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Special Note Regarding Forward-Looking Statements

The following Annual Report on Form 10-K contains forward-looking statements within the meaning of Section 27A
of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. The
SEC encourages companies to disclose forward-looking information so that investors can better understand a
company’s future prospects and make informed investment decisions.

EEINT3 99 ¢ 99 ¢l

Words such as “anticipate,” “believe,” “estimate,” “expect,” “intend,” “may,” “plan,” “project,” “seek,” “will” and words and t
similar substance used in connection with any discussion of future events, operating or financial performance,

financing sources, product development, capital requirements, market growth and the like, identify forward-looking
statements. These forward-looking statements include, among others:

99 ¢ LN 29 ¢

e projections of revenues and other financial items;

e statements of strategies and objectives for future operations;

e statements regarding integration plans following the merger with StorCOMM;

e statements concerning proposed applications or services;

e statements regarding future economic conditions, performance or business prospects;
e statements regarding competitors or competitive actions; and

e statements of assumptions underlying any of the foregoing.

All forward-looking statements are present expectations of future events and are subject to a number of factors and
uncertainties that could cause actual results to differ materially from those described in the forward-looking
statements. The risks related to ASPYRA’s business discussed under “Risk Factors” of this Annual Report on

Form 10-K, among others, could cause actual results to differ materially from those described in the forward-looking
statements.

The Company makes no representation as to whether any projected or estimated information or results contained in
any forward-looking statements will be obtained or achieved. Shareholders are cautioned not to place undue reliance
on the forward-looking statements, which speak only as of the date of this Annual Report on Form 10-K. The
Company is under no obligation, and it expressly disclaims any obligation, to update or alter any forward-looking
statements after the date of this Annual Report on Form 10-K, whether as a result of new information, future events or
otherwise.

PART I
Item 1. Business.
Business Description
Aspyra, Inc. formerly known as Creative Computer Applications, Inc. (ASPYRA or the Company) is a healthcare
information technology and service provider that specializes in Clinical Information Systems (CIS) and Diagnostic
Information Systems (DIS) for healthcare providers. As a result of its merger with StorCOMM, Inc. a private

company, on November 22, 2005, ASPYRA broadened its portfolio of products to include the Picture Archive
Communication Systems (PACS) products that were developed and sold by StorCOMM. In connection with the
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merger, the Company changed its name to Aspyra, Inc. and StorCOMM’s name was changed to Aspyra Diagnostic
Solutions, Inc. (ADSI).
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ASPYRA'’s software and services for hospitals and clinic-based laboratories, orthopedic centers, and hospital imaging
departments are highly scalable and can be used by a broad variety of healthcare providers. Clinical information is
data that is gathered concerning each individual patient’s health condition, diagnosis, and treatment that are used by
doctors, nurses and other healthcare providers. Such data may include laboratory test results, transcribed reports of
radiological or imaging procedures, digital diagnostic images, and other clinical and diagnostic data. ASPYRA’s
products are deployed to provide automation of clinical information and digital diagnostic images that facilitate the
operation of clinical departments and allows the rapid recording and processing of information that can be
communicated, documented, and delivered to healthcare providers.

Currently, ASPYRA markets a product line that includes a Laboratory Information System (LIS) under the trade name
CyberLAB®, a general purpose PACS system under the trade name AccessNET™, a Radiology Information System
(RIS) under the trade name CyberRAD®, a RIS/PACS integrated system under the trade name AccessRAD™, a
specialty PACS system under the trade name AccessMED™, an Anatomic Pathology System under the trade name of
CyberPATH®, a WebGateway™ portal for physician access to its CIS applications, and other related clinical and
diagnostic application modules. In February 2008 we notified our customer base that we will discontinue support in
February 2009 of our Pharmacy Information System previously marketed under the trade name CyberMED®.

ASPYRA'’s corporate offices are located at 26115-A Mureau Road, Calabasas, California 91302. The Company’s
telephone number is (818) 880-6700 and its website address is www.aspyra.com., the contents of this website are not
incorporated into this Report. The Company’s business consists of three operational areas: (1) Clinical Information
System and Diagnostic Information System products, (2) service of its customer’s installations, and (3) implementation
services. The Company generates revenues from the licensing of application software, the sale of hardware, and the
provision of implementation and long-term post implementation services. The Company sells its CIS and DIS systems
directly through its own sales force in North America, through channel partners and distributor programs with other
companies.

History and Business Development

Since its inception as a California corporation in 1978, ASPYRA has been primarily engaged in the development,
marketing, installation, and service of Clinical and Diagnostic Information Systems that automate the collection and
management of patient clinical data for healthcare providers.

The percentage of the Company’s net sales attributable to the sale, license, and implementation of Clinical and
Diagnostic Information Systems, accounted for approximately 21% of total revenues in the fiscal year ended
December 31, 2008. ASPYRA expects that its service revenues, which accounted for approximately 79% of total
revenues in the current fiscal year, will continue to grow as additional new installations are added to the Company’s
installed base. As of December 31, 2008, the Company supported approximately 420 active customers using our
products in over 600 sites.

By automating the collection and organization of patient clinical data and related diagnostic images, the Company’s
Clinical and Diagnostic Information Systems reduce operating costs, assist in meeting compliance requirements,
address patient care and safety issues, improve the turnaround time of patients’ diagnosis and treatment, and increase
the efficiency of healthcare providers overall. The healthcare industry continues to operate under increasing pressure
from government regulatory agencies and third party payers of medical expense, as well as from increased
competition in the healthcare industry, to control costs. The Company’s products and services are designed to improve
the efficacy and cost-effectiveness with which healthcare providers manage critical information.
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As part of its business strategy, the Company has pursued the development of enhancements and new modules to its
existing products, as well as the development of entirely new products and services. The Company has developed a
web-based clinician portal marketed as the ASPYRA WebGateway, which provides online access to the Company’s
LIS and RIS products so that physicians, nurses and other caregivers can easily utilize them from virtually anywhere
in the world, and the Company is continuing to build upon this technology platform in order to deploy other
functionality. ASPYRA’s WebGateway provides access to CyberLAB for order placement, patient inquiry, and results,
and is compliant with security and privacy issues pertaining to the Health Insurance Portability and Accountability
Act (HIPAA). WebGateway also provides access to CyberRAD for orders, scheduling, exam inquiry, electronic
signature, regulatory compliance, and other functions. ASPYRA’s AccessNET family of products is designed to be
highly scalable and deployable in small standalone operations up to large enterprise hospitals. Certain application
modules can also be deployed in facilities that currently have PACS installations to provide enhanced capabilities for
teleradiology using ASPYRA'’s thin-client technology.
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One of the principal reasons for the Company’s merger with StorCOMM was to merge clinical systems product
technology with a business offering PACS, to better address the changes that were occurring in the healthcare market
place.

Integration of the two companies following the merger continued through 2006 and was completed in 2007 and
resulted in short-term increases in certain expenses but also allowed for the elimination of redundant personnel and
other expenses to attain more efficient business synergies. While some of these expenses were non-recurring, others
including the addition of key personnel in product management, regulatory affairs, and product development, were
important additions to management in order to assure the success of the Company’s integration strategy.

Our first integrated product, AccessRAD, which combines our RIS system and PACS system technologies, is
substantially complete and is now being marketed. AccessRAD addresses a growing demand for integrating the
clinical work flow and diagnostic activities in acute care hospitals, clinics, and imaging centers. With the completion
of the integration, the Company has eliminated remaining redundant personnel to reduce our ongoing cost structure
and fully realize the synergies of the merger.

Business Development Strategy

Our strategy since completing the merger is to advance ASPYRA’s position to become a leading company in the
clinical and diagnostic sector of the healthcare information technology marketplace, which is growing rapidly. We
plan to accomplish this goal through increased market penetration, internal product development efforts, and selective
product licenses from third parties or acquisitions of additional technologies and/or product lines where feasible. Our
goal is to evolve beyond the provision of departmental applications and become an enterprise provider of integrated
technologies and services that improve the efficiency, safety, and quality of patient care.

Our business model is to establish long term relationships with our end-user customers that are essential for their
operational requirements. Our products are mission critical clinical and diagnostic applications that our customers rely
upon to help them manage patient safety, diagnosis, and treatment. Our goal is to generate recurring revenues from the
provision of long term services, upgrades, software add-ons and other revenue generating opportunities. Considering
the capital budget constraints that are imposed on healthcare providers who use our products, they plan to use them
typically for 5 to 10 years. In order to service them we must keep them current for competitive, clinical and
diagnostic reasons, and regulatory compliance. Enhancements to our products in the form of software upgrades are an
integral part of this business model and are included as a contract obligation in our warranty and extended service
agreements. In order to generate such revenue opportunities our investment in software enhancements is significant
and is a key component of our ongoing support obligations.

We plan to increase market penetration through the expansion of our direct sales activities domestically as well as
selectively seeking new channel partners for some of our products in sectors that are underserved by us, such as
orthopedics. We also plan to increase cross selling into our respective installed base of customers.

We plan to create new integrated products from our product portfolio. Our first integrated product, AccessRAD,
which combines our RIS system and PACS system technologies, is substantially complete and is now being marketed.
AccessRAD addresses a growing demand for integrating the clinical, work flow and diagnostic activities in acute care
hospitals and clinics. In the same instance there is a growing demand to integrate PACS technology with anatomic
pathology and laboratory systems that we can create from our product portfolio. We also plan to continue to further
develop our clinical and diagnostic applications.
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We plan on licensing or acquiring software applications that enhance our clinical and diagnostic products and resell
them to our end users, which will provide additional capabilities such as multidimensional image visualization in
PACS and robotics in the laboratory. In addition, we have formed relationships with companies that offer EMR
products that complement our solutions, providing for additional market exposure. Following the recent presidential
signing of the American Reinvestment and Recovery Act (ARRA), there is industry demand for healthcare technology
solutions that create and deliver the electronic health record. Our products provide up to 70% of the information that
make up the electronic health record, and therefore, we expect to see an increase in the automation and integration of
the clinical and diagnostic information systems. Accordingly we plan on evolving our product offerings into an EMR
(Electronic Medical Record) solution by acquiring, developing, or licensing the missing components.

Clinical Information Systems

The Company’s Clinical Information Systems are designed to provide cost effective, robust application features to
manage comprehensive clinical activities throughout most sectors of the health care provider marketplace. The
Company’s systems are highly user definable and scalable, enabling a wide range of users and different types of
healthcare providers to employ them.

ASPYRA'’s Clinical Information System applications are designed around a common open systems architecture that is
based on either the UNIX or Microsoft® operating system platforms and employs thin-client technology at the point
of user interface. ASPYRA’s use of this technology allows easy integration into existing networks, as well as seamless
integration with other systems. ASPYRA’s suite of Clinical Information System applications allows for scalability and
flexibility ensuring that as the needs of a healthcare provider change, the systems can easily be adapted. The
Company’s clinical applications are designed around flexible parameterized software, which enables the end user to
tailor the software for its individual needs, adapting to the facility’s internal policies and procedures, and allows us to
sell across the marketplace into various niches.

For clinical laboratories, the Company has integrated its software applications and data acquisition technology into
Laboratory Information Systems (LIS), which are sold under the trade name CyberLAB. Extensive applications for a
wide variety of laboratory testing, compliance, and quality control procedures, including hematology, immunology,
chemistry, microbiology, drug testing, toxicology, urinalysis, and cytology testing, are available with the Company’s
systems. Validation and reimbursement, medical error reduction, multi-site reporting and management, database
management, bedside specimen collections, point of care testing, auto-verification of results, decision support tools,
regulatory adherence tools, remote communications and flexible user defined reporting capabilities are also included.
Additional modules are also available for complete microbiology testing and CyberPATH, ASPYRA’s anatomic
pathology system, can be fully integrated with CyberLAB. The Company’s LIS are highly flexible and scalable and are
used by laboratories of varying size and complexity.

CyberRAD, the Company’s Radiology Information System, is also hybrid in its design, which allows for its
deployment in inpatient, outpatient and multi-site settings. Applications include extensive scheduling, reporting, film
tracking, transcription, billing, and clinical functionality. In addition, Document Imaging for storage and retrieval of
important patient information, such as signed HIPAA Consent and Authorization Notices, Medical Necessity
Advanced Beneficiary Notice (ABN), and other patient information is included in CyberRAD. CyberRAD has also
been designed with easy to deploy built-in communication interface capabilities for diagnostic modalities and Picture
Archive Communication Systems.

10
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Diagnostic Information Systems

ASPYRA'’s AccessNET PACS and clinical image management systems achieve true enterprise-wide connectivity for
all types of images and equipment, while providing leading edge product capabilities, support, and integration.
ASPYRA'’S customers include hospitals of all sizes with associated remote locations; independent and
hospital-managed imaging centers; teaching and children’s facilities; and radiology groups serving multiple locations.
The scalability of the AccessNET PACS system has enabled it to be deployed into a diverse installed base.

PACS coordinates all aspects of digital imaging in hospitals, clinics, and imaging centers. This includes capturing
images from Digital Imaging and Communications in Medicine (DICOM) and non-DICOM compliant imaging
modalities and video sources, storing this clinical information in a secure environment, and distributing and displaying
both clinical images and corresponding diagnostic information throughout hospitals, clinics, and imaging centers.
ASPYRA'’S PACS can integrate with existing hospital systems to share information as necessary. For example, if a
facility has a hospital information system that manages exam appointments, this system can integrate with ASPYRA’S
PACS to share information about the scheduled exams. Typically, integration is accomplished using communications
standards such as DICOM and Health Level Seven (HL7).

ASPYRA released version 6.4 of its AccessNET PACS software in January 2009. The enhancements for PACS users
in version 6.4 include enhanced tools for radiologists reading from local and remote reading locations, improved
handling of outside studies, support of encounter based HL7 messaging and IHE cross-enterprise sharing of
documents and images (XDS, XDS-I), as well as internal processes for improved IT support and PACS administration
tools.

IHE (Integrating the Healthcare Enterprise) is an initiative by healthcare professionals and industry to improve the
way computer systems in healthcare share information. IHE promotes the coordinated use of established standards
such as DICOM and HL7 to address specific clinical need in support of optimal patient care. According to IHE,
systems developed in accordance with IHE communicate with one another better, are easier to implement, and enable
care providers to use information more effectively. Aspyra continues to participate with IHE, adding functionality to
the AccessNET product that follows the requirements set forth by IHE.

In December 2007, ASPYRA (a Microsoft Gold Certified Partner), announced AccessNET v 6.2.1.61 had been tested
and meets the criteria for the Microsoft “Platform Test for ISV Solutions” program: Windows Server and Windows
Client. The Company was required to provide a defined number of customer references in order to meet the Customer
Reference Requirement for the ISV / Software Solution Competency. Testing was conducted independently by
VeriTest, a testing service of Lionbridge Technologies.

During the fiscal year ended December 31, 2008, development continued to provide integration between CyberRAD
and AccessNET, for the integrated RIS/PACS product that is sold under the trade name AccessRAD. Specifically
developed to enhance workflow and provide instant availability to clinical information, AccessRAD is designed to
meet the needs of acute-care hospitals, enterprise-wide delivery networks, and large imaging enterprises. Furthering
increasing efficiency, the AccessRAD multisite module enables organizations to manage the workflow and reporting
needs at multiple facilities with a single solution. AccessRAD provides radiologists with a central command center to
manage RIS and PACS functions. All the tools for reading images, dictating, accessing images and reports, as well as
electronically signing reports, are available on the AccessRAD desktop. AccessRAD also helps organizations enhance
patient safety by reducing the errors that result from redundant data entry, and the solution improves care delivery by
providing clinicians with real-time information. The most current release of AccessRAD includes an order creation
feature initiated from the PACS when incoming diagnostic interpretation studies are received from outside referring
facilities. These orders are automatically processed by the RIS, thereby optimizing workflow, as well as increasing
revenue by preventing lost charges due to missing or incorrect orders.

12
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ASPYRA'’s AccessMED is a version of AccessNET that was designed for the specialty PACS environment, such as
orthopedic group practices. It mirrors the workflow and tools specific to the needs of medical specialists to improve
efficiency and care delivery. Work lists of patients and exams can be viewed in multiple ways based on the needs of
clinicians or administrative users. In addition, clinicians can bookmark interesting and special cases for quick and easy
follow up, or for collaboration with other specialists. AccessMED provides an unlimited configuration of viewing
options for images, work lists, reports, prior studies and other clinical information. Content-sensitive help screens and
tutorials can be viewed on screen, providing users with a virtual expert at their fingertips while they complete their
tasks. Advanced workflow tools, such as embedded dictation and report generation, combine diagnostic and reporting
capabilities into a single solution.

13
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Specialized modules within AccessMED offer enhanced image viewing options. The OrthoView™ module (a product of
Meridian Technique, Ltd.) is integrated within AccessMED and includes templates from virtually every major
prosthetics manufacturer to provide clinicians with digital surgical planning capabilities. In addition, the AccessMED
ImageSTITCH module provides the tools needed to combine multiple images into a single image for review, which is
especially valuable for long bone and spinal images.

Integration

The Company has designed its products to incorporate open systems architecture and to conform to computer industry
standards, which enable them to be more easily integrated with other vendors’ products. Healthcare industry standards,
including HL7 and American Society for Testing and Materials (ASTM), and DICOM standards are employed
throughout the Company’s software products and interfaces. Aspyra is an active vendor participant with IHE
(Integrating the Healthcare Enterprise). IHE is an initiative by healthcare professionals and industry to improve the
way computer systems in healthcare share information. IHE promotes the coordinated use of established standards
such as DICOM and HL7 to address specific clinical needs in support of optimal patient care. Systems developed in
accordance with IHE communicate with one another better, are easier to implement, and enable care providers to use
information more effectively.

The Company’s Clinical and Diagnostic Information Systems support extensive communication capabilities to various
healthcare information systems including Hospital Information Systems, nursing and practice management systems,
EMR Systems, for which the Company has developed over five hundred system-to-system communication interfaces.
The Company’s Clinical Information Systems are employed in many settings that consist of multiple sites where
testing or medical procedures are seamlessly integrated. In addition, different types of enterprises, such as hospital and
affiliated outreach clinics, can use the Company’s systems to integrate their activities thus enabling the execution of
their business strategies. The communication interfaces often support bi-directional data communications, whereby
demographic and order requests are transmitted to the Clinical Information Systems and, in turn, billing information
and results are transmitted to the host system. The Company’s Clinical Information Systems support their own order
communications and test subsystems that have been employed in other accounts that have relied on the Clinical
Information System’s communications capabilities. Management believes that communications to other systems
allowing connectivity between its CIS applications and patient care, electronic medical record systems, and other
administrative information systems, are very important functional requirements in the marketability of its

products. This is especially true with the recent ARRA stimulus plan, which specifically refers to the use of EMRs
with a goal of creating a complete electronic health record. The Company has focused considerable attention on the
communication, networking, and connectivity capabilities of its products, and plans to further develop these
capabilities as opportunities present themselves.

The Company has developed standard seamless integration and network connectivity for all its products through user
selected network topologies, network protocols, and network operating systems. Although each application has been
configured to operate as a stand-alone product, all can be operated as an integrated package, residing on a shared
platform or network, thereby eliminating the need for multiple interfaces, duplicate information handling, and their
associated costs. ASPYRA continues the development of enhancements to its software integration and
communications module that integrates all of its own clinical applications and provides a single communications
gateway to or from other vendors’ systems.

14
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Services

The Company provides comprehensive services to its installed base of system customers through its own service
organization, and provides extensive training and implementation of its systems to its customers. The Company offers
software support services, through a 24-hour “hotline,” and hardware repair under extended service contracts. In most
instances, the Company relies on third parties to service the hardware components that it sells but may assume
responsibility for first call support. The Company services its own data acquisition products and related software, used
as part of its CIS product offerings, under service contracts offered to end users. The Company’s long-term inventory
requirements for its service and repair business have historically been significant because it must retain a loaner pool
of components used to service its customer base. The Company has changed its data acquisition method to utilize
software only solutions. In many instances ASPYRA’s products include the hardware components that comprise a
PACS system and in such cases the Company includes a direct multi-year manufacturer’s warranty and service with
such hardware components.

The Company’s service revenues for fiscal year ended December 31, 2008 was consistent with the service revenues in
the fiscal year ended December 31, 2007. The majority of the Company’s customers are under service contracts. The
Company believes that the ability to offer comprehensive services to its customers is a very important facet of its
business and solidifies a long-term relationship with its customer accounts. The recurring revenue stream associated
with this activity is a significant part of the Company’s business. The ability to offer long-term service often leads to
add-on sales opportunities for peripheral components, data acquisition products, and upgrades to newer computers and
software applications. In addition, the quality of service is an important aspect of the end users buying decision when
making a system selection; therefore the Company is constantly fine-tuning the services it provides and its service
organization as part of its marketing strategy.

The Company has deployed technology to automate a company-wide helpdesk system in order to more effectively
service its customers and employs a “virtual company” concept by linking outside personnel via the Internet directly into
its own internal network. This permits ASPYRA employees who are engaged in technical and service related activities
to telecommute through this venue. The Company employs a customer relationship management system (CRM),
integrated with its current general accounting system.

The Company believes that the service of its customers is of utmost importance to its long-term success and business
strategy. Accordingly, a great deal of emphasis is placed on continuing to upgrade the service organization and on
expanding the services that the Company offers towards a goal of establishing a higher degree of customer
satisfaction. As part of this effort, the Company routinely surveys its customers in an effort to obtain a “report card” on
how the service organization performs. This proactive approach allows the Company to further understand the
relationship with the customer. Surveys are based on varying subjects, including sales, implementation or support
processes, and corporate communication or product development.

Significant Contracts and Programs

As part of its overall marketing strategy, the Company is also pursuing strategic relationships with organizations that
operate multiple entity enterprises where the Company may have the opportunity to offer its array of products and
services to the group. The Company has also entered into business agreements to resell products for other companies
that provide complimentary offerings to their existing product line including relationships with Allscripts, Inc. and
Dell.

During the fiscal year ended December 31, 2008, there were no customers, contracts or programs that generated over
10% of the Company’s net sales.
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Product Development

The market for the Company’s products is characterized by rapid and significant technological change. The Company’s
ability to compete in the market, and to operate successfully, depends in part on its ability to react to such change.

The Company continues to expend a significant amount of resources for the development of new products, and for the
development of additional enhancements to existing products and intends to continue to expend such resources in the
future.

The Company’s development plans are focused on evolving its clinical and diagnostic application products to a
common user interface based on industry standard thin-client technology. Utilization of this common user interface
architecture allows for easier deployment in a traditional enterprise environment as well as projecting the applications
natively over the Internet. Management believes that the total cost of ownership inherent in thin client architecture is
very attractive to both current and future users. As the product suite continues to migrate to a common look and feel,
ASPYRA is also migrating its products to an independent operating platform and relational database technology. This
architectural approach allows the product suite to take advantage of all current and any potential future relational
database technologies. Management’s goal is to drive the product suite to a total open systems environment, therefore
allowing ASPYRA to take advantage of new technologies as they appear. In addition, ASPYRA has planned product
development projects over the next three years that include additional enhancements to all of its products.

Research and development expenditures, net of capitalized software, amounted to approximately $1,827,000 in fiscal
year ended December 31, 2008, and $2,354,000 in fiscal year ended December 31, 2007 or approximately 21.4% and
22.9% of net sales, respectively. Such expenditures were attributable to systems development, including the
development of new Laboratory and Radiology Information Systems applications, and enhancements to those
products. The Company’s Clinical Information Systems are programmed using an OBJECT COBOL language that
provides a standard code structure for the business logic while the graphical presentation is written in JAVA and
HTML. By employing run-time modules for UNIX and Windows, the Company has been able to port to a variety of
hardware platforms with ease. The Company’s Diagnostic Information Systems are built upon the Microsoft.net
platform and are programmed using C# and C++. The Company currently supports its software applications on Intel
based Hewlett Packard servers, Dell servers and IBM RISC 6000 servers, the most popular computer providers in
healthcare. This capability has allowed the Company to become “platform independent” in vending its software
products where some customers may be predisposed to certain hardware brands. The Company also takes advantage
of using off the shelf software such as Microsoft Word for transcription and document production and delivery. All of
the Company’s products are open database compliant (ODBC), and the data structures support the use of standard
query language (SQL) report generators that allows a wide range of reporting capabilities.

Sales and Marketing

ASPYRA sells its CIS and DIS systems directly through its own sales force in North America, through channel
partners and distributor programs with other companies, and has reseller agreements in certain international markets.

It also sells directly in the United Kingdom through its office located in East Rickmansworth, Herts. As of the date

of this report, the Company’s domestic direct field sales force is organized into 5 sales regions which are supported by
two clinical software consultants, and managed by a senior vice president of sales.

In addition to direct marketing, the Company promotes its products by attending national industry trade meetings,
through media advertising, publishing articles in industry publications, telemarketing campaigns, and through its
website. The Company has also formed joint marketing arrangements with other companies that have compatible
products and services. The Company publishes newsletters and articles, to expand communications with existing and
potential customers, and creates additional customer case studies that spotlight specific business or clinical issues
solved with the ASPYRA installed product(s).
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The Company has established and supports a periodic user symposium in order to encourage users of its Clinical and
Diagnostic Information Systems to participate in helping the Company to better serve its customers. The focus of the
symposium is to encourage open group communications with the Company about a range of subjects, including
service and support and new product enhancements. Since the Company has experienced success in vending multiple
products to its customers, the national symposium proves to be a good forum to discuss general topics, such as the
Company’s strategy and product direction, and provides an opportunity to focus on specific application issues in
breakout sessions, special interest groups (SIGs) and roundtable discussions. The Company also schedules advanced
training courses as part of the symposium agenda that have had considerable attendance by its customers.

10
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Competition

The Company has several significant competitors including McKesson, GE Medical Systems, Siemens, Cerner,
Amicas, Misys, Philips, and others, in the Clinical and Diagnostic Information Systems business, many of which are
much larger companies that may offer a wider array of products and services in addition to competitive clinical
applications. These competitors have significantly greater resources than we have, including greater name recognition,
larger sales operations, greater ability to finance research and development and proceedings for regulatory approval,
and more developed regulatory compliance and quality control systems. Management believes, however, that few
competing CIS and DIS products offer the Company’s hybrid multisite capabilities, variety of data interfaces, add-on
capability, and flexibility that allows the systems to be user definable, so that they can be employed in different types
of settings. The multisite and multi-disciplinary or hybrid nature of the Company’s products and the responsiveness of
its customer service and support are also strong selling points.

The principal competitive factors in the Company’s business are technological competence, diversity of product line,
price and performance characteristics, product quality, capability and reliability, marketing and distribution networks,
service and support, ability to attract and retain trained technical employees and business reputation. The Company
believes that it has competitive advantages in many of these areas. ASPYRA has also positioned itself to focus on
large multi-specialty clinics, imaging centers, and community based and rural hospitals. Such entities typically have
diverse outpatient populations and operate in a number of locations that require special features designed in the
Company’s products that assist them in maximizing their operating potential.

Manufacturing and Suppliers

The Company has utilized computers manufactured by several suppliers for its Clinical and Diagnostic Information
Systems in the past, and primarily uses computers manufactured by Hewlett Packard, Dell, and IBM. Management
believes that other computers, which can be used in the Company’s systems, are readily available from several
suppliers. As part of a strategy to limit the amount of hardware that the Company carries, it employs a “just in time”
inventory program whereby it purchases inventory when it has received an order from a customer rather than stocking
inventory on a routine basis. The Company still maintains an inventory supply of certain items including spare parts
and components for both its CIS product line and for its data acquisition product line. In addition, the Company
maintains a long-term inventory pool of components and parts to service customer’s hardware pursuant to its long term
extended service agreements.

ASPYRA'’s DIS systems are frequently integrated with a variety of third party specialized hardware and software
components, which are readily available from a variety of manufacturers and distributors. To integrate the majority of
our system configurations the hardware is shipped to our location in Jacksonville, Florida where it is configured with
third party software and then installed with the software manufactured by ASPYRA. Any other ancillary components
that do not require additional application software will be shipped direct to an installation. When the DIS system has
received all of the required software components, it is then shipped to the customer’s site where it is installed,
integrated and tested at the customer site.

ASPYRA'’s vendor relationships are intended to provide affordable hardware, software, and integration solutions that
have been successfully tested with the AccessNET system. ASPYRA’s vendors include:

e Allscripts. Aspyra has a reciprocal agreement with Allscripts, allowing Aspyra to promote Allscripts' Practice
Management (PM), Electronic Medical Record (EMR), Revenue Cycle Management (RCM) and Emergency
Department solutions nationally to new and existing Aspyra customers. The reciprocal agreement also allows
Allscripts to promote Aspyra's laboratory (LIS) and radiology (RIS) information systems, and Picture Archiving
Communication System (PACS) solutions to new and existing Allscripts customers.
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¢ Ciprico. Ciprico provides NAS storage with high redundancy, high speed, and high volume capabilities. Ciprico has
been a provider for the entertainment industry and is moving into the healthcare arena. They specialize in handling
large volumes of image data.

¢ IMIX Americas. IMIX is a manufacturer/distributor of Digital Radiography (DR) systems for diagnostic use in
hospitals, imaging centers and clinics. Aspyra resells and promotes IMIX’s DR systems nationally to new and
existing ASPYRA AccessNET and AccessMED PACS customers.

¢InSite One. ASPYRA and InSite One, Inc. have formed an alliance to provide ASPYRA’s software to InSite One
customers and InSite One’s remote and on-site archive and disaster recovery capabilities to ASPYRA customers.
This partnership offers facilities another method of compliance with HIPAA’s requirements for the protection of
patient information. It also provides a high level of redundancy and disaster recovery capabilities at an affordable
price.

¢ Konica Minolta Medical Imaging USA. Konica is a manufacturer/distributor of digital and traditional imaging
products for diagnostic use by hospitals, imaging centers, clinics and private practice physicians - the same audience
Aspyra markets its RIS and PACS product solutions to. Aspyra resells Konica Minolta’s Xpress CR product line
nationally to new and existing Aspyra PACS customers.

e Meridian Technique. ASPYRA has formed a partner relationship with Meridian Technique to provide customers
with their OrthoView® product for orthopedic templating. Meridian’s OrthoView provides access to templates from
prosthetic manufacturer.

® Microsoft®. As a Microsoft® Certified Partner, the Company reached the highest level within the program by
earning the ISV/Software Solutions Competency for its AccessNET PACS, and the Networking Infrastructure
Solutions Competency.

e NAI Tech Products. NAI Tech Products provides DICOM connectivity solutions for non-DICOM compliant
imaging modalities.

eBarco / Voxar®. Post processing options provide additional methods to review patient information and make a
diagnosis. MedVIEW® 5.0 integrates with Voxar’s 3D Plug n’ View to provide image post-processing options.

Warranties and Product Liability

The Company warrants that its products conform to their respective functional specifications for periods that vary
according to product category. The Company warrants its application software incorporated in its CIS and DIS
products for one year after installation. The warranty periods may differ depending on the program that the products
are sold under. However, customers may elect to enter into extended service agreements with the Company that
further extends such warranties. The computers and other hardware components that the Company currently sells as
part of its CIS and DIS products are subject to the warranties of their manufacturers. The manufacturers generally
warrant their products against faulty material and workmanship for one to three years. The Company passes through
the manufacturer’s warranties to the end users and in most cases contracts with the manufacturers who are to provide
onsite warranty services through the manufacturer’s service network. The Company’s data acquisition products and
components are warranted against faulty materials and workmanship for 90 days.
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The Company currently carries an aggregate of $5,000,000 in product liability insurance. Management believes that
this amount of insurance is adequate to cover its risks. To further mitigate its risks, the Company’s standard hardware
sales/software license agreement as well as its service agreement expressly limits its liabilities and the warranties of its
products and services in accordance with accepted provisions of the Uniform Commercial code as adopted in most
states.

Copyrights, Patents and Trade Secrets

The Company holds patents protecting some of its proprietary technology, which it has either filed directly or received
through assignment. The Company has copyrighted the designs of its proprietary components and application
software. Patent or copyright protection may not be available for many of the Company’s products. A significant
portion of the Company’s proprietary technology is in the form of software. The Company has relied primarily on
copyright and trade secret protection of its software. Management believes that its business is more dependent upon
marketing, service, and knowledge than on patent or copyright protection. The Company has registered trademarks for
CyberLAB CyberMED, CyberRAD, CyberPATH, CyberPRINT, CyberTERM, CyberLINK, CyberMATE,
WebGateway, ImageWEB, ImageSTITCH and MedVIEW, and has applied to register its trademarks on its other
trade and company names. The Company has retained special intellectual property counsel to advise management on
the appropriate course to follow with respect to these issues and has continued to pursue measures to protect its
intellectual property.

Governmental Regulation

ASPYRA'’s products are subject to stringent government regulation in the United States and other countries. These
laws and regulations govern product testing, manufacture, labeling, storage, record keeping, distribution, sale,
marketing, advertising and promotion. The Company is also required to register as a medical device manufacturer
with the Federal Drug Administration (FDA) and comply with FDA regulations. The regulatory process can be
lengthy, expensive and uncertain, and securing clearances or approvals often requires the submission of extensive
testing and other supporting information. If we do not comply with regulatory requirements, we may be subject to
fines, recall or seizure of products, total or partial suspension of production, withdrawal of existing product approvals
or clearances, refusal to approve or clear new applications or notices and criminal prosecution.

The Federal Drug Administration (FDA) requires most Class I and Class II medical devices, which include the
Company’s Clinical Information System and Picture Archive Communications System products, to comply with the
FDA’s Quality System Regulation (QSR). Additionally, the FDA requires all medical devices utilizing software to
meet the design control requirements of the QSR. The Company completed an updated quality policy and a
modification of its internal policies to comply with this directive. Management believes that the QSR procedures have
an impact on its business to the extent that there are lengthened development cycles of new software and additional
costs are incurred. However, all of its competitors are faced with the same requirements. The Company’s Quality
System will, however, allow for a higher level of customer satisfaction, as the internal processes and software must go
through more rigorous audits and testing.

In general, the Company and its products are subject to direct governmental regulations applicable to manufacturers,
including those regulations promulgated under the Occupational Safety and Health Act, and by the Environmental
Protection Agency. The Company’s customers, however, are subject to significant regulation by the FDA, the Centers
for Medicare and Medicaid Services, the Department of Health and Human Services , the Centers for Disease Control,
and by state and local governmental authorities. Such regulations require the Company to comply with certain
requirements in order to sell its systems, and are a major focus of its development efforts in order to maintain the
regulatory compliance of its products. In addition, the HIPAA requirements indirectly and directly are applicable to
the Company and have been a focus of its new product development efforts during the last two fiscal years.
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Backlog

The Company’s backlog at December 31, 2008 was approximately $522,000 for software, hardware and interface
products, and approximately $1,915,000 for deferred services, compared to approximately $432,000 for software,
hardware and interface products, and $1,725,000 for deferred services, at December 31, 2007. The Company also has
annually renewable extended service agreements under contracts aggregating in excess of $6,000,000.

Employees

At March 30, 2009, the Company had 69 full time and 2 part time employees of whom 17 are involved in product
development, 12 in sales and marketing, 34 in technical services, training, and support, and 8 in administration. The
Company is not subject to any collective bargaining agreements and considers its employee relations to be good.

Item 1A. Risk Factors.

An investment in our shares involves a high degree of risk. Before making an investment decision, you should
carefully consider all of the risks described in this Report. If any of the risks discussed in this Report actually occur,
our business, financial condition and results of operations could be materially and adversely affected. If this were to
happen, the price of our shares could decline significantly and you may lose all or a part of your investment. The risk
factors described below are not the only ones that may affect us. Additional risks and uncertainties that we do not
currently know about or that we currently deem immaterial may also adversely affect our business, financial condition
and results of operations. Our forward-looking statements in this Report are subject to the following risks and
uncertainties. Our actual results could differ materially from those anticipated by our forward-looking statements as a
result of the risk factors below. See “Forward-Looking Statements.”

RISKS RELATED TO OUR BUSINESS
We have incurred losses recently that may adversely impact liquidity.

We have experienced operating losses and cash outflows. For the fiscal year ended December 31, 2008, our net loss
was $5,189,900. At December 31, 2008, our cash and cash equivalents totaled $779,630 and our working capital
deficit was $3,874,415. We cannot be certain that Aspyra will become profitable and sustain profitability. If Aspyra
does not become profitable and sustain profitability, the market price of our common stock will decline. The
Company’s primary source of working capital has been generated from the private placements and borrowings. The
Company’s results of operations for the fiscal year ended December 31, 2008 produced negative operating cash flow of
$1,686,024. Any decline in sales, delays in implementations where payments are tied to delivery and/or performance
of services or cancellations of contracts could have a negative effect on cash flow from operations and could in turn
increase our liquidity problem. If sales are not as expected, the Company will make certain cost cutting measures
beginning June 2009. We may require additional cash resources to sustain our business. The sale of convertible debt
securities or additional equity securities could result in additional dilution to our shareholders. The incurrence of
additional indebtedness would result in incurring debt service obligations and could result in operating and financial
covenants that would restrict our operations. There can be no assurance that any additional financing will be available
on acceptable terms, if at all.
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Any failure to successfully introduce future products into the market could adversely affect our business.

The commercial success of future products depends upon their acceptance by the medical community. Our future
product plans include capital-intensive clinical and diagnostic information systems. We believe that these products
can significantly reduce labor costs, improve patient care and offer other distinctive benefits to the medical
community. However, there is often market resistance to products that require significant capital expenditures or
which eliminate jobs through automation. We can make no assurance that the market will accept our future products
and systems, or those sales of our future products and systems will grow at the rates expected by our management.

If we fail to meet changing demands of technology, we may not continue to be able to compete successfully with
competitors.

The market for our products is characterized by rapid technological advances, changes in customer requirements and
frequent new product introductions and enhancements. Our future success depends upon our ability to introduce new
products that keep pace with technological developments, enhance current product lines and respond to evolving
client requirements. We have incurred, and we will need to continue to incur, significant research and development
expenditures in future periods as we strive to remain competitive. Our failure to meet these demands could result in a
loss of our market share and competitiveness and could harm our revenues and results of operations.

Our success depends on our ability to attract, retain and motivate management and other skilled employees.

Our future success and growth depend on the continued services of our key management and employees. The loss of
the services of any of these individuals or any other key employee could materially affect our business. Our future
success also depends on our ability to identify, attract and retain additional qualified personnel. Competition for
employees in our industry is intense and we may not be successful in attracting or retaining them. There are a limited
number of people with knowledge of, and experience in, our industry. We do not have employment agreements with
most of our key employees. However, we generally enter into agreements with our employees regarding patents,
confidentiality and related matters. We do not maintain life insurance on our employees. Our loss of key personnel,
especially without advance notice, or our inability to hire or retain qualified personnel, could have a material adverse
effect on sales and our ability to maintain our technological edge. We cannot guarantee that we will continue to retain
our key management and skilled personnel, or that we will be able to attract, assimilate and retain other highly
qualified personnel in the future.

If we do not protect our proprietary information and prevent third parties from making unauthorized use of our
products and technology, our financial results could be harmed.

We rely on a combination of confidentiality agreements and procedures and copyright, patent, trademark and trade
secret laws to protect our proprietary information. However, all of these measures afford only limited protection and
may be challenged, invalidated, or circumvented by third parties. Third parties may copy aspects of our products or
otherwise obtain and use our proprietary information without authorization. Third parties may also develop similar or
superior technology independently, including by designing around our patents. Furthermore, the laws of some foreign
countries do not offer the same level of protection of our proprietary rights as the laws of the United States, and we
may be subject to unauthorized use of our products in those countries. Any legal action that we may bring to protect
proprietary information could be expensive and may distract management from day-to-day operations. Unauthorized
copying or use of our products or proprietary information could result in reduced sales of our products.
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Third parties claiming that we infringe their proprietary rights could cause us to incur significant legal expenses and
prevent us from selling our products.

From time to time, we have received claims that we have infringed the intellectual property rights of others and may
receive additional claims in the future. Any such claim, with or without merit, could:

o be time consuming to defend;
o result in costly litigation;
o divert management’s time and attention from our business;
o require us to stop selling, to delay shipping or to redesign our products; or
o require us to pay monetary amounts as damages to our customers.

In addition, we license and use software from third parties in our business. These third party software licenses may not
continue to be available to us on acceptable terms. Also, these third parties may from time to time receive claims that
they have infringed the intellectual property rights of others, including patent and copyright infringement claims,
which may affect our ability to continue licensing their software. Our inability to use any of this third party software
could result in disruptions in our business, which could materially and adversely affect our operating results.

ASPYRA operates in a consolidating industry which creates barriers to market penetration.

The healthcare information technology industry in recent years has been characterized by consolidation by both
healthcare providers who are our customers and by those companies that we compete against. Large hospital chains
and groups of affiliated hospitals prefer to negotiate comprehensive contracts for all of their system needs with larger
vendors who offer broader product lines and services. The conveniences offered by these large vendors are
administrative and financial incentives that we cannot offer our customers.

Our products may be subject to government regulation in the future that could impair our operations.

Our products could be subject to stringent government regulation in the United States and other countries in the future.
Furthermore, we expect that the integration of our product and service offering will require us to comply with
regulatory requirements and that we will devote significant time and resources to this effort. These regulatory
processes can be lengthy, expensive and uncertain. Additionally, securing necessary clearances or approvals may
require the submission of extensive data and other supporting information.

Failure to comply with applicable requirements could result in fines, recall, total or partial suspension of distribution,
withdrawal of existing product or our inability to integrate our service and product offerings. If any of these things
occur, it could have a material adverse impact on our business.

Changes in government regulation of the healthcare industry could adversely affect our business.
Federal and state legislative proposals are periodically introduced or proposed that would affect major changes in the
healthcare system, nationally, at the state level or both. Future legislation, regulation or payment policies of Medicare,

Medicaid, private health insurance plans, health maintenance organizations and other third-party payers could
adversely affect the demand for our current or future products and our ability to sell our products on a profitable basis.
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Moreover, healthcare legislation is an area of extensive and dynamic change, and we cannot predict future legislative
changes in the healthcare field or their impact on our industry or our business.
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We are subject to the Health Insurance Portability and Accountability Act (HIPAA) and the cost of complying with
HIPAA may negatively impact our net income.

Our business is substantially impacted by the requirements of HIPAA and our products must maintain the
confidentiality of a patient’s medical records and information. These requirements also apply to most of our
customers. We believe our products meet the standards of HIPAA and may require our customers to upgrade their
systems, but our customers’ preoccupation with HIPAA may adversely impact sales of our products, and the costs of
compliance with HIPAA could have an impact on our product margins and selling, general and administrative
expenses incurred by us and could negatively impact our net income.

Defective products or product failure may subject us to liability and could substantially increase our costs.

Our products are used to gather information for professionals to make medical decisions, diagnosis, and

treatment. Accordingly, the manufacture and sale of our products entails an inherent risk of product liability arising
from an inaccurate, or allegedly inaccurate, test or procedure result. In the past, we have discovered errors and
failures in certain of our product offerings after their introduction and have experienced delayed or lost revenues
during the period required to correct these errors. Errors and failures in products released by us could result in
negative publicity, product returns, loss of or delay in market acceptance of our products, loss of competitive position
or claims by customers or others. Alleviating any of these problems could require significant expenditures of our
capital and resources and could cause interruptions, delays or cessation of our sales, which could cause us to lose
existing or potential customers and would adversely affect our operating results. We may be subject to product
liability claims as a result of any failure or errors in our products. If a customer is successful in proving its damages, it
could prove expensive and time-consuming to defend against these claims, and we could be liable for the damages
suffered by our customers and other related expenses, which could adversely affect our operating results. We
currently maintain product liability insurance coverage for up to $2 million per incident and up to an aggregate of $5
million per year. Although management believes this liability coverage is sufficient protection against future claims,
there can be no assurance of the sufficiency of these policies. We have not received any indication that our insurance
carrier will not renew our product liability insurance at or near current premiums; however, we cannot guarantee that
this will continue to be the case.

System or network failures could reduce our sales, increase costs or result in a loss of customers.

We rely on our management information systems to operate our business and to track our operating results. Our
management information systems will require modification and refinement as we grow and our business needs
change. If we experience a significant system failure or if we are unable to modify our management information
systems to respond to changes in our business needs, then our ability to properly run our business could be adversely
affected and could lead to a reduction in our sales, increase costs and a loss of customers.

Our evaluation of internal controls and remediation of potential problems will be costly and time consuming and could
expose weakness in our financial reporting.

While we believe that we currently have adequate internal control procedures in place, we are still exposed to
potential risks from recent legislation requiring companies to evaluate controls under Section 404 of the
Sarbanes-Oxley Act of 2002. We have evaluated our internal controls system to allow management to report on in the

current year and determined our controls are effective.

Factors outside of our control may adversely affect our operations and operating results.
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Our operations and operating results may be adversely affected by many different factors which are outside of our
control, including:
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e deterioration in economic conditions in any of the healthcare information technology industry, which could reduce
customer demand and ability to pay for our products and services;

epolitical and military instability, which could slow spending within our target markets, delay sales cycles and
otherwise adversely affect our ability to generate revenues and operate effectively;

e budgetary constraints of customers, which are influenced by corporate earnings and spending objectives;

e carthquakes, floods or other natural disasters affecting our headquarters located in Calabasas, California, an area
known for seismic activity, or our other locations worldwide;

o acts of war or terrorism; and
. inadvertent errors.

Any of these factors could result in a loss of revenues and/or higher expenses, which could adversely affect our
financial results.

Our international operations involve special risks that could increase our expenses, adversely affect our operating
results and require increased time and attention of our management.

We expect to generate approximately 10% of our revenues from customers located outside of the United States in the
fiscal year ending December 31, 2009. Our international operations are subject to risks in addition to those faced by

our domestic operations, including:

epotential loss of proprietary information due to piracy, misappropriation or laws that may be less protective of our
intellectual property rights;

® imposition of foreign laws and other governmental controls, including trade and employment restrictions;
. enactment of additional regulations or restrictions on imports and exports;

efluctuations in currency exchange rates and economic instability such as higher interest rates and inflation, which
could make our products more expensive in those countries;

e limitations on future growth or inability to maintain current levels of revenues from international sales if we do not
invest sufficiently in our international operations;

*  Jonger payment cycles for sales in foreign countries and difficulties in collecting accounts receivable;
o difficulties in staffing, managing and operating our international operations;
e difficulties in coordinating the activities of our geographically dispersed and culturally diverse operations; and
. political unrest, war or terrorism, particularly in areas in which we have facilities.
A portion of the Company’s transactions outside of the United States are denominated in foreign currencies. Our
functional currency is the U.S. dollar. Accordingly, our future operating results will continue to be subject to

fluctuations in foreign currency rates. Hedging foreign currency transaction exposures is complex and subject to
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uncertainty. We may be negatively affected by fluctuations in foreign currency rates in the future, especially if
international sales continue to grow as a percentage of our total sales.
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Changes to financial accounting standards and new exchange rules could make it more expensive to issue stock
options to employees, which would increase compensation costs and may cause us to change our business practices.

We prepare our financial statements to conform with generally accepted accounting principles, or GAAP, in the
United States. These accounting principles are subject to interpretation by the Public Company Accounting Oversight
Board, the SEC and various other bodies. A change in those policies could have a significant effect on our reported
results and may affect our reporting of transactions completed before a change is announced.

For example, we have used stock options and other long-term equity incentives as a fundamental component of our
employee compensation packages. We believe that stock options and other long-term equity incentives directly
motivate our employees to maximize long-term shareholder value and, through the use of vesting, encourage
employees to remain with our Company. The Financial Accounting Standards Board has issued Statement of
Financial Accounting Standards 123R that requires us to record a charge to earnings for employee stock option grants.
In addition, regulations implemented by the American Stock Exchange generally require shareholder approval for all
stock option plans, which could make it more difficult or expensive for us to grant stock options to employees. We
may, as a result of these changes, incur increased compensation costs, change our equity compensation strategy or
find it difficult to attract, retain and motivate employees, each of which could materially and adversely affect our
business, operating results and financial condition.

Risks Related to Our Common Stock

Future sales of our common stock would be dilutive to our current shareholders and could adversely affect our stock
price.

Future sales of substantial amounts of shares of our common stock in the public market, or the perception that these
sales could occur, may cause the market price of our common stock to decline. Increased sales of our common stock
in the market after exercise of stock options or warrants could exert significant downward pressure on our stock price.
These sales also might make it more difficult for us to sell equity or equity-related securities in the future at a time and
price we deem appropriate.

On March 26, 2008 the Company completed a private placement of promissory notes and warrants pursuant to a
Securities Purchase Agreement (the "Purchase Agreement") with various accredited investors. Pursuant to the
Purchase Agreement, the Company issued secured promissory notes from the Company in the principal amount of
$2,775,000. The notes are convertible into up to 5,427,273 shares of the Company’s Common Stock and have a
maturity date of March 26, 2010 and bear interest at the rate of 8% per annum compounded on each July 15 and
January 15. In April 2009, the note holders signed a waiver extending the maturity date of the convertible notes to
August 26, 2010. Pursuant to the terms of the Purchase Agreement, the Company issued warrants to purchase up to
an additional 5,496,646 shares of Common Stock. As a result, assuming the conversion of all promissory notes and
exercise of all the warrants, up to 10,923,919 shares of the Company’s Common Stock may be issued. On

February 12, 2009 the Company entered into a private placement transaction with various accredited

investors. Pursuant to the Purchase Agreement, the investors purchased secured promissory notes from the Company
in the principal amount of $1,000,000. The notes are convertible into up to 3,225,806 shares of the Company’s
Common Stock and have a maturity date of March 26, 2010 and bear interest at the rate of 12% per annum
compounded on each July 15 and January 15. In April 2009, the purchasers signed a waiver extending the maturity
date of the convertible notes to August 26, 2010. Pursuant to the terms of the transaction, the Company issued
warrants to purchase up to an additional 5,774,194 shares of Common Stock. In addition, the Company issued the
placement agent warrants to purchase up to 129,032 shares of Common Stock. As a result, assuming the conversion of
all promissory notes and exercise of all the warrants, up to 9,129,032 shares of the Company’s Common Stock may be
issued. Such issuances if it were to occur, would be highly dilutive of existing shareholders and may, under certain
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conditions affect a change of control of the Company.
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Our stock price may be volatile in the future, and you could lose the value of your investment.

The market price of our common stock has experienced significant fluctuations and our stock price may continue to
fluctuate significantly, and you could lose the value of your investment. The market price of our common stock may
be affected by a number of factors, including:

eannouncements of quarterly operating results and revenue and earnings forecasts by us, our competitors or our
customers;

efailure to achieve financial forecasts, either because expected sales do not occur or because they occur at lower
prices or on terms that are less favorable to us;

®rumors, announcements or press articles regarding changes in our management, organization, operations or prior
financial statements;

. changes in revenue and earnings estimates by securities analysts;
o announcements of planned acquisitions by us or by our competitors;
. announcements of new or planned products by us, our competitors or our customers;
o gain or loss of a significant customer;
o inquiries by the SEC, American Stock Exchange, law enforcement or other regulatory bodies; and
° acts of terrorism, the threat of war and economic slowdowns in general.

The stock market has experienced extreme price volatility, which has adversely affected and may continue to
adversely affect the market price of our common stock for reasons unrelated to our business or operating results.

Fluctuations in our quarterly financial results have affected the stock prices of ASPYRA in the past and could affect
our stock price in the future.

The quarterly financial results of ASPYRA have fluctuated in the past, and the quarterly financial results of the
combined company are likely to vary significantly in the future. A number of factors associated with the operation of
our business may cause our quarterly financial results to fluctuate, including our ability to:

. effectively align sales resources to meet customer needs and address market opportunities;
. effectively respond to competitive pressures; and
o effectively manage our operating expense levels.

A number of factors associated with our industry and the markets for our products, many of which are outside our
control, may cause our quarterly financial results to fluctuate, including:

o reduced demand for any of our products;

. timing and amount of orders by customers and seasonality in the buying patterns of customers;
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o cancellation, deferral or limitation of orders by customers;
o fluctuations in foreign currency exchange rates; and
. weakness or uncertainty in general economic or industry conditions.

Quarterly changes in our financial results could cause the trading price of our common stock to fluctuate significantly
after the merger. If our quarterly financial results or our predictions of future financial results fail to meet the
expectations of securities analysts and investors, our stock price could be negatively affected. Any volatility in our
quarterly financial results may make it more difficult for us to raise capital in the future or pursue acquisitions that
involve issuances of our stock or securities convertible into or exercisable for our stock. You should not rely on the
results of prior periods as predictors of our future performance.

Item 1B. Unresolved Staff Comments.
Not Applicable.
Item 2. Properties.

ASPYRA'’s headquarters are located in a leased facility in Calabasas, California. The facility was constructed in 1991
and comprises approximately 16,800 square feet with an effective base rental of approximately $29,444 per month,
plus common area maintenance costs and property taxes. The facility is leased under an extension of the original lease
that has a five year term that ends in October 2012 and is subject to cost of living adjustments in each year. All other
provisions of the original lease substantially remained the same.

The Calabasas facility is used as general offices and operations headquarters that includes warehousing, service and
support, training, development, and assembly. The Company considers the facility to be adequate for its intended
purposes. The Company carries adequate general liability insurance, as required by the respective leases, to cover any
risks concerning the facility.

ASPYRA also operates out of a leased facility in Jacksonville, Florida. The facility in Jacksonville was constructed in
1991 and comprises approximately 8,422 square feet with an effective base rental of approximately $11,010 per
month, plus common area maintenance costs and property taxes. The Jacksonville location is leased under an
extension of the original lease which has a five year term that ends in January 2012 and is subject to cost of living
adjustments in each year.

The Jacksonville facilities are used as general offices and for operations that includes service and support, training,
development, and product integration. The Company carries adequate general liability insurance, as required by its
respective leases, to cover any risks concerning the facilities.

ASPYRA'’s United Kingdom subsidiary Aspyra Technologies, Ltd. is located in Rickmansworth, United Kingdom. In
August 2008, a new lease was entered into for 2 years. The United Kingdom office is 285 square feet with a monthly
rent of $2,833. The facilities are used for general offices.

Item 3. Legal Proceedings.

There are no material active, pending, or threatened legal proceedings to which the Company is a party.
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From time to time we may be involved in litigation relating to claims of alleged infringement, misuse or
misappropriation of intellectual property rights of third parties. We may also be subject to claims arising out of our
operations in the normal course of business. As of the date of this Form 10-K, we are not a party to any such other
litigation that would have a material adverse effect on us or our business.
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Item 4. Submission of Matters to a Vote of Security Holders.
The Company did not submit any matter to a vote of its security holders during the fourth quarter of its fiscal year
ended December 31, 2008.

PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities.

Market information.
The Company’s common shares trade publicly on the NYSE Alternext under the symbol “APY”. The following table

sets forth for the periods indicated, the range of the high and low sale prices for the common shares as reported by the
NYSE Alternext. The prices do not include retail markups, markdowns, or commissions.

High Low

Fiscal 2007 ending December 31,

First Quarter $ 245 $ 1.60
Second Quarter 2.45 1.64
Third Quarter 2.35 1.60
Fourth Quarter 2.61 1.50
Fiscal 2008 ending December 31,

First Quarter 1.79 0.34
Second Quarter 0.90 0.32
Third Quarter 0.82 0.18
Fourth Quarter 0.71 0.01

Holders.

The number of shareholders of record of Common Shares of the Company as of March 30, 2009 was approximately
330. The Company also has approximately 975 beneficial holders of record whose shares are held in street name as of
March 30, 2009.

Dividends.

Holders of Common Shares are entitled to receive such dividends as may be declared by the Company’s Board of
Directors. The Company has never paid a cash dividend on its Common Shares and the Board of Directors currently
intends to retain any earnings for use in the Company’s business.

Securities authorized for issuance under equity compensation plans.

The following table represents securities authorized for issuance under our equity compensation plans as of

December 31, 2008:
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Equity Compensation Plan Information

Number of Number of securities
securities to be remaining available for
issued upon future issuance under
exercise of Weighted-average  equity compensation
options, exercise price of plans (excluding
warrants outstanding options, securities reflected in
Plan Category and rights warrants, and rights the first column)
Equity Compensation Plans approved by security
holders 1,290,875 $ 1.28 255,875
Equity Compensation Plans not approved by
security holders 1,750,000 - 1,750,000
Total 3,040,875 1.28 2,005,875

Recent sales of unregistered securities.

From time to time the Company has issued restricted common shares to its employees in lieu of compensation for
vacation pay. However, there were no such issuances of unregistered Common Shares during the years ended
December 31, 2008 and 2007. All sales of our of our restricted stock during 2008 have been reported in a Current
Report on Form 8-K or in a Quarterly Report on Form 10-Q.

Purchase of equity securities.

During the years ended December 31, 2008 and 2007, there were no repurchases of Common Shares.
Item 6. Selected Financial Data.

Not Applicable.

Item 7. Management’s Discussions and Analysis of Financial Condition and Results of Operations.
Overview

The following discussion relates to the consolidated business of ASPYRA, which includes the operations of its wholly
owned subsidiary Aspyra Diagnostic Solutions, Inc. (ADSI) formerly StorCOMM, Inc. and its wholly owned
subsidiary Aspyra Technologies, Ltd. (ATI) formerly StorCOMM Technologies, Ltd.

ASPYRA operates in one business segment determined in accordance with Statement of Financial Accounting
Standards (“SFAS”) No. 131, and generates revenues primarily from the sale of its Clinical and Diagnostic Information
Systems, which includes the license of proprietary application software, and may include the sale of servers and other
hardware components to be integrated with its application software. In connection with its sales of its products, the
Company provides implementation services for the installation, integration, and training of end users’ personnel. The
Company also generates sales of ancillary software and hardware, to its customers and to third parties. We recognize
these revenues under system sales in our consolidated financial statements. The Company also generates recurring
revenues from the provision of comprehensive post implementation services to its customers, pursuant to extended
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service agreements. We recognize these revenues under service revenues in our consolidated financial

statements. This service relationship is an important aspect of our business as the Company’s products are “mission
critical” systems that are used by healthcare providers in most cases 24 hours per day and 7 days per week. In order to
retain this service relationship we must keep our products current for competitive, clinical, diagnostic, and regulatory
compliance. Enhancements to our products in the form of software upgrades are an integral part of our business
model and are included as a contract obligation in our warranty and extended service agreements. In order to generate
such revenue opportunities our investment in software enhancements is significant and is a key component of our on
going support obligations.

Because of the nature of our business, ASPYRA makes significant investments in research and development for new
products and enhancements to existing products. Historically, ASPYRA has funded its research and development
programs through cash flow primarily generated from operations. Management anticipates that future expenditures in
research and development will continue at current levels.

Aspyra incurred a net loss applicable to shareholders of $5,189,900 or basic and diluted loss per share of $0.42 for the
year ended December 31, 2008 as compared to a net loss applicable to shareholders of $5,006,032 or basic and diluted
loss per share of $0.44 for the year ended December 31, 2007.

The operating losses incurred by the Company during the year ended December 31, 2008 were attributable to a
decrease in sales compared to the same periods in 2007, partially offset by lower costs as a result of actions taken in
the first quarter of 2008 to reduce personnel and other expenses. The results are more fully discussed in the following
section “Results of Operations.”

This management’s discussion and analysis compares the results of operation for the fiscal year ended December 31,
2008 with the fiscal year ended December 31, 2007.
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Results of Operations
Year Ended December 31, 2008 Compared to Year Ended December31, 2007

The following table sets forth certain line items in our condensed consolidated statement of operations as a percentage
of total revenues for the periods indicated:

Fiscal Year Ended Fiscal Year Ended
December 31, 2008  December 31, 2007

Revenues:

System sales 20.6% 31.5%
Service revenues 79.4 68.5
Total revenues 100.0 100.0

Cost of products and services sold:

System sales 25.3 249
Service revenues 28.8 27.7
Total cost of products and services 54.1 52.6
Gross profit 459 47.4
Operating expenses:

Selling, general and administrative 72.9 65.4
Impairment of goodwill 6.8 —
Research and development 21.4 22.9
Total operating

expenses 101.1 88.3
Operating loss (55.2) (40.9)
Loss before provision for income taxes (60.8) (41.0)

Provision for income

taxes 0.1 —
Net loss (60.9) (41.0)
Deemed dividend — (7.7)
Net loss applicable to common shareholders (60.9) (48.7)
Revenues

Sales for the fiscal year ending December 31, 2008 were $8,526,042, as compared to $10,272,247 for the fiscal year
ending December 31, 2007, an overall decrease of $1,746,205 or 17.0%. When analyzed by revenue category, sales of
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Clinical Information Systems (CIS) and Diagnostic Information Systems (DIS) decreased by $1,480,594 or 45.8% and
service revenues decreased by $265,611 or 3.8%. The decrease in sales of DIS products was primarily attributable to
the reduction in sales through the Company’s distributors and channel partners. Additionally, due to market
conditions, there has been a slowing of sales cycles. Management continues to believe that the importance of imaging
technologies such as the Company’s Radiology Information System (‘“RIS”) / Picture Archive Communication System
(“PACS?”) products justifies them as an investment by end users to improve efficiencies. The Company has been
rebuilding its sales force and hired several new experienced regional sales managers in an effort to capitalize on
market opportunities.

The decrease in service revenues is primarily attributable to a reduced number of post-implementation services
provided. If and when the Company’s installed base of CIS and DIS installations increases, then service revenues
would be expected to increase as well.

Sales cycles for Clinical Information Systems (CIS) and Diagnostic Information Systems (DIS) products are generally
lengthy and on average exceed six months from inception to closure. Because of the complexity of the sales process,
a number of factors that are beyond the control of the Company can delay the closing of transactions. Furthermore,
market conditions have also affected the length of the sales cycle. Additionally, the Company has been primarily
reliant on distributors and channel partners for the sales of its Diagnostic Systems and has been subject to inconsistent
flow of orders. ASPYRA’s sales force is now focusing on a direct sales model for the diagnostic system products to
supplement the distribution and channel network so that the Company will be less reliant on third parties for the sale
of its diagnostic systems. ASPYRA has completed new versions of its laboratory and radiology information systems
products, as well as its AccessRAD RIS/ PACS which it has begun marketing.
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The Company continues to seek strategic joint marketing partnerships with other companies, and channel

partners. We expect that the Company’s future operating results will continue to be subject to annual and quarterly
variations based upon a wide variety of factors, including the volume mix and timing of orders received during any
quarter or annual period. In addition, the Company’s revenues associated with CIS and DIS transactions may be
delayed due to customer related issues such as availability of funding, staff availability, IT infrastructure readiness,
and the performance of third party contractors, all of which are issues outside of the control of ASPYRA.

Cost of Products and Services Sold

Cost of products and services sold decreased by $791,110 or 14.6% for the fiscal year ended December 31, 2008 as
compared to the fiscal year ended December 31, 2007. The overall decrease in cost of sales was primarily attributable
to a decrease in labor costs of $348,366 or 12.2%, a decrease of $290,045 or 42.0% in material costs, and a decrease in
other costs of sales of $152,700 or 8.2%. The decrease in labor costs and other costs of sales was primarily attributable
to reduction of personnel and overhead. The decrease in material costs was attributable to the decrease in system sales
requiring hardware.

Cost of sales as a percentage of sales increased to 54% for the fiscal year ended December 31, 2008, as compared to
53% for the fiscal year ended December 31, 2007. The overall percentage increase in cost of sales, as a percentage of
sales, was primarily attributable to reduction in revenues as described above. Management believes the gross profit
margin will improve in fiscal 2009 due to reduced operating expense; however, the Company could experience
quarterly variations in gross margin as a result of the factors discussed above. Management was able to eliminate
redundant personnel and achieve operational synergies that yielded reductions in operating expenses during the fiscal
2008 which we expect to be evident in 2009.

Selling, General and Administrative Expenses

Selling, general, and administrative expenses decreased by $499,567 or 7.4% for the fiscal year ended December 31,
2008 as compared to the fiscal year ended December 31, 2007. The reduction of expenses was primarily attributable
to decreases of approximately $895,000 related to salaries, $28,000 in tradeshow expenses, $54,000 related to
insurance expenses, $136,000 in travel and lodging expenses, which were partially offset by an increase of $69,000 in
stock administration expenses, $211,000 in SFAS 123(R) stock-based compensation expense, $145,000 in recruitment
fees, $48,000 in legal and accounting expenses, and $140,000 consulting expenses related to the documentation of the
Company’s internal controls and consulting fees compared to the same period in fiscal 2007. Management continues to
evaluate cost reductions in some of its selling, general and administrative expenses while it also continues to plan
further investment in its marketing programs.

Impairment of Goodwill
Under SFAS 142 “Goodwill and Other Intangible Assets”, goodwill is not amortized but tested for impairment on an

annual basis, or whenever events or changes in circumstances indicate that the carrying value may not be
recoverable. As a result of the annual testing of goodwill, the Company recorded a goodwill impairment of $576,434
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Research and Development Expenses

Research and development expenses decreased $526,787 or 22.4% during the fiscal year ended December 31, 2008, as
compared to the fiscal year ended December 31, 2007. The decrease was primarily attributable to decreases in salaries
and expenses of personnel in product development. Current development expenses were attributable to the
development of AccessRAD, the RIS/PACS solution that integrates the Company’s CyberRAD radiology information
system with its AccessNET PACS system, and enhancements and new modules for the Company’s CIS and DIS
products. For its current fiscal year ended December 31, 2008 and fiscal year ended December 31, 2007, the
Company capitalized software costs of $530,313 and $825,412, respectively, which are generally amortized over the
estimated useful life not to exceed five years.

Interest and other income was $299,094 for the fiscal year ended December 31, 2008 as compared to $150,568 for the
fiscal year ended December 31, 2007 due to the settlement of an outstanding notes payable and outstanding accounts
payable, which was recorded in other income.

Interest and other expense was $777,749 for the fiscal year ended December 31, 2008 as compared to $167,991 for the
fiscal year ended December 31, 2007. The increase was primarily due to non-cash interest charges related to the value
of outstanding warrants, beneficial conversion, and debt issuance costs resulting from the private placement
transaction completed on March 26, 2008. See “Liquidity and Capital Resources” for additional information.

Income tax provision was $8,599 for the fiscal year ended December 31, 2008 as compared to $2,117 for the fiscal
year ended December 31, 2007.

As a result of the factors discussed above, the Company incurred a net loss applicable to common shareholders of
$5,189,900 or basic and diluted loss per share of $0.42 for the fiscal year ended December 31, 2008 as compared to a
net loss applicable to common shareholders of $5,006,032 or basic and diluted loss per share of $0.44 for the fiscal
year ended December 31, 2007.

Internal Revenue Code Section 382 imposes limitations on the utilization of net operating loss and tax credit
carryovers pursuant to an ownership change as a consequence of the merger with StorCOMM. The annual loss
limitation amount is $770,000. Accordingly the Company has reduced the state and federal net operating loss of
approximately $21,600,000 and $23,600,000, respectively. At December 31, 2008, the Company had state and federal
net operating loss carryforwards available to offset future taxable income of approximately $17,900,000 and
$20,000,000, respectively, which are net of Internal Revenue Code Section 382 limitations. These operating loss
carryforwards expire at various dates through 2028, and general business tax credit carryforwards available to offset
future state and federal income tax payable are approximately $552,000 and $936,000, respectively. While the Federal
general business tax credits expire at various dates through 2028, the state general business tax credits can be carried
forward indefinitely.

The Company annually evaluates the realization of the net deferred tax asset, taking into consideration prior earnings
history, projected operating results and the reversal of temporary tax differences. At December 31, 2008, the
Company evaluated the net deferred tax asset taking into consideration operating results and determined that a
valuation allowance of approximately $8,031,300 should be maintained.

Capital Resources and Liquidity
Historically, the Company’s primary need for capital has been to invest in software development, and in computers and
related equipment for its internal use. The Company invested $530,313 and $825,412, respectively, during fiscal 2008

and 2007 in software development. These expenditures related to investment in the Company’s new RIS/PACS
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integrated system, AccessRAD, enhancements to AccessNET, the new browser version of the Company’s LIS product,
CyberLAB, and other product enhancements. The Company anticipates expending additional sums during fiscal 2009
on product enhancements to all its products and the further development of AccessRAD. During fiscal 2008, the
Company invested an aggregate of $23,337 in fixed assets primarily consisting of computers and software, as
compared to an investment of $95,935 in fixed assets primarily consisting of computers, network infrastructure,
telephone and data communications systems, and software in 2007.
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As of December 31, 2008, the Company’s working capital amounted to a deficit of $3,874,415 compared to a working
deficit of $4,007,912, as of December 31, 2007. The reduction in deficit was primarily attributable to the private
placement transaction completed on March 26, 2008 with various current and new investors which is described in
more detail below.

At December 31, 2008, the Company’s credit facilities with its bank consisted of a revolving line of credit of
$1,300,000, of which $744,965 was outstanding. . The revolving line of credit is secured by the Company’s accounts
receivable and inventory. Advances are on a formula based on eligible accounts receivable and inventory balances.
The revolving line of credit is subject to certain covenants. As of December 31, 2008, the Company was not in
compliance with all covenants but had obtained a waiver from the bank. On March 31, 2009, the Company executed
agreements renewing its revolving line of credit in the aggregate amount of $1,300,000. The renewed revolving line
of credit is subject to certain covenants, which includes revised financial covenants and matures on May 27, 2010.
Management is considering additional financing to accelerate its business development plans which in turn may
improve its working capital position.

Cash used in operating activities was $1,686,024 for the fiscal year ended December 31, 2008, compared to cash used
in operating activities of $1,618,035 for the fiscal year ended December 31, 2007. The increase in cash used for
operating activities was primarily attributable to the net change in receivables, accrued liabilities and deferred service
contract.

Net cash used in investing activities totaled $553,650 for the 2008 fiscal year, compared to $921,347 used in investing
activities during the 2007 fiscal year. The change was primarily the result of a decrease in investment in fixed assets
and software capitalization costs compared to the prior fiscal year.

Cash provided by financing activities amounted to $2,142,004 during the 2008 fiscal year compared to cash provided
by financing activities of $2,344,731 in fiscal 2007. The decrease was primarily attributable to the exercise of
outstanding warrants and the change in restricted cash in 2007, partially offset by the Company completing the private
placement transaction described below on March 26, 2008.

The Company’s primary source of working capital has been generated from private placements of securities and from
borrowings. The Company has experienced a history of losses due to the integration of its businesses and the
significant investment in new products since the quarter ended March 31, 2005 and negative cash flows from
operations since the quarter ended December 31, 2005. An unanticipated decline in sales, delays in implementations
where payments are tied to delivery and/or performance of services or cancellations of contracts have had and in the
future could have a negative effect on cash flow from operations and could in turn create short-term liquidity
problems.

On March 26, 2008 the Company completed a private placement of promissory notes and warrants pursuant to a
Securities Purchase Agreement (the "Purchase Agreement") entered into with various accredited investors. Under the
terms of the Purchase Agreement, the investors purchased secured promissory notes from the Company in the
principal amount of $2,775,000. The notes are convertible into shares of the Company’s Common Stock at a
conversion price of $0.55 per share, subject to adjustment in the event of stock splits, stock dividends, and similar
transactions. The notes are convertible into up to 5,427,273 shares of the Company’s Common Stock, have a maturity
date of March 26, 2010 and bear interest at the rate of 8% per annum compounded on each July 15 and January 15. In
April 2009, the note holders signed a waiver extending the maturity date of the convertible notes to August 26, 2010.
Under the terms of the Purchase Agreement, the Company issued to the note holders three year warrants to purchase
up to an aggregate of 5,496,646 additional shares of Common Stock. In February 2009, the Company and purchasers
signed waivers extending the term of the warrants to March 26, 2012. As a result, assuming the conversion of all
promissory notes and exercise of all warrants issued in the private placement, up to 10,923,919 shares of the
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Company’s Common Stock may be issued. Such an issuance if it were to occur, would be highly dilutive to existing
shareholders and may, under certain conditions, effect a change of control of the Company. Simultaneously with the
execution of the Purchase Agreement, the Company and each of the investors entered into a Registration Rights
Agreement, pursuant to which each of the private placement investors shall be entitled to certain registration rights for
all of the shares issuable in the transaction.
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On February 12, 2009 the Company entered into a private placement transaction with various current and new
shareholders. Pursuant to the Purchase Agreement, the investors purchased secured promissory notes from the
Company in the principal amount of $1,000,000. The notes are convertible into shares of the Company’s Common
Stock at a conversion price of $0.31 per share, subject to adjustment in the event of stock splits, stock dividends, and
similar transactions. The notes are convertible up to 3,225,806 shares of the Company’s common stock and have a
maturity date of March 26, 2010 and bear interest at the rate of 12% per annum compounded on each July 15 and
January 15. In April 2009, the purchasers signed a waiver extending the maturity date of the convertible notes to
August 26, 2010. Pursuant to the terms of the transaction, the Company will issue three year warrants to purchase up
to an additional 5,774,194 of shares of Common Stock. In addition, the Company issued the placement

agents warrants to purchase up to 129,032 shares of Common Stock. As a result, assuming the conversion of all
promissory notes and exercise of all warrants, up to 9,129,032 shares of the Company’s Common Stock may be issued.
Such an issuance if it were to occur, would be highly dilutive of existing shareholders and may, under certain
conditions effect a change of control of the Company.

We believe that our current cash and cash equivalents, and cash flow from operations, will be sufficient to meet our
current anticipated cash needs, including for working capital purposes, capital expenditures and various contractual
obligations, for at least the next 12 months. If the Company is unable to generate cash from operations or meet
revenue targets or obtain new cash inflows from financing or equity offerings, the Company would need to take action
and reduce costs in order to operate for the next 12 months. This requires the Company to plan for potential courses
of action to reduce costs and look for new sources of financings and capital infusion. The Company has a detailed
strategic plan which outlines short and long term plans to improve its operations. If sales are not as expected, the
Company will make certain cost cutting measures beginning June 30, 2009. We may also require additional cash
resources due to changed business conditions or other future developments, including any investments or acquisitions
we may decide to pursue. If these sources are insufficient to satisfy our cash requirements, we may seek to sell debt
securities or additional equity securities or to obtain a credit facility with a lender. The sale of additional convertible
debt securities or equity securities could result in additional dilution to our stockholders. The incurrence of additional
indebtedness would result in increased debt service obligations and could result in additional operating and financial
covenants that would restrict our operations. In addition, there can be no assurance that any additional financing will
be available on acceptable terms, if at all. Although there are no present understandings, commitments or agreements
with respect to the acquisition of any other businesses, applications or technologies, we may from time to time
evaluate acquisitions of other businesses, applications or technologies.

Contractual Obligations

The following summarizes our contractual obligations at December 31, 2008 and the effects such obligations are
expected to have on liquidity and cash flow in future periods:

Contractual Less than 1 After 5
Obligations Total Year 1-3 Years 4-5 Years Years
Operating leases $ 1923386 $ 533,512 $ 1,063,547 $ 326,327 $ —-
Debt (1) $ 845525 $ 845525 $ —3 —$ —
Convertible notes $ 2,460,000 $ —$ 2,460,000 $ —3$ —-
Capital lease $ 421879 $ 190,231 $ 231,648 $ —3$ —
Total $ 5,650,790 $ 1,569,268 $ 3,755,195 $ 326,327 $ —
) Includes payment of interest of $50,560 in 20009.
28
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Seasonality, Inflation and Industry Trends

The Company’s sales are generally higher in the spring and fall but are subject to a number of factors related to its
customers’ budgetary cycles. Inflation has not had a material effect on the Company’s business since the Company has
been able to adjust the prices of its products and services in response to inflationary pressures. Management believes
that most phases of the healthcare segment of the computer industry will continue to be highly competitive, and that
potential healthcare reforms including the initiatives to establish a national standard for the electronic health record
may have a long-term positive impact on its business. The key issues driving demand for ASPYRA’s products are
industry concerns about patient care and safety issues, development of a national standard for the electronic health
record that will affect all clinical data, a shift from analog to digital imaging technologies, and regulatory
compliance. The Company has continued to invest heavily in new application modules to assist its customers in
addressing these issues. Management believes that new application modules and features that concentrate on such
issues will be key selling points and will provide a competitive advantage. In addition, management believes that the
healthcare information technology industry will be marked with more significant technological advances, which will
improve the quality of service and reduce costs.

Critical Accounting Policies and Estimates

Management’s discussion and analysis of ASPYRA’s financial condition and results of operations are based upon the
consolidated financial statements, which have been prepared in accordance with accounting principles generally
accepted in the United States of America. The preparation of these consolidated financial statements requires
management to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues and
expenses, and related disclosures of contingent assets and liabilities. On an on-going basis, management evaluates
estimates, including those related to the valuation of inventory and the allowance for uncollectible accounts
receivable. We base our estimates on historical experience and on various other assumptions that are believed to be
reasonable under the circumstances, the results of which form the basis for making judgments about the carrying
values of assets and liabilities that are not readily apparent from other sources. Actual results may differ from these
estimates under different assumptions or conditions. We believe the following critical accounting policies affect our
more significant judgments and estimates used in the preparation of our consolidated financial statements:

Inventory

The Company’s inventory is comprised of a current inventory account that consists of items that are held for resale and
a long-term inventory account that consists of items that are held for repairs and replacement of hardware components
that are serviced by the Company under long-term extended service agreements with its customers. Current inventory
is valued at the lower of cost to purchase or the current estimated market value of the inventory items. Inventory is
evaluated on a continual basis and reserve adjustments are made based on management’s estimate of future sales value,
or in the case of the long-term component inventory, on management’s estimation of the usage of specific inventory
items and net realizable value. Management reviews inventory quantities on hand and makes determination of the
excess or obsolete items in the inventory, which are specifically reserved. In addition, reserve adjustments are made
for the difference between the cost of the inventory and the estimated market value and charged to operations in the
period in which the facts that give rise to the adjustments become known. At December 31, 2008 the inventory
reserve was $136,989.

Accounts Receivable

Accounts receivable balances are evaluated on a continual basis and allowances are provided for potentially
uncollectible accounts based on management’s estimate of the collectability of customer accounts. If the financial
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condition of a customer were to deteriorate, resulting in an impairment of their ability to make payments, an additional
allowance may be required. Allowance adjustments are charged to operations in the period in which the facts that give
rise to the adjustments become known. The accounts receivable balance at December 31, 2008 was $806,996, net of
an allowance for doubtful accounts of $37,613.
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Revenue Recognition

Revenues are derived primarily from the sale of CIS and DIS products and the provision of services. The components
of the system sales revenues are the licensing of computer software, installation, and the sale of computer hardware
and sublicensed software. The components of service revenues are software support and hardware maintenance,
training, and implementation services. The Company recognizes revenue in accordance with the provisions of
Statement of Position (SOP) No. 97-2, “Software Revenue Recognition,” as amended by SOP No. 98-4, SOP 98-9 and
clarified by Staff Accounting Bulletin (SAB) 104 “Revenue Recognition in Financial Statements.” SOP No 97-2, as
amended, generally requires revenue earned on software arrangements involving multiple-elements to be allocated to
each element based on the relative fair values of those elements. The Company allocates revenue to each element in a
multiple-element arrangement based on the element’s respective fair value, with the fair value determined by the price
charged when that element is sold separately and specifically defined in a quotation or contract. Deferred revenue
related to CIS and DIS sales are comprised of deferrals for license fees, hardware, and other services for which the
implementation has not yet been completed and revenues have not been recognized. Revenues are presented net of
discounts. At December 31, 2008 deferred revenue was $521,520.

Post Implementation software and hardware maintenance services are marketed under monthly, quarterly and annual
arrangements and are recognized as revenue ratably over the contracted maintenance term as services are

provided. The Company determines the fair value of the maintenance portion of the arrangement based on the
renewal price of the maintenance charged to customers, professional services portion of the arrangement, other than
installation services, based on hourly rates which the Company charges for these services when sold apart from a
software license, and the hardware and sublicense of software based on the prices for these elements when they are
sold separately from the software. At December 31, 2008, deferred service contract income was $1,914,979.

Software Development Costs

Costs incurred internally in creating computer software products are expensed until technological feasibility has been
e