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PART I — FINANCIAL INFORMATION
Item 1. Financial Statements (unaudited)
Higher One Holdings, Inc.

Condensed Consolidated Balance Sheets
(In thousands of dollars, except share and per share amounts)

(unaudited)

September December

30,2013 31,2012
Assets
Current assets:
Cash and cash equivalents $11,830 $13,031
Investments in marketable securities 247 247
Accounts receivable, net 10,104 4,860
Income receivable 7,306 7,466
Deferred tax assets 19 37
Prepaid expenses and other current assets 14,139 10,890
Restricted cash 250 2,000
Total current assets 43,895 38,531
Deferred costs 4,188 4,665
Fixed assets, net 52,879 52,686
Intangible assets, net 58,867 38,143
Goodwill 66,548 47,000
Loan receivable related to New Markets Tax Credit financing 7,633 7,633
Other assets 1,066 740
Restricted cash 2,500 1,500
Total assets $237,576  $190,898

Liabilities and Stockholders' Equity
Current liabilities:

Accounts payable $3,122 $3,756
Accrued expenses 31,974 12,526
Contingent consideration, current portion - 2,230
Deferred tax liabilities - 356
Deferred revenue 22,014 16,027
Total current liabilities 57,110 34,895
Deferred revenue and other non-current liabilities 2,349 2,517
Loan payable and deferred contribution related to New Markets Tax Credit financing 9,258 9,490
Debt 100,000 80,000
Contingent consideration, non-current portion - 3,520
Deferred tax liabilities 3,982 2,764
Total liabilities 172,699 133,186

Commitments and contingencies (Note 7)

Stockholders' equity:
60 59
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Common stock, $0.001 par value; 200,000,000 shares authorized; 58,914,697 shares issued
and 47,001,671 shares outstanding at September 30, 2013; 58,045,404 shares issued and
46,660,781 shares outstanding at December 31, 2012

Additional paid-in capital 179,511 174,218
Treasury stock, 11,913,026 and 11,384,623 shares at September 30, 2013 and December 31,

2012, respectively (137,899) (131,903)
Retained earnings 23,205 15,338
Total stockholders' equity 64,877 57,712
Total liabilities and stockholders' equity $237,576  $190,898

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
1
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Higher One Holdings, Inc.
Condensed Consolidated Statements of Operations
(In thousands of dollars, except share and per share amounts)

(unaudited)

Three months ended

September 30,

2013 2012
Revenue:
Account revenue $33,234 $35,660
Payment transaction revenue 14,615 8,342
Higher education institution revenue 9,008 5,946
Other revenue 255 1,279
Revenue 57,112 51,227
Cost of revenue 24,999 21,838
Gross margin 32,113 29,389
Operating expenses:
General and administrative 16,404 11,902
Product development 2,822 1,380
Sales and marketing 4,884 3,182
Litigation settlement and related costs 16,320 -
Merger and acquisition related (326 ) 1,042
Total operating expenses 40,104 17,506
Income (loss) from operations (7,991 ) 11,883
Interest income 19 23
Interest expense (857 ) (185 )
Other income 406 77
Net income (loss) before income taxes (8,423 ) 11,798
Income tax expense (benefit) (2,929 ) 4,480
Net income (loss) $(5,494 ) $7,318
Net income (loss) available to common stockholders:
Basic $(5,494 ) $7,318
Diluted $(5,494 ) $7,318
Weighted average shares outstanding:
Basic 46,907,493 54,511,509
Diluted 46,907,493 57,246,289
Net income (loss) available to common stockholders per
common share:
Basic $(0.12 ) $0.13
Diluted $(0.12 ) $0.13

Nine months ended

September 30,
2013

$102,541
27,402
23,874
698
154,515
65,193
89,322

43,069

7,161

12,723

16,320

(4,791 )

74,482

14,840

58

(2,252 )

561

13,207

5,340
$7,867

$7,867
$7,867

46,630,343
48,360,447

$0.17
$0.16

2012

$112,803
17,843
14,597
2,678
147,921
60,303
87,618

34,205
3,371
8,995

1,042
47,613
40,005
87
(402
232
39,922
15,164
$24,758

$24,758
$24,758

54,837,154
57,903,692

$0.45
$0.43

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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Higher One Holdings, Inc.
Condensed Consolidated Statement of Changes in Stockholders' Equity
(In thousands of dollars, except shares)

(unaudited)
Additional Total
Common Stock Paid-in Treasury  Retained Stockholders'
Shares Amount Capital Stock Earnings Equity
Balance at December 31, 2012 46,660,781 $ 59 $174,218 $(131,903) $15,338 $ 57,712
Stock-based compensation - - 3,384 - - 3,384
Issuance of restricted stock 70,882 - - - - -
Tax benefit related to options - - 796 - - 796
Repurchase of common stock (528,403 ) - - (5,99 ) - (5,996 )
Exercise of stock options 798,411 1 1,113 - - 1,114
Net income - 7,867 7,867

Balance at September 30, 2013 47,001,671 $ 60 $179,511 $(137,899) $23,205 $ 64,877

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
3
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Higher One Holdings, Inc.

Condensed Consolidated Statements of Cash Flows
(In thousands of dollars)

(unaudited)

Cash flows from operating activities

Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization

Amortization of deferred finance costs

Non-cash fair value adjustment of contingent consideration
Stock-based compensation

Deferred income taxes

Income tax benefit related to exercise of stock options
Other income

Loss on disposal of fixed assets

Changes in operating assets and liabilities:

Accounts receivable

Income receivable

Deferred costs

Prepaid expenses and other current assets

Other assets

Accounts payable

Accrued expenses

Deferred revenue

Net cash provided by operating activities

Cash flows from investing activities

Purchases of available for sale investment securities
Proceeds from sales and maturities of available for sale investment securities
Purchases of fixed assets, net of changes in payables of ($153) and ($11,799), respectively
Cash paid for acquired businesses

Additions to internal use software

Amounts received from restricted cash

Deposits to restricted cash

Proceeds from development related subsidies

Net cash used in investing activities

Cash flows from financing activities

Proceeds from line of credit

Repayments of line of credit

Excess tax benefit related to stock options

Proceeds from exercise of stock options

Purchases of common stock

Net cash provided by (used in) financing activities

Net change in cash and cash equivalents

Cash and cash equivalents at beginning of period

Nine months ended

September 30,

2013 2012
$7,867 $24,758
10,587 7,336
332 102
(5,750 ) 310
3,261 3,226
880 (1,755 )
(796 ) (2,796 )
232 ) (@233 )
8 35
4,474 ) (2,624 )
160 (3,029 )
(920 ) (703 )
51 12,997
337 ) (114 )
(634 ) 799
20,363 (3,566 )
5,819 3,708
36,185 38,451
- (11,230)
- 26,728
(4,563 ) (22,499)
(47,250) (37,280)
(2,237 ) (2,061 )
2,000 -
(1,250 ) (2,615 )
- 330
(53,300) (48,627)
52,000 30,000
(32,000) -

796 2,796
1,114 2,939
(5,996 ) (37,600)
15,914 (1,865 )
(1,201 ) (12,041)
13,031 39,085
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Cash and cash equivalents at end of period $11,830 $27,044

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
4
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Higher One Holdings, Inc.
Notes to Condensed Consolidated Statements
(unaudited)

1. Nature of Business and Organization

Higher One Holdings, Inc., or HOH, is a leading provider of technology, data analytics and payment services to the
higher education industry. HOH, through its subsidiaries, provides a comprehensive suite of disbursement, payment
and data analytics solutions specifically designed for higher education institutions and their students and has
developed and acquired proprietary software-based solutions to provide these services. HOH is incorporated in
Delaware and maintains its headquarters in New Haven, Connecticut. HOH has a wholly-owned subsidiary, Higher
One, Inc., or HOI, which has two wholly-owned subsidiaries, Higher One Machines, Inc., or HOMI, and Higher One
Real Estate, Inc., or Real Estate Inc. HOI and HOMI together own 99% of Higher One Financial Technology Private
Limited, or HOFTPL. Real Estate Inc. has a 98% ownership interest in Higher One Real Estate SP, LLC, or Real
Estate LLC. HOMI and HOFTPL perform certain of our operational support functions. Real Estate Inc. and Real
Estate LL.C were each formed to hold and operate certain of our real estate. The terms “we,” “us,” “our,” the “Company” or
“Higher One,” unless the context otherwise requires, mean Higher One Holdings, Inc. and its subsidiaries.

2. Significant Accounting Policies
Basis of Presentation and Consolidation

The accompanying unaudited condensed consolidated financial statements and the related interim information
contained within the notes to such condensed consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America, or GAAP, and the applicable rules of the
Securities and Exchange Commission, or the SEC, for interim information and quarterly reports on Form 10-Q.

The unaudited condensed consolidated financial statements have been prepared on a consistent basis with the audited
consolidated financial statements included in our annual report on Form 10-K for the year ended December 31, 2012,
and in the opinion of management, include all normal recurring adjustments that are necessary for the fair statement of
our interim period results reported herein. The December 31, 2012 condensed consolidated balance sheet data was
derived from audited financial statements but does not include all disclosures required by GAAP. Due to seasonal
fluctuations and other factors, the results of operations for the three and nine months ended September 30, 2013 are
not necessarily indicative of the results to be expected for the full year.

The unaudited condensed consolidated financial statements reflect our financial position and results of operations,
including our majority and wholly-owned subsidiaries. All material intercompany transactions and balances have been
eliminated in consolidation.

The preparation of financial statements in conformity with GAAP requires management to make significant estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the

reporting periods. Actual results could materially differ from management’s estimates.

Basic and Diluted Net Income Available to Common Stockholders per Common Share

10
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Basic net income per common share excludes dilution for potential common stock issuances and is computed by
dividing net income available to common stockholders by the weighted-average number of common shares
outstanding for the period. Diluted net income per common share reflects the potential dilution that could occur if
securities or other contracts to issue common stock were exercised or converted into common stock. For the
calculation of diluted net income per common share, the basic weighted-average number of shares is increased by the
dilutive effect of restricted stock, warrants and stock options using the treasury-stock method. The treasury-stock
method assumes that the options or warrants are exercised at the beginning of the year (or date of issue if later), and
that we use those proceeds to purchase common stock for treasury at the average price for the reporting period.

The effect of stock options and warrants to purchase our common stock totaling 6,734,803 and 2,022,512 were not
included in the computation of diluted net income (loss) per common share for the three months ended September 30,
2013 and 2012, respectively, as their effect would be anti-dilutive. The dilutive effect of stock options and warrants
totaling 4,293,387 and 1,936,438 were not included in the computation of diluted net income per common share for
the nine months ended September 30, 2013 and 2012, respectively, as their effect would be anti-dilutive. Anti-dilutive
securities are securities that upon conversion or exercise increase earnings per share (or reduce the loss per share). In
periods when we recognize a net loss, we exclude the impact of outstanding stock awards from the diluted loss per
share calculation as their inclusion would have an antidilutive effect.

5

11
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Higher One Holdings, Inc.
Notes to Condensed Consolidated Statements
(unaudited)

Comprehensive Income

There are no comprehensive income items other than net income (loss). There are no recorded unrealized gains or
losses on the investments in marketable securities as of the balance sheet dates. Comprehensive income equals net
income for all periods presented.

Restricted Cash and Other Arrangements

During the three months ended September 30, 2013, we deposited $1.3 million in a restricted cash account with a
former bank partner.

We accept payments on behalf of educational institutions and subsequently remit these payments to the education
institutions. The amounts received are maintained in segregated accounts for the benefit of either the institution or the
payor. There were approximately $368.2 million and $251.8 million of such funds as of September 30, 2013 and
December 31, 2012, respectively. These deposits are not our funds and therefore are not included in the accompanying
condensed consolidated balance sheets.

Recent Accounting Pronouncements

There were no accounting standards adopted during 2012 or during the nine months ended September 30, 2013 which
had a material impact on our consolidated financial position, results of operations or liquidity. There are no new
accounting standards issued but not yet effective which we expect to have a material impact on our consolidated
financial position, results of operations, liquidity or disclosure.

3. Investments in Marketable Securities and Fair Value Measurements

The following table reflects the assets and liabilities carried at fair value measured on a recurring basis (in thousands):

Quoted

Prices in

Active

Markets

for Significant

Identical Other

Assets Observable Unobservable

(Level  Inputs Inputs

Total 1) (Level 2) (Level 3)
Fair values at September 30, 2013
Assets:
Certificate of deposit $247 $ - $ 247 $ -
Contingently returnable escrow receivable 3,300 - - 3,300
Total Assets $3,547 $ - $ 247 $ 3,300
Liabilities:
Contingent consideration $— $ - % - $ -

12
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Fair values at December 31, 2012

Assets:

Certificate of deposit $247 $ - $ 247 $ -
Liabilities:

Contingent consideration $5,750 $ - % - $ 5,750
6

13
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Higher One Holdings, Inc.
Notes to Condensed Consolidated Statements
(unaudited)

A summary of the activity of the fair value of the measurements using unobservable inputs (Level 3 Assets and
Liabilities) for the nine months ended September 30, 2013, is as follows (in thousands):

Beginning Ending Fair
Value of Gain Value of
Level 3 New Level 3 Recognized Level 3
Measurements Measurements in Earnings Measurements
Contingently returnable escrow receivable $ - $ 3,300 $ - $ 3,300
Contingent consideration $ 5,750 $GB,750 H)$ -

Our contingently returnable escrow receivable is valued using probability-weighted, future possible expected
outcomes. The unobservable input utilized in the determination of this receivable is our estimation of which clients
subject to the escrow agreement will assign their contracts to us (refer to "Note 8§ - Business Combinations" for
additional information related to this arrangement). The range of amounts which we may receive from escrow is
between $0 and $4.5 million. All amounts are expected to be distributed out of escrow by December 2013. The
contingently returnable escrow receivable is included in prepaid expenses and other current assets in the condensed
consolidated balance sheet.

Our contingent consideration liability is valued using probability-weighted, future possible expected outcomes and an
appropriate discount rate. The unobservable input utilized in the determination of this liability is our estimation of the
range of revenues which will be achieved by the Campus Labs business during 2013. The approximate range of
revenues utilized to estimate the contingent consideration liability was below $12.5 million as of September 30, 2013,
which is below the minimum threshold for payout. During the three months ending September 30, 2013, we adjusted
the range of revenues utilized to estimate the contingent consideration liability to reflect our current best estimates
regarding the revenue to be earned by the Campus Labs business during 2013. The $5.8 million adjustment recognized
in earnings during the nine months ended September 30, 2013 was recorded in the merger and acquisition related line
item in the consolidated statement of operations. The contingent consideration liability is sensitive to changes in our
estimate of revenues to be achieved by the Campus Labs business during 2013. For each $0.2 million increase or
decrease in the estimated revenues to be achieved by the Campus Labs business during 2013, the contingent
consideration liability would increase or decrease by approximately $0.7 million (undiscounted).

We had no unrealized gains or losses from investments as of December 31, 2012 or September 30, 2013 and there is
no difference between the amortized cost and fair value of the securities we held. The carrying amounts of our cash
equivalents, accounts receivable, accounts payable and accrued expenses approximates fair value because of the
short-term nature of these instruments. The carrying amount of our debt outstanding under our credit facility
approximates fair value because we recently entered into this loan agreement and is a Level 2 measurement. Our loan
receivable related to New Markets Tax Credit financing is a debt instrument that we classify as held to maturity and is
recorded at amortized cost. The carrying value of both our loan receivable and loan payable related to New Markets
Tax Credit financing approximates fair value as of September 30, 2013. Our loan payable and loan receivable related
to New Markets Tax Credit financing was estimated using discounted cash flow analysis based on rates for similar
types of arrangements and are considered Level 3 measurements.

4. Real Estate Development Project
At the end of 2011, we moved our headquarters into two commercial buildings located in New Haven, Connecticut.
We have provided two guarantees related to this real estate development project. We provided a guaranty to the State

of Connecticut Department of Economic and Community Development related to our obligation to repay the amounts

14
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which were granted to us if we fail to meet certain criteria. The maximum potential amount of future payments of this
guaranty is approximately $5.9 million. We also provided a guaranty related to tax credits that are expected to be
generated by an investment made by an unrelated entity into the real estate development project. In the event that we
cause either a recapture or disallowance of the tax credits expected to be generated under this program, we will be
required to repay the disallowed or recaptured tax credits plus an amount sufficient to pay the taxes on such
repayment, to the counterparty of the guaranty agreement. This guaranty will remain in place through 2018. The
maximum potential amount of future payments of this guaranty is approximately $6.0 million.

We currently believe that the requirement to make a payment under either of the guaranties described above is remote
and we have thus not recorded any liability on our balance sheet in connection with these guaranties.
7

15
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Higher One Holdings, Inc.
Notes to Condensed Consolidated Statements
(unaudited)

5. Credit Facility

On October 16, 2012, HOI entered into a five-year, $200.0 million, senior secured revolving credit facility, or the
Credit Facility. As of September 30, 2013, there were $100.0 million in borrowings outstanding, at a weighted
average interest rate of 2.4%, under the Credit Facility. We amended the Credit Facility in November 2013 to exclude
from our financial covenant calculations the loss related to the settlement of class action lawsuits (refer to "Note 7 -
Commitments and Contingencies" for additional information regarding the class action lawsuits). We are in
compliance with all of the applicable affirmative, negative and financial covenants of the Credit Facility. The amount
available to be drawn under the Credit Facility may be increased by an additional $100.0 million upon our request and
the agreement of the lenders party to the Credit Facility. The Credit Facility permits the issuance of letters of credit of
up to $20.0 million and swing line loans of up to $10.0 million to fund working capital needs. Loans drawn under the
Credit Facility are payable in a single maturity on October 16, 2017.

6. Capital Stock
Treasury Stock

On August 1, 2012, our board of directors authorized a share repurchase program pursuant to which we were
permitted to repurchase up to $100.0 million of our issued and outstanding shares of common stock through August
15, 2013. During the nine months ended September 30, 2013, we purchased 528,403 shares of our common stock at a
cost of $6.0 million. All shares repurchased were held in treasury as of September 30, 2013. We do not have an
authorized share repurchase program as of September 30, 2013.

7. Commitments and Contingencies

From time to time we are subject to litigation relating to matters in the ordinary course of business, as well as
regulatory examinations, information gathering requests, inquiries and investigations.

We are a defendant in a series of putative class action lawsuits. The cases are as follows: Ashley Parker, et al. v.
Higher One Holdings, Inc. et al., filed on July 3, 2012 in the United States District Court for the Northern District of
Mississippi, Eastern Division; Jeanette Price et al. v. Higher One Holdings, Inc. et al., filed on July 27, 2012 in the
United States District Court for the District of Connecticut; John Brandon Kent et al. v. Higher One Holdings, Inc. et
al., filed on August 17, 2012 in the United States District Court for the Middle District of Alabama, Northern
Division; Jonathan Lanham et al. v. Higher One Holdings, Inc. et al., filed on October 2, 2012 in the United States
District Court for the Western District of Kentucky, Louisville Division; Aisha DeClue et al. v. Higher One, Inc., et
al., filed on November 5, 2012 in the St. Louis County Circuit Court of Missouri; and Jill Massey et al. v. Higher One
Holdings, Inc. et al., filed on November 6, 2012 in the United States District Court for the Southern District of Illinois,
East Saint Louis Division. We filed a motion with the Judicial Panel on Multidistrict Litigation, or JPML, asking the
Panel to transfer to a single court the first three cases named above (and any additional tag-along cases) for
coordinated or consolidated pretrial proceedings. On December 11, 2012 and December 21, 2012, the JPML ruled in
our favor and the Parker, Kent, Price, Lanham, and Massey actions were transferred to the District of Connecticut.
This consolidated case is captioned In re Higher One OneAccount Marketing and Sales Practices Litigation, or the
MDL. Plaintiffs have since filed a consolidated amended complaint in the MDL. It generally alleges, among other
things, violations of state consumer protection statutes (predicated, in part, on alleged violations of Department of
Education rules and violations of the federal Electronic Funds Transfer Act) and various common law claims. On
April 22, 2013, we filed a motion to dismiss the case. On December 21, 2012, Higher One removed the DeClue case

16
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to the United States District Court for the Eastern District of Missouri. On December 27, 2012, the JPML issued a
conditional transfer order with respect to the DeClue action, which the DeClue plaintiffs have opposed. The JPML
overruled that opposition and the DeClue case has been transferred to the District of Connecticut to proceed as part of
the MDL. In DeClue, plaintiff has filed a motion to remand the case to state court, but the court has stayed any
briefing on this motion until the MDL Court lifts the stay and enters a scheduling order.

In October 2013,we reached an agreement in principle on the key terms of a preliminary settlement that would resolve
the MDL. The terms of the preliminary settlement include a payment of approximately $15.0 million and an
agreement to make and/or maintain certain practice changes. The parties remain in negotiations and a final settlement
agreement is contingent upon (a) reaching agreement on the remaining terms, (b) obtaining corporate approvals of the
final agreement, and (c) court approval. There can be no assurance that these conditions will be satisfied as
contemplated in the agreement in principle.

During the quarter ended September 30, 2013, we recorded an accrual for an estimated charge of $16.3 million to
reflect our current estimate of the resolution, inclusive of additional legal and other administrative costs, based on the
agreement in principle. While this estimate is consistent with our view of the current exposure based on the
agreement in principle, the actual loss or range of such loss could vary materially from the current estimate if the
settlement is not finalized and approved.

8
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Higher One Holdings, Inc.
Notes to Condensed Consolidated Statements
(unaudited)

In February 2009 and September 2010, Higher One, Inc. filed two separate complaints against TouchNet Information
Systems, Inc., or TouchNet, in the United States District Court for the District of Connecticut alleging patent
infringement related to TouchNet's offering for sale and sales of its “eRefund” product in violation of two of our patents.
In the complaints, we sought judgments that TouchNet has infringed two of our patents, a judgment that TouchNet
pay damages and interest on damages to compensate us for infringement, an award of our costs in connection with
these actions and an injunction barring TouchNet from further infringing our patents. TouchNet answered the
complaint and asserted a number of defenses and counterclaims, including that it does not infringe our patent, that our
patent is invalid or unenforceable and certain allegations of unfair competition and state and federal antitrust
violations. In addition, TouchNet's counterclaims sought dismissal of our claims with prejudice, declaratory judgment
that TouchNet does not infringe our patent and that our patent is invalid or unenforceable, as well as an award of fees
and costs related to the action, and an injunction permanently enjoining us from suing TouchNet regarding
infringement of our patent. The parties are currently in the discovery stage of the proceeding. Although we intend to
pursue the matter vigorously, there can be no assurances of our success in these proceedings.

In accordance with applicable accounting guidance, we establish a liability for these matters if and when they were to
present loss contingencies that were both probable and reasonably estimable.

8. Business Combinations

On August 7, 2012, we acquired substantially all of the assets of Campus Labs, LLC, or Campus Labs. The Campus
Labs business provides specialized, comprehensive assessment programs that combine data collection, reporting,
organization, and campus-wide integration for higher education institutions. The net assets and results of operations of
the acquired assets of Campus Labs, LLC are included in our consolidated financial statements from August 8, 2012.

On May 7, 2013, we entered into an Asset Purchase Agreement with Sallie Mae, Inc., or Sallie Mae, to purchase
substantially all of the assets of Sallie Mae’s Campus Solutions business, or Campus Solutions, for consideration of
approximately $47.3 million in cash, $5.2 million of which was deposited into escrow and will be released to Sallie
Mae or us depending on the assignment of certain client contracts. We recorded a contingently returnable escrow
receivable of $3.3 million at the time of the acquisition which was the fair value of the amount we expect to receive
from the amounts deposited in escrow. The purchase consideration is also subject to certain post-closing adjustments,
including working capital adjustments.

We completed the acquisition on May 7, 2013, and used borrowing available under our Credit Facility to pay the
purchase price and related transaction costs. The Campus Solutions business provides refund disbursement and
payment processing solutions, including tuition payment plans, to education institutions. The acquisition of the
Campus Solutions business significantly increases the number of our higher education institution clients to whom we
provide refund disbursement and payment processing services. The net assets and results of operations of the Campus
Solutions business are included in our consolidated financial statements beginning May 8, 2013. Assets acquired and
liabilities assumed were recorded at their fair values as of May 7, 2013.

Under the acquisition method of accounting, the total fair value of consideration transferred was allocated to Campus
Solution’s net tangible and intangible assets based on their estimated fair values as of May 7, 2013. The
preliminary allocation of fair value of consideration transferred was allocated as follows (in thousands):

Assets acquired:
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Accounts receivable

Contingently returnable escrow receivable

Fixed assets

Intangible assets

Goodwill

Total assets acquired and fair value of consideration transferred
9

May 7,
2013
$770
3,300
92
23,540
19,548
$47,250
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Higher One Holdings, Inc.
Notes to Condensed Consolidated Statements
(unaudited)

The preliminary purchase price allocations for the Campus Solutions acquisition were based upon a preliminary
valuation and our estimates and assumptions for these acquisitions are subject to change as we obtain additional
information for our estimates during the respective measurement periods. The primary areas of those purchase price
allocations that are not yet finalized relate to the contingently returnable escrow receivable, working capital accounts,
identifiable intangible assets and residual goodwill.

The following methods and inputs were utilized to determine fair value for the respective items:

Item Valuation technique Inputs
Contingentl o . . . .
gently Probability-weighted future Estimate of the contracts that will be assigned to us and the

returnable escrow . .

. possible outcomes amount to be paid from escrow to us for each such contract
receivable
Completed Income approach —relief ~ Estimated future revenue attributable to technology completed as
technology from royalty of the acquisition date, royalty rate and discount rate

Estimated future revenues attributable to existing higher education

Customer Income approach —excess . . . . . . .

) . . institution clients as of the acquisition date, estimated income
relationships earnings

associated with such revenue, royalty rate and discount rate

The acquired intangible assets will be amortized each year based on a straight-line method over the estimated useful
life of the asset.

Weighted-average

amortization
period (in years) ~ Amount
Customer relationships 11 $21,240
Completed technology 3 2,300
10 $23,540

Goodwill represents the excess of the fair value of consideration transferred for an acquired business over the fair
value of the net tangible and intangible assets acquired. Goodwill exists in the transaction as a result of value beyond
that of the tangible and other intangible assets, attributable to synergies that exist in the combined business, including
a planned migration to a single technology platform. Goodwill of $19.5 million is deductible for tax purposes.

The Campus Solutions business does not constitute a separate operating segment. Our strategy is to integrate the
Campus Solutions business into our existing business. We have also concluded that our operating segment is a single
reporting unit. Our single operating segment does not have any components that constitute a separate business for
which discrete information will be available. We plan to operate the combined enterprise as one integrated business.
Accordingly, the goodwill arising from the acquisition was assigned to our single operating segment and single
reporting unit.

The change in carrying value of goodwill for the nine months ended September 30, 2013 was as follows (in
thousands):

Balance at December 31, 2012 $47,000
Acquisition of Campus Solutions 19,548
Balance at September 30, 2013  $66,548
10
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Higher One Holdings, Inc.
Notes to Condensed Consolidated Statements
(unaudited)

We reported total aggregate revenues of approximately $7.8 million and $14.4 million from the acquisitions of the
Campus Labs and Campus Solutions businesses during the three and nine months ended September 30, 2013,
respectively.

The pro forma financial information for the three and nine months ended September 30, 2013 and 2012 is provided for
illustrative purposes only and assumes that the acquisitions of the Campus Labs and Campus Solutions businesses
occurred on January 1, 2012. The historical results of the Campus Labs and Campus Solutions businesses are
included through August 7, 2012 and May 7, 2013, respectively. This pro forma financial information (in thousands,
except per share data) should not be relied upon as being indicative of the historical results that would have been
obtained if the acquisitions had actually occurred on that date, nor of the results that may be obtained in the future.
The pro forma financial information for all periods presented also includes amortization expense from acquired
intangible assets, adjustments to interest expense, interest income and related tax effects.

Three Months

Ended Nine Months Ended

September 30, September 30,
in thousands (other than per share information) 2013 2012 2013 2012
Revenues $57,112 $57,827 $163,355 $169,216
Net income (loss) $(5,494) $4,998 $4,804 $15,853
Basic earnings (loss) per share $(0.12 ) $0.09 $0.10 $0.29
Basic weighted average number of common shares outstanding 46,907 54,512 46,630 54,837
Diluted earnings (loss) per share $(0.12 ) $0.09 $0.10 $0.27
Diluted weighted average number of common and common equivalent
shares outstanding 46,907 57,246 48,360 57,904
11
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The information contained in this section should be read in conjunction with our audited consolidated financial
statements and related notes as included in our annual report on Form 10-K for the year ended December 31, 2012 and
information contained elsewhere in such annual report on Form 10-K and in this quarterly report on Form 10-Q. The
discussion contains forward-looking statements (as defined in the Private Securities Litigation Reform Act of 1995)
involving risks, uncertainties and assumptions that could cause our results to differ materially from expectations. For
this purpose, any statements contained herein that are not statements of historical fact may be deemed to be
forward-looking statements. Without limiting the foregoing, the words “believes,” “anticipates,” “plans,” “expects,” “should”
similar expressions are intended to identify forward-looking statements. Factors that might cause these differences
include those described under “Risk Factors” and elsewhere in the annual report on Form 10-K and in this quarterly
report on Form 10-Q. The forward-looking statements included in this quarterly report on Form 10-Q are made only
as of the date of this report. We do not undertake any obligation to update or supplement any forward-looking
statements to reflect subsequent events or circumstances, except as required by law. We cannot assure you that
projected results or events will be achieved or will occur.

EEINT3 99 ¢

Overview

We believe that based on market share and the number of campuses using our products and services, we are a leading
provider of technology, payment services and data analytics to the higher education industry. We believe that none of
our competitors can match our ability to provide solutions for higher education institutions’ financial services needs,
including compliance monitoring, and, consequently, that we provide the most comprehensive suite of disbursement
and payment solutions specifically designed for higher education institutions and their students. We also provide
campus communities with convenient, cost-competitive and student-oriented banking services, which include
extensive user-friendly features.

Our products and services for our higher education institution clients include our Disbursement Services, which was
formerly referred to as our OneDisburse® service, our Payment Processing Services, which was formerly referred to
as our CASHNet® suite of payment transaction products and services and our Educational Services powered by
Campus Labs®. Through our bank partners, we offer our OneAccount service, which includes an FDIC-insured
checking account, a debit MasterCard® ATM card and other retail banking services, to the students of our higher
education institution clients that use our Disbursement Services.

On May 7, 2013, we entered into an Asset Purchase Agreement with Sallie Mae, Inc. to purchase substantially all of
the assets of its Campus Solutions business for consideration of $47.3 million in cash. We used borrowing available
under our Credit Facility to complete the acquisition. The Campus Solutions business provides business-to-business
solutions, including e-commerce and billing payment solutions, refund disbursement services and tuition payment
plan administration, to education institutions across the country. We believe the Campus Solutions business will create
new relationships with higher education institutions and provide an expanded number of higher education institutions
to which we can offer our current products and services. The net assets and results of operations of the Campus
Solutions business are included in our consolidated financial statements beginning May 8, 2013. The Campus
Solutions business includes three primary products and services, (1) Tuition Payment Plans, or TPP, which includes
the administration of educational tuition payment plans for schools; (2) NetPay, which includes an electronic payment
gateway allowing for one-time payments to be made from students to the school; and (3) refund processing, which
includes the processing of refund disbursements from schools to their students. We plan to migrate and convert the
clients of the Campus Solutions business from the legacy Campus Solutions technology to our other proprietary
technology platforms, including our disbursement services and payment processing services.

As of September 30, 2013, more than 600 campuses serving approximately 4.8 million students had purchased the
OneDisburse service. In total, there are more than 1,600 campuses servicing nearly 13 million students contracted to
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use at least one of our services, including those campuses and students now served as a result of the Campus Solutions
acquisition. We also serviced approximately 2.2 million OneAccounts as of September 30, 2013.

During the quarter ended September 30, 2013, we began working with Customers Bank as one of our bank partners
and our relationship with Cole Taylor Bank terminated. We transferred deposits from our previous bank partner on a
timely basis and without impact to our customers holding those accounts. As part of this change in bank partners, we
have made alterations to certain compliance processes to align with our bank partners’ processes. As part of our bank
partners’ oversight, we continue to evaluate our processes and procedures in these and other areas. These changes have
added more expenses on related personnel and may lead to decreases to the amount of account revenue that we earn.
Multiple bank partners with multi-regulatory oversight have led to a challenging and complex operating environment.
This is exemplified by the recent changes made to our compliance efforts when working with our bank partners. This
challenging environment also extends to the multiple regulators that have oversight on our industry. In the past year,
we have made various changes to the fee structure of the OneAccount to alleviate concerns regarding fees charged to
our customers.

In October 2013, we reached an agreement in principle on the key terms of a preliminary settlement that would
resolve the class action litigation that was filed against us in 2012, referred to collectively as, In re Higher One
OneAccount Multi-District Litigation. The terms of the preliminary settlement include a payment of approximately
$15.0 million and an agreement to make and/or maintain certain practice changes. We remain in negotiations and a
final settlement agreement is contingent upon (a) reaching agreement on the remaining terms, (b) obtaining corporate
approvals of the final agreement, and (c) court approval. There can be no assurance that these conditions will be
satisfied as contemplated in the agreement in principle.

12
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During the quarter ended September 30, 2013, we recorded an accrual for an estimated charge of $16.3 million to
reflect our current estimate of the resolution, inclusive of additional legal and other administrative costs, based on the
agreement in principle. While this estimate is consistent with our view of the current exposure based on the
agreement in principle, the actual loss or range of such loss could vary materially from the current estimate if the
settlement is not finalized and approved.

Our revenue fluctuates as a result of seasonal factors related to the academic year. A large portion of our revenue is
either directly or indirectly dependent on academic financial aid received by students and in turn the number of
students enrolled at our higher education institution clients. Higher education institutions typically disburse financial
aid refunds to students at the start of each academic term. Distribution of financial aid disbursements through our
OneDisburse service (1) indirectly generates revenue through deposits of financial aid into OneAccounts, which
generates account revenue, and (2) directly generates revenue through our higher education institution clients’ use of
the OneDisburse service, which generates higher education institution revenue.

While revenue fluctuates over the course of the year, many of our expenses remain relatively constant, resulting in
disparities in our net income and adjusted net income from quarter to quarter. Typically, the second quarter accounts
for the smallest proportion of our revenues. This is primarily because the majority of financial aid is disbursed outside
of this time period and higher education institutions tend to enroll more new students during the third fiscal quarter.
We expect this trend to continue going forward.

Results of Operations for the Three Months Ended September 30, 2013 and 2012

The following tables summarize key components of our results of operations for the periods indicated, both in dollars
and as a percentage of total revenue:

Three Months Ended September 30,
(unaudited)
2013 % 2012 %
$ % of of
2013 2012 Change  Change Revenue Revenue
(in thousands)

Revenue:

Account revenue $33,234 $35,660 $(2,426 ) (6.8 %) 582 % 696 %
Payment transaction revenue 14,615 8,342 6,273 752 % 25.6 % 16.3 %
Higher education institution revenue 9,008 5,946 3,062 515 % 15.8 % 11.6 %
Other revenue 255 1,279 (1,024 ) (80.1 %) 04 % 2.5 %
Revenue 57,112 51,227 5,885 115 % 1000 % 1000 %
Cost of revenue 24,999 21,838 3,161 145 % 438 % 426 %
Gross profit 32,113 29,3890 2,724 9.3 % 562 % 574 %
Operating expenses:

General and administrative 16,404 11,902 4,502 37.8 % 28.7 % 23.2 %
Product development 2,822 1,380 1,442 1045 % 4.9 % 2.7 %
Sales and marketing 4,884 3,182 1,702 535 % 8.6 % 6.2 %
Litigation settlement and related costs 16,320 - 16,320 100.0 % 28.6 % 0.0 %
Merger and acquisition related (326 ) 1,042 (1,368 ) (131.3 %) (0.6 %) 2.0 %
Total operating expenses 40,104 17,506 22,598 129.1 % 70.2 % 34.1 %
Income (loss) from operations (7,991) 11,883 (19,874) (1672 %) (140 %) 232 %
Interest income 19 23 4 ) (174 %) 0.0 % 0.0 %
Interest expense (857 ) (185 ) (672 ) 3632 % (1.5 %) (0.4 %)
Other income 406 77 329 4273 % 0.7 % 0.2 %
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Net income (loss) before income taxes
Income tax expense

Net income (loss)

13

(8,423)

11,798

(2,929) 4,480
$(5,494) $7,318

(20,221) (1714 %) (14.7
(7,409 ) (1654 %) (5.1
$(12,812) (175.1 %) (9.6

%) 23.0
%) 8.7
%) 14.3

%
%
%
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Three Months Ended September 30, 2013 Compared to the Three Months Ended September 30, 2012
Revenue

Account Revenue

The decrease in account revenue was primarily due to a decrease in the service fees assessed to our customers during
the three months ended September 30, 2013. Our service fees decreased primarily as a result of changes we made to
our account fee schedule over the past year, including: (1) the removal of a fee which was previously assessed to
abandoned accounts, (2) the removal of a fee assessed to customers that had not repaid an overdraft balance within an
allotted time period, and (3) a decrease in the types of transactions which can produce an insufficient funds fee. Those
fee decreases were partially offset by a monthly fee that is assessed on OneAcounts that are not held by students and
do not deposit a minimum amount. As a result of these changes, we expect to continue to experience a decrease in the
amount of service fees assessed per account until each of these fee changes has been in place for a full year. The
removal of the fee which was previously assessed on abandoned accounts and change in the transaction types that
produce an insufficient funds fee were each implemented on January 1, 2013. The fee assessed on customers that had
not repaid their overdraft balance was eliminated on August 1, 2013. The decrease in service fees was partially offset
by an increase in interchange revenue that is primarily the result of certain incentives we earn from our issuing card
network and that was not included in interchange revenue in the prior year.

Payment Transaction Revenue

Slightly more than half of the increase in payment transaction revenue was due to the inclusion of revenue associated
with the NetPay and Tuition Payment Plan products associated with our acquisition of the Campus Solutions business.
An increase in payment processing services was the reason for the remainder of the increase. The increase in
payments processed was primarily the result of additional transaction volumes at higher education institutions that had
been clients prior to September 30, 2012, and to a lesser extent, at new clients. Payment processing transaction
volumes increased as a result of our inclusion of Visa as one of the payment methods during the three months ending
September 30, 2013.

Higher Education Institution Revenue

The increase in higher education institution revenue was primarily due to the inclusion of revenue from the acquisition
of the Campus Labs business in August 2012, which we now refer to as Educational Services powered by Campus
Labs, or Educational Services. Educational Services contributed approximately $3.1 million of revenue during the
three months ended September 30, 2013, an increase from $1.0 million in the prior year period. The increase in
revenue from Educational Services was the result of both the inclusion of a full three months of revenue in 2013,
compared to slightly more than one month in 2012, as well as year-over-year increases in client billings. The
remaining increase in higher education revenue was primarily a result of revenue associated with the Campus
Solutions line of business.

Other Revenue

As aresult of a change in our arrangement with MasterCard, which took effect in the fourth quarter of 2012, the
amount of revenue received from MasterCard, recorded as other revenue, has declined and was the main reason for the
decrease in other revenue compared to the three months ended September 30, 2012. When compared to the prior year
period, other revenue is expected to continue to be lower through the end of 2013.

Cost of Revenue

During the three months ended September 30, 2013, our cost of revenue increased at a slightly higher rate than our
revenues, resulting in a small decrease in our gross margin percentage. The increase in our cost of revenue was
primarily related to an increase in our payment processing costs associated with our payment transaction revenue. We
experienced a significant decrease in our provision for operational losses, but the decrease was offset by other costs,
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including customer service costs and expenses associated with the acquisition of our Campus Labs and Campus
Solutions businesses, including transaction processing costs, amortization expense of acquired intangible assets and
personnel related costs.

General and Administrative Expense

The increase in general and administrative expenses is primarily attributable to the following three factors: (i) our
personnel costs increased compared to the three months ended September 30, 2012 due to an increase in the number
of employees, (ii) we incurred approximately $1.0 million of non-recurring bank partner transition costs, and, to a
lesser extent, (iii) other professional fees.

14
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Product Development Expense

The increase in product development expense was primarily due to increases in personnel costs, a portion of which is
due to the employees hired in connection with our acquisition of the Campus Labs business in August 2012. We also
incurred transition related product development expenses associated with the Campus Solutions acquisition, which
increased our total product development costs during the nine months ended September 30, 2013.

Sales and Marketing Expense

The increase in sales and marketing expense was primarily due to increases in personnel costs, a portion of which is
due to the employees hired in connection with our acquisition of the Campus Labs and Campus Solutions businesses
and also higher amortization expense related to the such acquisitions.

Litigation Settlement and Related Costs

In October 2013, we reached an agreement in principle on the key terms of a preliminary settlement that would
resolve the class action litigation that was filed against us in 2012, referred to collectively as, In re Higher One
OneAccount Multi-District Litigation. The terms of the preliminary settlement include a payment of approximately
$15.0 million and an agreement to make and/or maintain certain practice changes. We remain in negotiations and a
final settlement agreement is contingent upon (a) reaching agreement on the remaining terms, (b) obtaining corporate
approvals of the final agreement, and (c) court approval. There can be no assurance that these conditions will be
satisfied as contemplated in the agreement in principle.

During the quarter ended September 30, 2013, we recorded an accrual for an estimated charge of $16.3 million to
reflect our current estimate of the resolution, inclusive of additional legal and other administrative costs, based on the
agreement in principle. While this estimate is consistent with our view of the current exposure based on the
agreement in principle, the actual loss or range of such loss could vary materially from the current estimate if the
settlement is not finalized and approved.

Merger and Acquisition Related

Our merger and acquisition related expenses include professional fees associated with the acquisition of the Campus
Solutions business in May 2013 of approximately $0.2 million, and a fair value adjustment to the contingent
consideration component of the purchase price of the Campus Labs acquisition from August 2012 which resulted in a
net reduction in operating expenses.

Our contingent consideration liability is measured at fair value on a recurring basis. It is valued using
probability-weighted, future possible expected outcomes and an appropriate discount rate. Our contingent
consideration liability is a potential earn-out payment which is calculated by multiplying the amount of 2013 revenues
for the acquired Campus Labs business in excess of $12.5 million, if any, by 3.5. During the three months ended
September 30, 2013 we recorded an adjustment of $0.5 million as a result of a decrease in the fair value of the
contingent consideration liability. The decrease in fair value of the contingent consideration liability was the result of
a decrease in the amount of revenues we expect to be earned during 2013 subject to the earn-out and the distribution
of potential outcomes. The contingent consideration payment is sensitive to changes in our estimates of the revenue to
be earned during 2013 as a result of the 3.5 multiplier referenced above. The fair value of the liability, as measured at
September 30, 2013, may diverge materially from the amount that we will pay to settle the liability. We will continue
to record fair value adjustments to the contingent consideration liability, if necessary, throughout the year ending
December 31, 2013 based on the amount of revenues we expect to earn during the year related to the acquired Campus
Labs business.
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Interest Expense

Our interest expense increased compared to the prior period as a result of an increase in the outstanding balance on our
credit facility. The amount outstanding on our Credit Facility ranged from $100 million to $112 million during the
three months ended September 30, 2013 and the average interest rate during the period was 2.4%.

Income Tax Expense

We recorded an income tax benefit during the three months ended September 30, 2013 as a result of net loss before
income taxes. The change in income tax expense (benefit) was primarily due to the decrease in net income before
taxes. The effective tax rates for the three months ended September 30, 2013 and 2012 were 34.8% and 38.0%,
respectively. Our effective rate is expected to be between 39% and 41% for the 2013 fiscal year. The change in our
expected effective rate from the rate previously disclosed is primarily the result of the loss we recorded on the
litigation settlement described above, which results in a larger impact related to permanent differences from book to
tax income.
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Results of Operations for the Nine Months Ended September 30, 2013 and 2012

The following table summarizes key components of our results of operations for the periods indicated, both in dollars
and as a percentage of total revenue:

Nine Months Ended September 30,

(unaudited)
2013 % 2012 %
$ % of of

2013 2012 Change Change Revenue Revenue

(in thousands)
Revenue:
Account revenue $102,541 $112,803 $(10,262) (9.1 %) 664 % 763 %
Payment transaction revenue 27,402 17,843 9,559 53.6 % 17.7 % 12.1 %
Higher education institution revenue 23,874 14,597 9,277 63.6 % 155 % 9.9 %
Other revenue 698 2,678 (1,980 ) (739 %) 04 % 1.8 %
Revenue 154,515 147,921 6,594 4.5 % 1000 % 1000 %
Cost of revenue 65,193 60,303 4,890 8.1 % 422 % 408 %
Gross profit 89,322 87,618 1,704 1.9 % 578 % 592 %
Operating expenses:
General and administrative 43,069 34,205 8,864 259 % 279 % 23.1 %
Product development 7,161 3,371 3,790 1124 % 4.6 % 2.3 %
Sales and marketing 12,723 8,995 3,728 414 9% 8.2 % 6.1 %
Litigation settlement and related costs 16,320 - 16,320 1000 % 10.6 % 0.0 %
Merger and acquisition related 4,791 ) 1,042 (5,833 ) (559.8 %) (3.1 %) 0.7 %
Total operating expenses 74,482 47,613 26,869 564 % 482 % 32.2 %
Income from operations 14,840 40,005 (25,165) (629 %) 9.6 % 2710 %
Interest income 58 87 (29 ) 333 %) 0.0 % 0.1 %
Interest expense (2,252 ) (402 ) (1,850 ) 4602 % (1.5 %) (0.3 %)
Other income 561 232 329 1418 % 04 % 0.2 %
Net income before income taxes 13,207 39,922 (26,715) (669 %) 8.5 % 2710 %
Income tax expense 5,340 15,164 (9,824 ) (648 %) 3.5 % 10.3 %
Net income $7,867 $24,758 $(16,891) (682 %) 5.1 % 167 %

Nine Months Ended September 30, 2013 Compared to the Nine Months Ended September 30, 2012
Revenue

Account Revenue

The decrease in account revenue was primarily due to a decrease in the service fees assessed to our customers during
the nine months ended September 30, 2013. Our service fees decreased primarily as a result of changes we made to
our account fee schedule over the past year, including: (1) the removal of a fee which was previously assessed to
abandoned accounts, (2) the removal of a fee assessed to customers that had not repaid an overdraft balance within an
allotted time period, and (3) a decrease in the types of transactions which can produce an insufficient funds fee. Those
decreases were partially offset by a monthly fee which is assessed on OneAcounts that are not held by students and
who do not deposit a minimum amount. As a result of these changes, we expect to continue to experience a decrease
in the amount of service fees assessed per account until each of these fee changes has been in place for a full year. The
removal of the fee which was previously assessed on abandoned accounts and change in the transaction types that
produce an insufficient funds fee were both implemented on January 1, 2013. The fee assessed on customers that had
not repaid their overdraft balance was eliminated on August 1, 2013. The decrease in service fees was partially offset
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by an increase in interchange revenue which is primarily the result of certain incentives we earn from our issuing card
network which was not included in interchange revenue in the prior year.

Payment Transaction Revenue

The majority of the increase in payment transaction revenue was due to increases associated with our payment
processing services. Of the increase in revenue associated with payment processing, approximately three-quarters of
the increase was due to an increase in payments processed at higher education institutions that were clients prior to
September 30, 2012 and approximately one-quarter of the increase was due to the addition of higher education
institution clients that began utilizing the SmartPay payment module after September 30, 2012. In addition, revenue
associated with the NetPay and Tuition Payment Plan products that we acquired as part of the Campus Solutions
business contributed approximately slightly less than half of the overall increase in payment transaction revenue.
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Higher Education Institution Revenue

The increase in higher education institution revenue was primarily due to the inclusion of revenue from the acquisition
of the Campus Labs business in August 2012, which we now refer to as educational services powered by Campus
Labs. Educational services contributed approximately $7.8 million of revenue during the nine months ended
September 30, 2013, compared to $1.0 million in the nine months ended September 30, 2012. The remaining increase
in higher education revenue was a result of higher subscription revenue for our payment processing products as well
as revenue associated with the Campus Solutions business. The increase in subscription revenue was split nearly
evenly between revenue generated from the addition of new modules sold to previously existing higher education
institution clients, as well as sales of payment processing services to new higher education institution clients over the
course of the last twelve months.

Other Revenue

As aresult of a change in our arrangement with MasterCard, which took effect in the fourth quarter of 2012, the
amount of revenue received from MasterCard, which is recorded in other revenue, has declined and was the main
reason for the decrease in other revenue compared to the nine months ended September 30, 2012. When compared to
the prior year period, other revenue is expected to continue to be lower through the end of 2013.

Cost of Revenue

During the nine months ended September 30, 2013, our cost of revenue increased at a higher rate than revenue, which
resulted in a lower gross margin percentage compared to the nine months ended September 30, 2012. The increase in
our cost of revenue was primarily related to an increase in our payment processing costs associated with our payment
transaction revenue. We experienced a significant decrease in our provision for operational losses, but the decrease
was offset by other costs, including customer service costs and expenses associated with the acquisition of the
Campus Labs and Campus Solutions businesses, including transaction processing costs, amortization expense of
acquired intangible assets and personnel related costs.

General and Administrative Expense

The increase in general and administrative expenses is primarily attributable to the following four factors: (i) our
personnel costs increased compared to the nine months ended September 30, 2012 due to an increase in the number of
employees, (ii) our professional fees increased as a result of legal costs incurred related to our outstanding litigation,
(iii) our depreciation expense increased as a result of additional computer operations and technology support being
provided through internal resources, rather than outsourced service providers, and (iv) we incurred approximately $1.0
million of non-recurring bank partner transition costs in the three months ended September 30, 2013.

Product Development Expense

The increase in product development expense was primarily due to increases in personnel costs, a portion of which is
due to the employees hired in connection with our acquisition of the Campus Labs business in August 2012. We also
incurred transition related product development expenses associated with the Campus Solutions acquisition which
increased our total product development costs during the nine months ended September 30, 2013.

Sales and Marketing Expense

The increase in sales and marketing expense was primarily due to increases in personnel costs, a portion of which is
due to the employees hired in connection with our acquisitions of the Campus Labs and Campus Solutions businesses
and also higher amortization expense related to such acquisitions. In addition, we also experienced increases in certain
marketing costs associated both with additional programs designed for our higher education institution clients and also
their students.
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Litigation Settlement and Related Costs

In October 2013, we reached an agreement in principle on the key terms of a preliminary settlement that would
resolve the class action litigation that was filed against us in 2012, referred to collectively as, In re Higher One
OneAccount Multi-District Litigation. The terms of the preliminary settlement include a payment of approximately
$15.0 million and an agreement to make and/or maintain certain practice changes. We remain in negotiations and a
final settlement agreement is contingent upon (a) reaching agreement on the remaining terms, (b) obtaining corporate
approvals of the final agreement, and (c) court approval. There can be no assurance that these conditions will be
satisfied as contemplated in the agreement in principle.

During the quarter ended September 30, 2013, we recorded an accrual for an estimated charge of $16.3 million to
reflect our current estimate of the resolution, inclusive of additional legal and other administrative costs, based on the
agreement in principle. While this estimate is consistent with our view of the current exposure based on the
agreement in principle, the actual loss or range of such loss could vary materially from the current estimate if the
settlement is not finalized and approved.

Merger and Acquisition Related

Our merger and acquisition related expenses include professional fees associated with the acquisitions of the Campus
Labs and Campus Solutions businesses, certain employee related costs and a fair value adjustment to the contingent
consideration component of the purchase price of the Campus Labs acquisition from August 2012 which resulted in a
net reduction in operating expenses.

Our contingent consideration liability is measured at fair value on a recurring basis. It is valued using
probability-weighted, future possible expected outcomes and an appropriate discount rate. Our contingent
consideration liability is a potential earn-out payment which is calculated by multiplying the amount of 2013 revenues
for the acquired Campus Labs business in excess of $12.5 million, if any, by 3.5. During the nine months ended
September 30, 2013, we recorded an adjustment of $5.8 million as a result of a decrease in the fair value of the
contingent consideration liability. The decrease in fair value of the contingent consideration liability was the result of
a decrease in the amount of revenues we expect to be earned during 2013 subject to the earn-out and the distribution
of potential outcomes. The contingent consideration payment is sensitive to changes in our estimates of the revenue to
be earned during 2013 as a result of the 3.5 multiplier referenced above. The fair value of the liability, as measured at
September 30, 2013, may diverge materially from the amount that we will pay to settle the liability. We will continue
to record fair value adjustments to the contingent consideration liability, if necessary, throughout the year ending
December 31, 2013 based on the amount of revenues we expect to earn during the year related to the acquired Campus
Labs business.

Interest Expense

Our interest expense increased compared to the prior period as a result of an increase in the outstanding balance on our
Credit Facility (as defined below), including amounts drawn to finance the acquisition of the Campus Solutions
business. The amount outstanding on our Credit Facility ranged from $63 million to $112 million during the nine
months ended September 30, 2013 and the average interest rate during the period was 2.2%.

Income Tax Expense

The decrease in income tax expense was primarily due to the decrease in net income before taxes. The effective tax
rates for the nine months ended September 30, 2013 and 2012 were 40.4% and 38.0%, respectively. Our effective rate
is expected to be between 39% and 41% for the 2013 fiscal year. The change in our expected effective rate from the
rate previously disclosed is primarily the result of the loss we recorded on the litigation settlement described above
which results in a larger impact related to permanent differences from book to tax income.
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Liquidity and Capital Resources
Sources of Liquidity

Our primary sources of liquidity are cash flows from operations and borrowings under our Credit Facility, as defined
below. As of September 30, 2013, we had $11.8 million in cash and cash equivalents, $0.2 million in
available-for-sale investments and approximately $33.2 million in borrowing capacity available under our Credit
Facility. Our primary liquidity requirements are for working capital, capital expenditures, product development
expenses and general corporate needs. As of September 30, 2013, we had a working capital deficit of $13.2 million.

Senior Secured Revolving Credit Facility

In October 2012, we terminated our then existing credit facility and entered into a new five-year senior secured
revolving credit facility in an amount of $200.0 million, or the Credit Facility. As of September 30, 2013, we had
$100.0 million in borrowings outstanding, at a weighted average interest rate of 2.4%, under the Credit Facility. The
Credit Facility permits the issuance of letters of credit of up to $20.0 million and swing line loans of up to $10.0
million to fund working capital needs. Loans drawn under the Credit Facility are payable in a single maturity on
October 16, 2017. We amended the Credit Facility in November 2013 in order to exclude the loss related to the
settlement of the class action lawsuits from our financial covenant calculations.
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Each of HOH, HOMI, Real Estate Inc. and Real Estate LLC, or together with HOI, the Loan Obligors, is a guarantor
of HOI's obligations under the Credit Facility. Loans drawn under the Credit Facility are secured by a perfected first
priority security interest in all of the capital stock of HOI and its domestic subsidiaries, and substantially all of each
Loan Obligor's tangible and intangible assets, including intellectual property.

Amounts outstanding under the Credit Facility accrue interest at a rate equal to, at our option, either (i) the British
Bankers Association LIBOR Rate, or BBA LIBOR, plus a margin of between 1.75% and 2.25% per annum
(depending on our funded debt to EBITDA, as defined in the Credit Facility, ratio) or (ii) a fluctuating base rate tied to
the federal funds rate, the administrative agent's prime rate and BBA LIBOR, subject to a minimum of 2%. Interest is
payable on the last day of each interest period selected by us under the Credit Facility and, in any event, at least
quarterly. We pay a commitment fee ranging from 0.25% and 0.375% on the daily average undrawn portion of
revolving commitments under the Credit Facility, which accrues and is payable quarterly in arrears.

The Credit Facility contains certain affirmative covenants including covenants to furnish the lenders with financial
statements and other financial information and to provide the lenders notice of material events and information
regarding collateral. The Credit Facility also contains certain negative covenants that, among other things, restrict our
ability, subject to certain exceptions, to incur additional indebtedness, grant liens on our assets, undergo fundamental
changes, make investments, sell assets, make restricted payments, change the nature of our business and engage in
transactions with our affiliates. In addition, the Credit Facility contains certain financial covenants that require us to
maintain (1) EBITDA, as defined in the Credit Facility, as amended, on a consolidated basis for the prior four fiscal
quarters of at least $50 million, (2) a funded debt to EBITDA ratio of 2.50 to 1.00 or less between October 16, 2012
and December 31, 2014 and of 2.00 to 1.00 or less thereafter, and (3) a fixed charge coverage ratio of at least 1.25 to
1.00. We were in compliance with each of the applicable affirmative, negative and financial covenants of the Credit
Facility as of September 30, 2013.

Cash Flows

The following table presents information regarding our cash flows and cash and cash equivalents for the nine months
ended September 30, 2013 and September 30, 2012:

Nine Months Ended September

30,
$

2013 2012 Change

(unaudited)

(in thousands)
Net cash provided by (used in):
Operating activities $36,185 $38,451 $(2,266 )
Investing activities (53,300) (48,627) (4,673 )
Financing activities 15,914 (1,865 ) 17,779
Change in cash and cash equivalents (1,201 ) (12,041) 10,840

Cash and cash equivalents, end of period $11,830 $27,044 $(15,214)

The decrease in net cash provided by operating activities was primarily the result of a decrease in net income of $16.9
million. There was an increase of $2.0 million in non-cash adjustments to net income compared to the nine months
ended September 30, 2012 as a result of increases in depreciation and amortization expense and deferred income tax
expense, a decrease in the income tax benefit related to the exercise of stock options, offset by the impact of the fair
value adjustment of our contingent consideration liability. Changes in our working capital accounts accounted for an
increase in cash from operating activities as a result of an increase in our accrued liabilities associated with the loss
related to our litigation settlement.
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The increase in net cash used in investing activities primarily relates to our acquisition of the Campus Solutions
business which totaled $47.3 million. There was a decrease in purchases of fixed assets of $18.0 million compared to
the nine months ended September 30, 2012 as a result of expenditures on our real estate development project in the
prior year. We generated $15.5 million of cash from investing activities during the nine months ended September 30,
2012 through the net activity related to the available for sale securities we held last year.

We believe that our cash flows from operations, together with our existing liquidity sources, will be sufficient to fund
our operations and anticipated capital expenditures over at least the next twelve months.

The cash provided by financing activities was primarily related to amounts drawn on our Credit Facility to finance the
acquisition of the Campus Solutions business. During the three months ended September 30, 2013, we made
repayments of $12.0 million on our Credit Facility. In total, during the nine months ended September 30, 2013 the
balance on our Credit Facility has increased by $20.0 million, primarily as a result of amounts drawn to finance the
acquisition of the Campus Solutions business. We also used approximately $6.0 million to purchase our common
stock through our authorized share purchase program during the three months ended March 31, 2013.
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Supplemental Financial and Operating Information

Three Months Nine Months
Ended Ended
September 30, September 30,
2013 2012 2013 2012
(unaudited)

(in thousands)

Adjusted EBITDA $14,339 $16,708 $41,784 $51,841
Adjusted net income $6,896 $9,259 $21,070 $29,502
Number of students enrolled at OneDisburse client higher education

institutions at end of period 4,752 4,589 4,752 4,589
Number of OneAccounts at end of period 2,194 2,083 2,194 2,083

We define adjusted EBITDA as net income before interest, income taxes and depreciation and amortization, or
EBITDA, further adjusted to remove the effects of stock-based compensation expense, incremental expenses (or
income), certain of which are non-cash, directly related to merger and acquisition activities, litigation settlement costs
related to a series of class action lawsuits and non-recurring costs associated with our transition to a new bank partner
relationship. Neither EBITDA nor adjusted EBITDA should be considered as an alternative to net income, operating
income or any other measure of financial performance calculated and presented in accordance with GAAP. Our
EBITDA and adjusted EBITDA may not be comparable to similarly titled measures of other organizations because
other organizations may not calculate EBITDA and adjusted EBITDA in the same manner as we do.

The following table presents a reconciliation of net income, the most comparable GAAP measure, to EBITDA and
adjusted EBITDA for each of the periods indicated:

Three Months Nine Months
Ended Ended
September 30, September 30,
2013 2012 2013 2012
(unaudited)

(in thousands)

Net income (loss) $(5,494) $7,318 $7,867 $24,758
Interest income 19 Hy 23 ) B8 ) @®7 )
Interest expense 857 185 2,252 402
Income tax expense (2,929 ) 4,480 5,340 15,164
Depreciation and amortization 3,989 2,805 10,587 7,336
EBITDA (3,596) 14,765 25,988 47,573
Merger and acquisition related (326 ) 1,042 4,791) 1,042
Litigation settlement and bank partner transition costs 17,326 - 17,326 -
Stock-based compensation expense 935 901 3,261 3,226
Adjusted EBITDA $14,339 $16,708 $41,784 $51,841

We define adjusted net income as net income, adjusted to eliminate (a) stock-based compensation expense related to
incentive stock option grants and (b) after giving effect to tax adjustments, (1) stock-based compensation expense
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related to non-qualified stock option grants, (2) incremental expenses, certain of which are non-cash, directly related
to merger and acquisition activities, (3) litigation settlement costs related to a series of class action lawsuits and
non-recurring costs associated with our transition to a new bank partner relationship and (4) amortization expenses
related to intangible assets and financing costs. Adjusted net income should not be considered as an alternative to net
income, operating income or any other measure of financial performance calculated and presented in accordance with
GAAP. Our adjusted net income may not be comparable to similarly titled measures of other organizations because
other organizations may not calculate adjusted net income in the same manner as we do.
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The following table presents a reconciliation of net income, the most comparable GAAP measure, to adjusted net

income for each of the periods indicated:

Net income (loss)

Merger and acquisition related

Litigation settlement and bank partner transition costs

Stock-based compensation expense - incentive stock option grants
Stock-based compensation expense - non-qualified stock option grants

Amortization of acquired intangible assets

Amortization of deferred finance costs

Total pre-tax adjustments

Three Months

Ended

September 30,
2013 2012

(unaudited)

(in thousands)

Nine Months
Ended
September 30,
2013 2012

$(5,494) $7,318 $7,867 $24,758

(326 )
17,326
473
462
1,806
109
19,850

1,042

487
414
863
34

(4,791 ) 1,042
17,326 -

1,458 1,490
1,803 1,736
4,427 2,386
332 102
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