidents of the Financial Management Applications software and Cloud Services divisions, and a Senior Vice-President of Business
Development, and fourteen employees on our inside sales and marketing staff. In line with our expansion plans described above under G.
Strategy Market Penetration and Geographic Expansion Through Organic Growth and Acquisitions, we plan to expand both of these teams
further as we expand our geographic presence. Other employees are involved in selling on a daily basis. Engineers and trainers have excellent
opportunities to sell additional products and services to clients while delivering services.

Our marketing efforts include participation in various trade shows (for municipalities, counties and education), road shows to showcase various
products and services, and mailings to target specific products and services.

Our inside sales and marketing staff provides leads to the outside staff and also produces proposals to be delivered to prospects and clients. The
inside sales staff makes outbound calls to pre-qualify leads for the outside sales staff. This has proven successful and we make these calls
through the use of internal and external personnel.

Our outside sales personnel call on existing and prospective clients. Owing to our wide range of product and service offerings and rapidly
changing technology, there are sales opportunities within the existing client base. Recurring sales account for a significant part of our overall
revenue. Our sales teams are segmented by geography and also product segments (technology and software). Depending on the product or
service being offered, we may call upon an information technology director, city manager, director of finance, director of operations, utility
manager or curriculum coordinator.

J.  Key Suppliers

Our relationship with Promethean is established through a reseller agreement, under which we are able to sell interactive whiteboard products on
a focused basis in three states, South Carolina, North Carolina and Alabama. The reseller agreement provides us with the ability to sell
Promethean products into these markets, as well as additional opportunities to sell our related project management and technical services. Sales
of Promethean products and related connected classroom technologies and services represented approximately 26% of sales revenues in 2011
and 30% in 2010.
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Relationships with our other vendor partners are generally established through standard reseller agreements, which allow us to resell their
products generally on a non-exclusive basis, primarily focused on clients technology infrastructure. Other than Promethean, Cisco is the other
manufacturer whose products we sell in substantial volumes. Our infrastructure related business represented approximately 29% of our sales
revenues in 2011 and 22% in 2010. Such products are generally purchased through the major distributors to the technology solutions market
space, such as Ingram Micro. Solutions providing similar functionality are generally available from more than one source as there are several
distributors who work with manufacturers to deliver their products to the technology reseller markets. Other than Promethean and Cisco,
typically solutions from no single manufacturer account for more than 20% of our revenues in any given year. For more information on our
suppliers, see F. Products and Services.
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K. Customers

Our customers are predominantly educational institutions (K-12 and higher education), municipalities, non-profit organizations and other local
governments. We sold services and products to more than one thousand customers during 2011. Our top ten customers accounted for 29% of the
2011 gross revenues. Thirty-one customers constituted approximately 50% of the 2011 gross revenues, and two customers each constituted 5%
of gross revenues. Due to the nature of the large technology projects we install, it is not unusual for a relatively small number of customers to
account for the majority of sales. It is not unusual for customers to have ongoing projects extending across several years.

2011 Revenues by Market Type 2011 Revenues by State

Sector % State %

Public Education 84%  Alabama 10%

Public  Government 12%  Georgia 11%

Other 4%  North Carolina 26%
South Carolina 51%
Other 2%

L. Competition

The market for the services that we provide is highly competitive, includes a large number of competitors, and is subject to rapid change. Our
primary competitors include participants from a variety of market segments, including publicly and privately held firms, systems and consulting
and implementation firms, application software firms and service groups of computer equipment companies. Competition is generally based on
quality of products and customer support, timeliness, cost of services, relevant targeted expertise and return on investment.

In the fund accounting software market, there are a handful of national companies and many regional companies that have carved a niche in their
region much as CSI has done in the southeast. On a national level these include divisions of Tyler Technologies, particularly MUNIS and
INCODE, divisions of Sungard Data Systems, Sungard Bi-Tech and Sungard Pentamation, and the Harris Computer Systems division of
Constellation Software, Inc.

The hardware and technology services market tends to have more regional rather than national competitors. In some cases hardware vendors,
such as Hewlett Packard, offer engineering services that are in direct competition with our engineering services. On a national level, Pomeroy IT
Solutions is the primary competitor in the IT products and services market.

We have been recognized by VAR Business Magazine as one of the top 500 network integration companies in the United States (the VAR
Business 500) every year since 2004 through 2011. Additionally, in 2005, we were one of three finalists for the Educational Solution Provider of
the Year award also presented by VAR Business Magazine. In 2008 we were named the CRN Magazine Fast Growth Education Specialist. In
2009, we were named on the Everything Channel Fast Growth 100 List and beginning in 2009 to Software Magazine s Annual Software 500.

There is a disadvantage to this recognition in that we are now highly visible as potential competition for those with whom we compete for
business. Virtually all of the companies listed on the VAR Business 500 and Government VAR 100 are competitors or potential competitors of
ours. The VAR Business 500 and Government VAR 100 lists include IBM Global Services, EDS, Lockheed Martin IT, Accenture and Computer
Sciences, to name a few. Most of the companies are significantly larger than we are with more resources, and some may enter our market space.
While we believe we will be able to continue to compete effectively in the future, there is no guarantee we will be able to do so or achieve any
future recognition.

As CSI begins to market our products and services nationally, we will continue to compete with the same national companies. We will also face
additional regional competitors in the new markets we enter.

A primary strategic advantage of CSI is our combining the sale of our fund accounting software with network integration and hardware sales and
services. We believe that providing one-stop shopping with a single point of contact is a material benefit to our clients and that this has been a
key factor in our successful penetration of the educational and governmental software and technology markets in South Carolina, North
Carolina, Georgia and Alabama. With the trend in outsourcing, particularly to Cloud-hosted solutions we also believe our investment in the
Cloud will pay-off through increased customer loyalty and retention and acquisition of new clients focused on this model. Although competitors
exist in these markets, we believe very few organizations offer the blend of services and products that is available through CSI. We are
expanding into surrounding states with the goal of leveraging this strategic advantage in new areas.
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Our historical growth has been due, in large part, to the high level of repeat business from our existing client base. This is evidenced by a greater
than 90% client retention rate by our Financial Management Applications Segment and significant recurring sales opportunities to this client
base through our Technology Solutions Segment. We believe clients continue to utilize our products and services due to our focus on customer
service, attention to detail and regular follow-up. We strive to have technical and customer service staff members available to address swiftly the
needs, questions or concerns of clients. Specifically, our software customer service includes user conferences, a support desk access and a
website which offers documentation and downloadable upgrades.

Ability to Carry Out a Broad Range of Projects of Varying Scope

We strive to be agile and adaptable in fulfilling the technology needs of our clients, traits which are instilled in our corporate culture. We have
managed multi-million dollar, multi-year projects for our clients, as well as requests for projects of a much smaller scale. We believe that our
clients appreciate our range and flexibility in meeting their technology requirements.

Long-term Relationships with Clients

A large percentage of revenue continues to flow from our existing client base. The preservation of these client relationships is a high priority of
our management team. We believe the longevity of these relationships evidences a high degree of customer satisfaction.

Seamless Implementation of Software and Hardware

Because of our dual capabilities with respect to providing both software and integration services, we believe that we are able to coordinate the
implementation of software and hardware, minimizing disruption to our client s day-to-day operations.

Diversification of Products and Service

Our products and services can address the needs of many departments within an educational facility, city or county. We offer a wide variety of
services and products, including financial and lesson planning software, workflow management solutions, network integration products and
services, specialized classroom technologies, IP telephony and IP surveillance, distance learning technology, wireless solutions, identity
life-cycle management and most recently adding email and VoIP cloud-hosted offerings.

M. Intellectual Property

We develop new software as part of our business activities. The software products we develop are generally works made for hire, prepared by
our employees within the scope of their employment and with copyright ownership vesting in the Company pursuant to the Copyright Act of
1976. We routinely license software to our customers through unwritten, implied nonexclusive licenses, the terms of which are commensurate
with our copyright protection in the software. Licenses for our products are ordinarily on a site license or user-based license basis. Generally,
implied licenses are created by law when an express, written agreement does not exist between the parties. An implied license provides certain
rights to the licensee, and typically such rights would be those the copyright owner would have given to the licensee as customarily given in the
industry for similar types of software products. Other than password protection of the software for preventing unauthorized access to the
software and/or the Company receiving actual knowledge of a violation of its licenses, we have no formal methods in place for monitoring
compliance with our licenses. Our software is generally entitled to receive copyright protection automatically, by operation of law, upon its
creation. Copyright protection provides protection against unauthorized copies and derivative versions of the software being made. Copyright
protection may also provide protection against the unauthorized distribution, public performance and display of the software. We typically do
not assign our copyrights in our software to our customers. We have not, however, pursued registration of copyrights for our software under the
Copyright Act nor have we pursued obtaining patents on the software we develop.

The length of such implied licenses of our software is generally coextensive with the length of the applicable copyright term provided for by
federal law. Currently, the term for copyright protection is the life of the author of the software, plus seventy years. For software works that are
made for hire (as defined by the Copyright Act), the length of the copyright term is ninety-five years from the first publication.

Enforcement of the implied licenses on our software would be primarily on copyright infringement grounds and/or on common law principles
pertaining to implied licenses. Violations of copyrights on our software could include, among other things, unauthorized distribution of our
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software, and unauthorized derivative works being made of our software (such as by reverse engineering), each of the foregoing being rights
uniquely held by the copyright owner.
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N. Software Development

In 2011, we spent and capitalized $1,950 on software development. In 2010, we spent and capitalized $1,779. Outside of a small portion of our
Cloud solutions as a result of our Version3 acquisition, our software development efforts focus primarily on the implementation of known
technological capabilities applied to common business processes to enhance our existing products. Our software development efforts have
included spending on technological innovation for which the feasibility has been unknown since 2009, as a result of the Version3 acquisition.
Software development amounts not related to research and development have been capitalized and accounted for as deferred software
development costs and are amortized over the estimated economic life of the related products (generally three to four years).

0. Government Regulations
Procurement Regulations

We are subject to certain laws, regulations, policies and procedures governing the procurement by local governmental units of goods and
services generally. These vary by jurisdiction, and there is a wide variance in the policies and procedures with which we must comply among

our clients. For example, some governmental units require that we strictly comply with a request for proposal, some of our projects are subject to
bid, and in others, the official handling procurement has considerable discretion. We have integrated compliance with these governmental
procurement requirements into our sales process. As a result, the sales cycle associated with our products tends to be complex and lengthy.
Factors contributing to the length and complexity of the sales cycle are the potential need to provide written responses to requests for proposals,
detailed product functionality reviews and demonstrations, customizing software to meet a particular customer s needs and the integration of our
products and services with third party products.

Also, the governmental entities that comprise our customer base generally have the ability to terminate a contract for convenience, typically on a
year-to-year basis. This right could adversely impact us, particularly in the case of technology solution projects we may be performing or
ongoing service agreements that we may have in place. Although the potential for termination of a governmental customer for convenience
exists, we have no significant history of contracts being terminated in this manner.

Impact of Regulations on Maintenance of our Software

With respect to our software products, compliance with existing and future and government regulations is a potential cost to CSI. Upon certain
changes in law, we are required to review the construction and content of our software to determine what impact, if any, the changes will have
on the underlying rules tables in, and the operation of, our software. For example, our fund accounting systems have to be modified as the
federal and state governments change reporting requirements. Modifications for Form W-2, Form 1099, various health and retirement reporting
and payroll tax table updates are a few examples of the changes that may need to be made. Changes in regulations impacting services and
security must also be considered in the development and management processes for products and infrastructure operations and access related to
both of our on-premise solutions and those hosted in the Cloud.

If a regulatory change does impact our software, modification will need to be made at a cost and burden to CSI, which modifications can
encompass both the software solutions and tools used to monitor and manage our operational activities. In an extreme case, our software may be
required to be rewritten entirely. The costs related to these activities may potentially be passed on to customers in the form of product updates
and product service agreements, but in certain circumstances the costs may be absorbed by us entirely. For example, if we have a support
agreement with a customer for a software product serviced, but no longer sold, by CSI, then our cost for updating the software may not be fully
recoverable from the customer, but instead may be limited by the terms of the support agreement.

Federal E-Rate Program

Because we participate in the federal E-Rate Program, we are subject to the rules and regulations of that program. These rules and regulations

are continually reviewed and modified and we must stay current with these changes. The risk factor entitled A significant portion of our revenue
stems from sales to schools receiving funding through the E-Rate Program. A loss of such funding could have a material adverse impact on our
revenues and financial condition, contains additional information about the E-Rate program. Approximately 13% and 6% of our 2011 and 2010
revenues, respectively, were generated from the E-Rate program. The Company and its customers compete for federal funds with many other
entities and projects. As a result, the revenue we receive from the federal E-Rate Program can be volatile.
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P. Employees
As of December 31, 2011, we had two hundred forty-nine employees. Our relationship with our employees is good. Many employees have
worked at CSI for more than five years, some more than ten years. Full-time staff are assigned to the following areas:

Technical/Support Services/Training 87
Software Product Development 40
Engineering Services/Project Management 50
Sales/Sales Support 51
Administration/Finance/Internal Information Technology 21

249

Item 1A. Risk Factors.
(Amounts in thousands, except where specifically stated)

Risk Factors Relating to Our Company

The current recession has adversely impacted our primary client base education and local government customers by reducing their
revenues from various taxes. This could negatively impact the ability of such potential clients to purchase the Company s products.
Although increased appropriations for education under the 2009 Recovery Act could offset or even increase the ability of education and
local government customers to purchase the Company s products, much uncertainty surrounds how the funds are being distributed and into
what areas they are being used, and how much funding may remain available. Accordingly, we cannot predict what impact, if any, the
Recovery Act has had or will continue to have on our financial results.

As 2008 progressed, the United States slid into what has been described by economic and financial analysts as a recession. Reductions in
business and consumer spending impact our primary client base education and local government customers by reducing their revenues from
sales tax. Reductions in property values also impact our clients through reductions in property taxes. Such reductions have the potential to
decrease the amount of funds available for the software and technology solutions CSI provides. As a result of the impact of the recession on our
customers, in the past year we have seen an increase in the amount of projects postponed or changed as a result of customer budget cuts, which
has resulted in an extension of our sales closing cycles. We do not know how long this current recession will last, and thus cannot predict with
certainty how long this trend in increasing sales closing cycles will last.

In an attempt to jumpstart the economy, President Obama signed into law The American Recovery and Reinvestment Act of 2009 ( Recovery
Act ) on February 17, 2009. The Recovery Act included spending for relief for state government and education budget shortfalls, and funding of
specific initiatives including expanding educational opportunities. We expected the initiatives and incentives contained in the Recovery Act
which relate to the education and local government market space would have a direct, positive impact on our financial results. However, it
appears the Recovery Act has more likely defrayed the negative impact of budget shortfalls in our customer markets and has assisted us in
maintaining better results on our revenue line than we might have experienced otherwise, rather than driving significant new business. Due to
the uncertainties as to when the funds will be distributed; where, and how much might be available; what eligible projects we might be able to
propose and win; and whether suppliers are capable of meeting the potential increase in demand, we cannot predict what impact, if any, the
Recovery Act will have on our financial results.

Our success depends on our ability to respond quickly to changing technology. We believe that we must develop new software programs and
services utilizing modern technology in order to maintain our competitive position and profitability.

The market for our products and services is characterized by rapid technological change, evolving industry standards in computer hardware and
software technology, changes in customer requirements and frequent new product introductions and enhancements. The introduction of products
embodying new technologies and the emergence of new industry standards can cause customers to delay their purchasing decisions and render
existing products obsolete and unmarketable. The life cycles of our software products are difficult to estimate. As a result, our future success
will depend, in part, upon our ability to continue to enhance existing products and to develop and introduce in a timely manner new products
with technological developments that satisfy customer requirements and achieve market acceptance. We may not be able to successfully identify
new product opportunities and develop and bring new products to market in a timely and cost-effective manner. In addition, products,
capabilities or technologies developed by others could render our products or technologies obsolete or noncompetitive or shorten product life
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cycles. If we are unable to develop on a timely and cost-effective basis new software products or enhancements to existing products, or if new
products or enhancements do not achieve market acceptance, we may not be able to compete effectively or maintain or grow our revenues.

Software development is inherently complex, particularly development for multi-platform environments. In addition, our customers demand
broad functionality and performance. As a result, major new product enhancements and new products can require long development and testing
periods before they are released commercially. We have on occasion experienced delays in the scheduled introduction of new and enhanced
products, and future delays could increase costs and delay revenues.
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We have made significant investments in software development and our growth plans are premised in part on generating substantial revenue
from new product introductions and future enhancements to existing products. New product introductions and enhancements involve significant
risks. For example, delays in new product introductions and enhancements, or less-than-anticipated market acceptance, are possible and would
have an adverse effect on our revenue and earnings. We cannot be certain that our new products or enhancements will meet customer
performance needs or expectations when shipped or that they will be free of significant software defects or bugs. If they do not meet customer
needs or expectations, for whatever reason, upgrading or enhancing these products could be costly and time consuming.

In addition, the selling price of software products tends to decline significantly over the life of the product. If we are unable to offset any
reductions in the selling prices of our products by introducing new products at higher prices or by reducing our costs, our revenue, gross margin
and operating results would be adversely affected.

Advances in technology can require retraining and additional certifications for existing personnel or hiring of more qualified personnel. The
most significant portion of our investment in software development is related to labor. If our personnel are unable to keep up with changing
technologies or we are unable to attract, hire, and retain personnel having the qualifications needed to engineer, manage and implement
technological advances, our competitive position may erode. Erosion of our competitive position could have an adverse effect on our revenues
and profitability.

The constant rate of new developments in technology can significantly impact demand. The introduction of new technology by us, our
competition or suppliers could defer customer purchases, and large swings in demand for new technology could impact the ability of our
suppliers to deliver the technology products we sell, or for us to install the software solutions we develop. The deferral of customer purchase
decisions, or the inability of our suppliers or us to meet demand on a timely basis due to the introduction of new technology, could negatively
impact our profitability. Conversely, our ability to access new technology timely or develop innovative solutions could improve revenues and
profitability.

Manufactured hardware products are the most significant volume of revenues reported in our business. They also contribute significantly to our
profitability reported through our Technology Solutions Segment. We are constantly pursuing new technology to add to our portfolio of
offerings.

When improved technology is announced but not yet available, customers may defer their purchases until such new technology is available.
Such deferral could delay revenues and negatively impact our profitability.

Also, when improved technology is introduced suppliers are frequently unable to supply or deliver and install products in quantities sufficient to
meet initial demand. This can also result in a rationing of deliveries.

If our suppliers deliver products to our competition in lieu of, or at a reduced rate of delivery to us, or if we are unable to deliver our products
timely, our customers could pursue purchasing from other sources. This could negatively impact our revenue and profitability.

Even in the event that our customers could not find the product elsewhere, a delay in delivery could result in a deferral of our revenues to future
periods and lost profitability in the near term. We may be unable to recover such lost profits.

The introduction of new technology by a competitor or by us could also cause a change in customer purchase habits, or defer or eliminate
customer purchases of currently available products developed by us or then available from our suppliers.

Management has not seen any impact from these factors resulting in a substantial downturn in buying patterns, but cannot guarantee that a
downturn due to such factors will not occur in the future. Management believes delay in supply or postponement by customers of delivery has,
from time to time, deferred as much as 10% to 15% of reported annual revenues between quarters. However, it is impossible for us to quantify
the total impact on historically reported results due to these factors, and we cannot predict their future potential impact, if any.

We derive a material portion of our revenue from the sale of software-based or software-enhanced solutions, both on-premise and Cloud
hosted. We believe that the use by our customers of our software also gives us a competitive advantage in our providing system integration
services, including the sale of hardware, to these customers. To maintain this competitive advantage and assure the continued use and
acceptance of our software-based solutions to sustain and increase our recurring revenues from such products, we continually invest in
maintenance and enhancements of our existing products and the integration and development of new solutions. If our efforts are not
successful, continuous investment in our software-based solutions could have a direct and indirect adverse impact on our revenues and
financial performance.
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We derive a material amount of our revenue from the sale of our fund accounting software and related services, and we anticipate the continued
enhancement in this and new software-based solutions, particularly our Cloud solutions, will improve revenues and provide
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a return on our investment for the foreseeable future. For the 2011 and 2010 fiscal years, we capitalized $1.2 million and $1.1 million of labor
invested in our fund accounting software and $0.7 million and $0.6 million invested in our Cloud solutions. We generally grant non-exclusive
licenses to our products on a perpetual basis and deliver new versions and enhancements to customers who purchase annual maintenance and
support. We also provide our software under rental arrangements, including ASP (Application Service Provider or CSI hosted) type models. As
a result, our future license, services and maintenance revenue are substantially dependent on sales to new customers. If we do not make
appropriate investments in our software-based solutions, both our new product sales revenues and our recurring revenues for support and
maintenance could decline, and we could fail to provide a reasonable return on these investments. In addition, if demand for our financial
management software declines or the demand we anticipate in our newly-developed Cloud solutions does not increase related revenues, we
believe the value recorded for these products would not be realized and it would be necessary to write off a portion or all remaining unamortized
investment we capitalized.

We also plan to acquire and have acquired new products and solutions in business acquisitions. Our plans for competitive products purchased
have included integration of feature functionality with our existing products in order to effectively support customers brought on with the
acquired products. Such integration requires investment in product development. We have to date spent limited time on integration, and plan to
increase these efforts over time. We anticipate such investment will provide synergies such as reducing the cost of maintaining multiple
products. However, as with our existing products discussed above, the loss of the related investment including the accounting for costs
capitalized if our efforts are not successful, could also have a direct and indirect adverse impact on our revenues and financial performance.

Our primary investments in our Cloud Services Segment represent new product introductions for the Company, and are subject to many of
the risks of a startup enterprise. This segment has not yet shown a profit. Should we continue to invest in Cloud Services without reaching
critical mass and achieving an adequate return, we could have a material adverse impact on our profitability and financial condition.

Our Cloud Services Segment includes our products and services related to: (i) our identity and access management software, (ii) our
Cloud-based communication and collaboration solutions, including CSI@K12 and (iii) our standards-based lesson planning software. Although
these offerings are focused primarily on the K-12 education market space in which our Financial Management Applications Segment and
Technology Solutions Segment play, our Cloud-based communications and collaboration solutions, primarily hosted VoIP and Email offerings,
represent offerings that we have previously provided as on-premise solutions with larger or all portions of the offerings consisting of third party
components rather than including our own, significantly integrated intellectual property. Offering these services hosted in the Cloud is a new
venture for the Company. Although we have expertise and experience in many elements of the offerings provided by Cloud Services, including
software and hardware and related value added services, we have a very short history of experience in some elements, such as
telecommunications outside internal connections. We now have an established customer base running the products successfully, but continue to
develop and invest in additional feature functionality as we look to differentiate the product to achieve the customer gains for critical mass. We
invested capital totaling $0.7 million and $0.6 million to establish our Cloud Services platform during 2011 and 2010, respectively. Although we
believe Cloud Service operations will be successful and the return on our investment could be significant, we can give you no assurances that
this will indeed be the case. For 2011 and 2010, the segment reported revenues of $1.2 million and $954 and operating losses of $(2.5) million
and $(2.0) million, respectively. The increase in loss was a result of adding the VoIP component prior to achieving break-even for our previously
introduced Email component of our Cloud-based communication and collaboration solutions.

Risks associated with the Cloud Services Segment include: competition from larger, better funded and more experienced competitors; an
inability to procure and retain personnel with the requisite expertise, particularly with respect to elements with which the Company is not
traditionally familiar; lack of market acceptance of our Cloud-based offerings; failure of the unit to attain a critical mass of customers and sales
sufficient to support overhead and achieve profitability, should we not organize sufficient sales force growth and marketing efforts to achieve
critical mass; increasing costs to comply with telecommunications and other laws and regulations relating to Cloud Services which are new to
us; and the operational and other risks associated with a startup operation. Although we believe the Cloud Services Segment shows the potential
to achieve significant returns, our failure to execute on our strategy and make these initiatives successful could have a material adverse effect on
our operating results and financial condition.

Our failure to compete successfully could cause our revenue or market share to decline.

Our market is fragmented, competitive and rapidly evolving, and there are limited barriers to entry for some aspects of this market. Our
Financial Management Applications Segment has three primary sources of competition:

software developers offering integrated specialized products designed to address specific needs of governmental
organizations;
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software developers offering general products not designed to address specific needs of governmental organizations.
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Our Technology Solutions Segment is subject to competition by both regional and national technology solutions providers, including those listed
by VAR Business Magazine as the top 500 network integration companies in the United States (the VAR 500 ).

Our Cloud Communications Segment is subject to competition from a number of larger software providers who market identity life cycle
management and hosted email solutions. Competitors also include telecommunications providers who market and sell hosted VoIP solutions, in
addition to solutions resold by other members of the VAR 500.

Of the companies with which we compete, many have greater financial, technical and marketing resources and generate greater revenue and
have better name recognition than we do. If one or more of our competitors or potential competitors were to merge or form a strategic
relationship with another of our competitors, or develop competing products, the change in the competitive landscape could adversely affect our
ability to compete successfully. For example, a large diversified software enterprise, such as Microsoft, Oracle or PeopleSoft, could decide to
enter the market directly, including through acquisitions. Also, in the same manner, large hardware and technology solutions providers, such as
IBM Global Services, Dell, EDS and Lockheed Martin IT, could negatively impact our ability to compete in the technology solutions market.
Large telecommunications providers such as AT&T, Verizon, Sprint, Windstream or others, including smaller regional or local competitors, may
negatively impact our ability to compete in the hosted VoIP space. While we work to develop technologies that differentiate our products, there
is no guarantee such development efforts will be effective for us to remain competitive with those who may have greater market penetration,
name recognition or financial resources.

The development and enhancement of our software requires significant capital expenditures that we may not be able to make if we were to
experience significant revenue reductions. Our failure or delay in developing and enhancing our software could seriously erode our
competitive position.

Software technology is characterized by rapid technological change and evolving industry standards that require continuous development and
enhancements to our software applications. Significant resources, primarily in the form of salaries and benefits, are required to keep up with
these changes. We are in the process of rewriting our financial management applications to take advantage of current technologies and develop
and enhance cloud services. If we were to experience significant revenue reductions, our ability to implement these changes could be delayed or
eliminated, eroding our competitive position and adversely affecting our revenues and financial condition.

Our failure to obtain or integrate third-party technologies could delay the development of our software and increase our costs.

We intend to continue licensing technologies from third parties, including applications used in our research and development activities and
technologies which are integrated into our products. These technologies may not continue to be available to us on commercially reasonable
terms or at all. Our inability to obtain any of these licenses could delay product development until equivalent technology can be identified,
licensed and integrated. This inability in turn would harm our business and operating results. Our use of third-party technologies exposes us to
increased risks, including, but not limited to, risks associated with the integration of new technology into our products, the diversion of our
resources from development of our own proprietary technology and our inability to generate revenue from licensed technology sufficient to
offset associated acquisition and maintenance costs.

Our ability to raise capital in the future may be limited and our failure to raise capital when needed could prevent us from executing our
growth strategy.

The timing and amount of our working capital and capital expenditure requirements may vary significantly depending on many factors,
including:

market acceptance of our products and services;

the need to adapt to changing technologies and technical requirements;

the existence of opportunities for expansion; and
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access to and availability of sufficient management, technical, marketing and financial personnel.
If our capital resources are not sufficient to satisfy our liquidity needs, we may seek to sell additional equity or obtain other financing. We may
not be able to obtain sufficient additional financing, if required, in amounts or on terms acceptable to us, or at all.

As a result of the relatively low margins associated with the sale of hardware and the new introduction to the market of our Cloud Services
Solutions, our Technology Solutions Segment and our Cloud Services Segment produce substantially lower gross margins than our
Financial Management Applications segment. Our overall gross margin may be adversely affected if revenues of our Technology Solutions
Segment rise as a percentage of total revenues, or our Cloud Services Segment does not achieve sufficient market penetration. In turn, this
could result in reduced net income.
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For the fiscal years ended December 31, 2011 and 2010, our Financial Management Applications Segment reported gross margins of 39.1% and
43.4%, respectively. In contrast, our Technology Solutions Segment for such periods reported gross margins of 16.5% and 14.3%, and our Cloud
Services Segment reported gross margins of (107.9)% and (65.2)%, respectively. Accordingly, an increase in hardware and related sales in our
Technology Solutions Segment or increases in Cloud Services without a corresponding increase in margins, or other changes relative to software
revenues in our Financial Management Applications Segment could harm our overall gross margin. A shift in our product mix toward lower
margin products would adversely affect our overall profitability if increases in volume of lower margin products did not offset the effect of
changes in product mix. A decline in margins may also be received negatively by investors. Since establishing our technology solutions business
in 1999, we have seen an increase in the amount of hardware we have been able to sell. Hardware pricing is highly competitive and product
life-cycles can be short. As market penetration and competition increase for these products, margins and sales of these products may decline. As
current hardware based products mature, there can be no assurance that we will identify new products with equal margins or opportunities for
greater volume to replace existing products.

Our customers are predominantly educational institutions, municipalities, non-profit organizations, and other local governments. Negative
trends in governmental spending patterns or failure to appropriate funds for our contracts, whether due to budgetary constraints or
otherwise, may have an adverse impact on sales revenues.

Approximately 96% of our revenues are generated from sales of software, hardware and services to county and city governments and school
districts. We expect that sales to public sector customers will continue to account for substantially all of our revenues in the future. Many of
these contracts are subject to annual review and renewal by the local governments, and may be terminated at any time on short notice. Our
dependence on county and city governments and school districts for the sales of our products and services renders our revenue position
particularly susceptible to downturns in revenues as a result of changes in governmental spending patterns and the contract award process.

Because we must comply with governmental procurement regulations and undergo governmental approval processes, the sales cycle
associated with our products is typically complex and lengthy. This puts us at risk of having to incur significant sales expenses with no
assurance that a sale will be consummated and revenues received. Future regulations could increase the magnitude of this risk.

For each contract with a public sector customer, we are typically subject to a procurement process, which can include a competitive bid process
and governmental acceptance reviews. The process is often onerous and can include a detailed written response addressing, among other things,
the design of software that addresses customer-specified needs, the integration of our products with third-party products and product
demonstrations. Future laws and regulations could increase the demands and costs of this process. There is a risk that we could expend
significant funds and management resources in complying with the procurement and governmental review rules, only to ultimately fail to close
the sale. The procurement process can also be subject to political influences, award protests initiated by unsuccessful bidders and changes in
budgets or appropriations which are beyond our control. Reacting or responding to any such influences or protests may involve considerable
expense and delay, and may result in termination, reduction or modification of the awarded contract. Our failure to consummate sales after
incurring significant expenses to comply with lengthy procurement processes would reduce our profitability and adversely affect our financial
condition.

Changes in governmental procurement regulations may increase our costs, and non-compliance could negatively impact our ability to
compete.

Government organizations require compliance with various legal and other special considerations in the procurement process. The adoption of
new or modified procurement regulations could harm us by increasing the costs of competing for sales or by impacting our ability to perform
government contracts. Any violation, intentional or otherwise, of these regulations could result in fines and/or debarment from award of
additional government contracts, which could negatively affect our profitability and harm our business reputation.

Compliance with procurement processes and regulations may require us to disclose trade secrets or other confidential business information,
which may place us at a competitive disadvantage.

We may, depending on the particular procurement, be required to disclose trade secrets and commercially sensitive information to the
governmental entity making the procurement in order to place a bid or respond to a request for proposal. While mechanisms may be in place for
protecting such information, disclosure could occur through a Freedom of Information Act release, thereby potentially compromising our
confidential information.
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Governmental contracts may contain terms not contained in typical private sector sales contracts that may be unfavorable to us. These terms
may have the effect of raising our compliance costs or interrupting our revenue stream, either or both of which could negatively impact our
income position.

Governmental contracts may contain terms that could adversely impact our sales revenues or increase our costs of doing business. Such terms
may include profit limitations and rights of a particular governmental agency to terminate a contract for convenience or if funds are unavailable.
We have no significant history of contracts being terminated in this manner; however, we can give no assurances this will not occur in the future.
Also, in some cases we may be subject to liquidated damages for defective products and/or delays or interruptions caused by systems failures. In
other cases, we may be liable for consequential or otherwise uncapped damages which far exceed the value of the product or services we
provide. Also, payments under some public sector contracts are subject to achieving implementation milestones and we could in the future have
differences with customers as to whether milestones have been achieved.

Modifying our software products to comply with existing and future governmental regulations may increase our operating costs and have a
negative impact on our profitability.

From time to time, it may be necessary to revise and update our software products to comply with changes in laws relating to the subject matter
with which our software deals. For example, we may have to revise our fund accounting software to comply with changes in reporting
requirements. Examples of such changes include modifications for Form W-2, Form 1099 and various health and retirement reporting and
payroll tax table updates. The extent of any required revisions will depend upon the nature of the change in law. It is possible that in some cases,
the costs of compliance may be passed on to the customer, but in other cases, we may be forced to absorb some or all of the costs. Any
absorption of compliance costs would have an adverse impact on profits.

We derive a material portion of our revenue from the sale of our fund accounting software. We believe that the use by our customers of our
software also gives us a competitive advantage in our providing system integration services, including the sale of hardware, to these
customers. Reduced acceptance of our fund accounting software and upgrades of such software could have a direct and indirect adverse
impact on our revenues.

We derive a material amount of our revenue from the sale of our fund accounting software and related services, and revenue from this product
line and related services is expected to remain a material component of our revenue for the foreseeable future. For the 2011 and 2010 fiscal
years, software sales and related services for fund accounting software accounted for approximately 7% and 8% of our total revenues,
respectively. We generally grant non-exclusive licenses to our products on a perpetual basis and deliver new versions and enhancements to
customers who purchase annual maintenance and support. We also provide our software under rental arrangements, including ASP (Application
Service Provider or CSI hosted) type models. As a result, our future license, services and maintenance revenue are substantially dependent on
sales to new customers. In addition, if demand for our fund accounting software declines, we believe we would lose a competitive advantage in
providing system integration services, and our technology segment revenues could also decline.

Increasing government regulation of electronic commerce could reduce our revenues and increase our costs.

We are subject not only to regulations applicable to businesses generally but also to laws and regulations directly applicable to electronic
commerce. We deliver marketing, shareholder and customer information, product demonstrations, new software and software updates, technical
support and training over the internet. We also sell services whereby a customer may access and use our software to load and manage their
organization s data over the internet. Although there are currently relatively few laws and regulations governing electronic commerce, state,
federal and foreign governments may adopt laws and regulations applicable to our business. Any such legislation or regulation could increase
our operating costs as we are forced to comply, or increase the operating costs to our customers. In any such event, customers may decide not to
use our products and services. Any new laws or regulations in the following areas could cause us to incur new compliance expenses, or
otherwise adversely affect our business:

user security and privacy;

the pricing and taxation of internet use or goods and services offered or provided via the internet;
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the content of websites or other internet marketing abilities (e.g.,
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A significant portion of our revenues stems from sales to schools receiving funding through the E-Rate Program. A loss of such funding
could have a material adverse impact on our revenues and financial condition.

We participate in the E-Rate Program, a government program providing funding for telecommunications, internet access and internal
connections for schools that have a very high free and reduced lunch rate count. Schools and school districts that have developed an approved
technology plan may receive funds to implement the plan. Service providers may sell to such schools and districts through an open and
competitive bidding process. We have received funding through the E-Rate program since 2001, which has in previous years represented up to
25% of our total revenues. The Schools and Libraries Division of the Universal Service Administrative Company, which administers the
program, may conduct audits with respect to previous funding years. If the Schools and Libraries Division were to find that either we or the
school to which we have made sales did not comply with the rules and regulations of the program, previous funding may have to be repaid and
we could be barred from future bidding under the program. To date, we have not had to repay any money received in connection with the
program, nor have we been cited for any material violation of program guidelines.

If our products fail to perform properly due to undetected errors or similar problems, or fail to comply with government regulations, our
business could suffer, and we could become subject to product or general liability or errors and omissions claims. Such claims could be
time-consuming and costly. Furthermore, any negligence or misconduct on the part of our consultants could result in financial or other
damages to our customers, for which they may bring claims against us.

Complex software such as ours often contains undetected errors or bugs. Software errors are frequently found after introduction of new software
or enhancements to existing software. We continually introduce new products and new versions of our products. If we detect any errors before
we ship a product, we might have to delay product shipment for an extended period of time while we address the problem. We might not
discover software errors that affect our new or current products or enhancements until after they are deployed, and we may need to provide
enhancements to correct such errors. Therefore, it is possible that, despite testing by us, errors may occur in our software. These errors, as well
as any negligence or misconduct on the part of our consultants, could result in:

harm to our reputation;

lost sales;

delays in commercial release of our software;

product liability, general liability or errors and omissions claims;

delays in, or loss of, market acceptance of our products;

license terminations or renegotiations; and

unexpected expenses and diversion of resources to remedy errors.
Furthermore, our customers may use our software together with products from other companies. As a result, when problems occur, it might be
difficult to identify the source of the problem. Even when our software does not cause these problems, the existence of these errors might cause
us to incur significant costs, divert the attention of our technical personnel from our product development efforts, impact our reputation and
cause significant customer relations problems.

Most of our maintenance agreements are for a term of one year. If our customers do not renew their annual maintenance and support
agreements for our products and services, or if they do not renew them on terms that are favorable to us, the reduction in revenues would
have an adverse impact on our financial condition.
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As the end of the term of a maintenance agreement approaches, we seek to renew the agreement with the customer. Maintenance agreements
represented 21% of our total revenue for the 2011 and 2010 fiscal years. Due to this characteristic of our business, if our customers chose not to
renew their maintenance and support agreements with us on terms beneficial to us, our business, operating results and financial condition could
be harmed.

We encounter long sales cycles, particularly for our largest customers, which could have an adverse effect on the amount, timing and
predictability of our revenue and sales.

Potential customers, particularly large clients, generally commit significant resources to an evaluation of available software and require us to
expend substantial time, effort and money educating them as to the value of our software and services. Sales of our core software products to
these larger customers often require an extensive education and marketing effort.

26

Table of Contents 51



Edgar Filing: Computer Software Innovations, Inc. - Form 10-K

Table of Conten

We could expend significant funds and management resources during the sales cycle and ultimately fail to close the sale. Our core software
product sales cycle averages approximately six to twelve months. Our sales cycle for all of our products and services is subject to significant
risks and delays over which we have little or no control, including:

our customers budgetary constraints;

the timing of our clients budget cycles and approval processes;

our clients willingness to replace their current methods or software solutions;

our need to educate potential customers about the uses and benefits of our products and services;

the timing and expiration of our clients current outsourcing agreements for similar services; and

the governmental procurement risk described elsewhere in  Risk Factors.
If we are unsuccessful in closing sales after expending significant funds and management resources or if we experience delays as discussed
above, it could have a material adverse effect on the size, timing and predictability of our revenue.

Loss of significant clients could hurt our business by reducing our revenues and profitability.

Our success depends substantially upon retaining our significant clients. Generally, we may lose clients due to conversion to a competing service
provider. We cannot guarantee that we will be able to retain long-term relationships or secure renewals of short-term relationships with our
significant clients in the future. Our top ten clients constituted approximately 29% and 32% of our revenue for the 2011 and 2010 fiscal years,
respectively. The loss of a significant portion or all of these clients would have a material adverse effect on our profitability and financial
condition.

We are dependent on strategic relationships with our vendors, and our business would be materially and adversely affected if we were to lose
our existing, or fail to gain additional, strategic relationships.

The segment of our business that includes hardware sales and related support services is dependent upon the strong relationships that have been
established with our vendors. We purchase equipment from these vendors and add our engineering services to provide a total solution to the
customer. Without the vendor products, we would lose the margin on the hardware sale as well as the margin provided by our engineering
services.

These relationships could be terminated if we fail to:

maintain adequate certified systems engineers (computer professionals who have passed a test indicating specialized
knowledge in the design, planning and implementation of specific computer-based technology) and staff that can implement
and support the vendors products;

receive satisfactory feedback from our customers; or
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pay for purchased equipment and services on a timely basis.
We face a number of obstacles in implementing our strategic expansion into new geographic markets. Overcoming these obstacles will
require an expenditure of material financial resources and significant efforts by management and other employees. Our failure to succeed in
our efforts to penetrate new markets in a timely fashion could adversely affect our profits and margins and our revenue growth.

As we move forward with our growth strategy, we anticipate expanding into new geographic regions. We have achieved the most significant
penetration in South Carolina, North Carolina, Georgia and Alabama. We continue our efforts related to moving into surrounding states. While
expanding geographic markets provides a good opportunity to extend existing customer bases and increase revenue, breaking into a new market
can prove difficult. There are obstacles to successfully entering new geographic markets, including limited market knowledge and relationships,
little brand awareness, and no established sales presence or regional client references. We anticipate that initial penetration will be slow but will
accelerate over time. We cannot accurately predict the time required to build customer relationships, the rate at which new market penetration
can be accomplished, or the costs necessary to expand.

To support the expansion process, we plan to hire additional sales personnel as needed to help penetrate new geographic regions, which could
represent a significant investment. While management believes the continued investment is prudent, periodically there
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may be an initial short-term negative impact on earnings. Due to the length of our typical software sales closing cycle, six to twelve months,
coupled with the obstacles to market penetration discussed above, we cannot predict how long it will take for us to expand our reach and recover
these costs.

Future acquisitions could prove difficult to integrate, disrupt our business, dilute stockholder value and strain our resources.

One significant reason for our entering into the merger and recapitalization transaction in February 2005 was to allow us to access public capital
markets as a source of funding to permit us to grow through acquisitions. Our markets are occupied by a number of competitors, many
substantially larger than we, and with significantly greater geographic reach. We believe that to remain competitive, we need to take advantage
of acquisition opportunities that arise which may help us achieve greater geographic presence and economies of scale. We may also utilize
acquisitions to, whenever appropriate, expand our technological capabilities and product offerings.

While we may use a portion of any cash proceeds generated by operations or obtained from capital sources to pay down debt on an interim basis,
we intend to use any remaining proceeds or availability from a debt related pay down to fund acquisitions. Pursuant to this strategic plan, we
intend to acquire companies, products, services and/or technologies that we feel could complement or expand our existing business operations,
augment our market coverage, enhance our technical capabilities, provide us with important customer contacts or otherwise offer growth
opportunities. Acquisitions and investments involve numerous risks, including:

improper valuation of the acquired business;

difficulties in integrating operations, corporate cultures, technologies, services, accounting and personnel;

difficulties in supporting and transitioning customers of acquired companies;

diversion of financial and management resources from existing operations;

risks of entering new sectors of the educational and governmental market;

potential loss of key employees;

inability to generate sufficient revenue to offset acquisition or investment costs; and

consumption of significant capital and cash flow to the detriment of other business opportunities and needs.
Acquisitions also frequently result in recording of goodwill and other intangible assets. These intangible assets are subject to potential
impairments in the future as well as allocations, including write-ups to depreciable assets, which could negatively impact our future operating
results. In addition, if we finance acquisitions by issuing equity securities or securities convertible into equity securities, our existing
stockholders could be diluted. Such dilution could in turn affect the market price of our stock. Moreover, financing an acquisition with debt
would result in higher leverage and interest costs. As a result, if we fail to evaluate and execute acquisitions properly, we might not achieve the
anticipated benefits. We may also incur costs in excess of what we anticipate.

Acquisitions also may impact our margins. In 2007 the decline in our Financial Management Applications margin was primarily driven by the
addition of McAleer operations, and in 2008 by the ICS acquisition. Our overall margins have been driven lower by the impact of the Version3
acquisition. Each of these acquisitions have historically reported lower margins. The acquisition of a technology business, with its lower margins
than our Financial Management Applications addition, could also decrease our margins significantly. We cannot predict the timing of
acquisitions or the margins of those entities we may acquire, or their impact on our overall margins.
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