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Under the caption “End-to-end solutions provider” is a graphic consisting of a circle divided
into six segments. Each segment has a title and has associated bullet point text as follows:

Services » Wireless access
* Remote hosting
» Business solutions consulting
¢ Implementation
* Network services

Applications e Sunrise Clinical Manager
e Sunrise Access Manager
» Sunrise Patient Financial Manager
e Sunrise Decision Support Manager
» Sunrise Record Manager
» Sunrise Enterprise Resource Planning Manager
e Sunrise Enterprise Application Integrator (eWebIT)

Collect Data » Sunrise Enterprise Application Integrator
Store Data » Data repository

— clinical

— financial

— decision support

Analyze, plan & ¢ Sunrise Decision Support Manager
measure

Change process ¢ Knowledge-based orders
« Clinical decision support
« Clinical pathways
* Business solutions consulting
» Workflow reengineering

Under the caption ‘“‘Balanced Outcomes’ and a sub-caption ““Appropriate and sustainable
combination of clinical quality, resource utilization and patient satisfaction” is a triangular graphic
with the words “‘Financial’’, ““Satisfaction”” and ““Clinical” on each of the three legs of the graphic.



PROSPECTUS SUMMARY

The following summary is qualified by the more detailed information, including our financial
statements and related notes, appearing elsewhere in this prospectus. Unless otherwise indicated,
all information in this prospectus assumes the underwriters do not exercise their over-allotment
option.

We are a healthcare information technology company. Our solutions assist healthcare
organizations in achieving balanced outcomes through an appropriate and sustainable combina-
tion of clinical quality, efficient use of resources and patient satisfaction. We have designed our
solutions to help our customers deliver better healthcare through information. We believe our
solutions provide the comprehensive functionality needed to help solve the business issues
healthcare organizations face.

Traditional healthcare information systems are limited in their ability to support the
modernization of healthcare delivery processes. Rapid changes in the healthcare industry, along
with historically low levels of investment in healthcare information technology, have forced
healthcare providers to begin evaluating the changes they must make to their current systems
and processes in order to address the evolving requirements of managed care and new
healthcare legislation and regulations, including patient safety initiatives. These forces have
increased the need among providers for clinical, financial, and administrative information
technology to help achieve cost-effective, high-quality outcomes.

Our solutions are designed to:

e provide automated processes that improve clinical workflow and support clinical decision
making;

« integrate clinical, financial and patient satisfaction data to support balanced outcomes;

» provide tools that permit healthcare organizations to analyze past performance, model new
plans for the future and measure and monitor the effectiveness of those plans;

 leverage our modular product architecture in order to offer our customers a solution
targeted at their particular needs while preserving their investment in existing systems;

e provide for rapid and cost-effective implementation;

« enable healthcare providers to access patient information and other supporting clinical
information, both through wireless devices within the healthcare facility and over the
Internet; and

 assist our customers in their efforts to improve workflow processes and implement best
practices within their organizations through our comprehensive service offerings.

Our software applications consist of individual product modules that can be implemented in
any combination and integrated with our customers’ existing information technology systems. We
believe that the open, modular nature of our software architecture reduces the overall cost of
ownership and reduces the time to productive use because our solutions do not require the initial
investment and disruption associated with the complete replacement of a customer’s existing
systems. To facilitate rapid adoption by our customers, we have engineered our solutions to take
advantage of Web-based technologies. Our software applications are available to our customers
for implementation in-house or through our remote hosting service, and are designed to work in
a variety of healthcare settings.

Our products include:

» Sunrise Clinical Manager, which provides patient information to physicians at the point of
care to support clinical decision-making;




» Sunrise Access Manager, which enables our customers to identify, collect and maintain
patient information;

» Sunrise Patient Financial Manager, which helps manage patient accounting processes;

» Sunrise Decision Support Manager, which provides a clinical and financial data repository
to analyze and measure clinical processes and outcomes;

» Sunrise Record Manager, which provides an automated record management system;

» Sunrise Enterprise Resource Planning Manager, which provides a supply and materials
management tool; and

e Sunrise Enterprise Application Integrator, which provides a tool to enable integration of
data from a customer’s existing systems.

In addition, we provide a range of services to our customers, including implementation,
support, maintenance and training. We also provide outsourcing, remote hosting, network
services and business solutions consulting to assist customers in meeting their healthcare
information technology requirements. Through this comprehensive service offering and our
integrated software suites, we provide our customers with an end-to-end solution for their
clinical, financial, and administrative information needs.

Our objective is to become the leading provider of healthcare information technology
solutions to the healthcare industry. Key elements of our strategy include continuing to provide a
comprehensive, integrated healthcare information technology solution as well as providing our
customers with flexible product and product-delivery options in order to meet their varying
information technology requirements. We intend to continue to target large healthcare organiza-
tions, particularly academic medical centers, and we believe that there is a significant opportunity
to achieve further penetration of our existing customer base. We have one or more of our
products installed or being installed in over 1,400 facilities in the United States and 17 other
countries.

The Offering
Common stock offered by us .................. 5,000,000 shares
Common stock to be outstanding after this
offering ....... ... 42,034,019 shares
Useofproceeds.................ccoiiiin.... For general corporate purposes, including

working capital.

Nasdaqg National Market symbol ............... ECLP

The number of shares to be outstanding after the offering is based upon shares outstanding
at November 10, 2000 and excludes:

* 9,394,241 shares subject to outstanding options and warrants at a weighted average
exercise price of $12.87 per share as of that date; and

» 1,891,154 additional shares reserved as of that date for issuance under our stock plans.
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Summary Financial Data

The following table is a summary of the financial data for our business. You should read this
information together with our financial statements and the related notes appearing at the end of this
prospectus and the information under ““Management’s Discussion and Analysis of Financial
Condition and Results of Operations.”” The as adjusted balance sheet data reflect the sale of the
common stock offered by us in this offering based on an assumed public offering price of $25.00
per share, after deducting estimated underwriting discounts and estimated offering expenses
payable by us.

Nine Months Ended
Year Ended December 31, September 30,

1997 1998 1999 1999 2000
(in thousands, except share and per share data)

Statement of Operations Data:

Revenues:
Systems and services............ .. ...l $ 142908 $ 168,025 $ 226,610 $ 168,097 $ 153,697
Hardware ............ ... ... ... ... ... .. 4,420 14,433 22,717 15,937 8,736
Total revenues ......... ..o 147,328 182,458 249,327 184,034 162,433
Costs and expenses:
Cost of systems and services revenues ......... 92,635 94,775 126,158 93,375 108,799
Cost of hardware revenues ..................... 2,991 12,134 18,606 13,421 6,968
Sales and marketing ........... ... ... o oL 22,902 29,651 35,987 26,150 29,143
Research and development..................... 21,369 37,139 43,751 34,149 28,102
General and administrative ..................... 10,179 11,107 11,322 9,033 8,231
Depreciation and amortization .................. 11,514 11,981 15,415 11,734 11,107
Write-down of investment ...................... — 4,778 — — —
Write-off of in-process research and
development .......... .. ... 105,481 2,392 — — —
Write-off of MSA .. ... ... — 7,193 — — —
Pooling and transaction costs .................. — 5,033 1,648 1,648 1,900
Restructuring charge.................. ... ... .. — — 5,133 5,133 1,198
Stock compensation charge .................... — — 1,987 1,987 —
Total costs and expenses .................... 267,071 216,183 260,007 196,630 195,448
Loss from operations ...................... . ..... (119,743) (83,725) (10,680) (12,596) (33,015)
Interest income, net....................a 1,511 2,701 1,235 945 891
Other income, net ........ ... ... — — — — 3,596
Loss before income taxes ... (118,232) (31,024) (9,445) (11,651) (28,528)
Provision for income taxes ....................... 8,096 4,252 — — —
NEet 10SS ..o (126,328) (35,276) (9,445) (11,651) (28,528)
Dividends and accretion on mandatorily redeemable
preferred stock .......... ... ... L. (5,850) (10,928) — — —
Preferred stock conversion ....................... (3,105) — — — —
Net loss available to common stockholders ........ $(135,283) $ (46,204) $ (9,445) $ (11,651) $ (28,528)
Basic and diluted net loss per common share.. ... .. $ (8.60) $ (1.95) $ (0.27) $ (0.34) $ (0.78)
Basic and diluted weighted average common
shares outstanding ........... ... ... ... oL 15,734,208 23,668,072 34,803,934 34,575,264 36,672,204
As of September 30,
2000
Actual As Adjusted
(in thousands)
Balance Sheet Data:
Cash and cash equIValents . ........... ... i $ 17,900 $135,638
Working capital .. ... 15,462 133,200
Total @SSt ..o o 161,061 278,799
Debt, including current portion .. ... 1,728 1,728
Total stockholders’ equity . ...... ... ... 76,221 193,959




RISK FACTORS

You should carefully consider the following risk factors and all other information contained in
this prospectus before investing in our common stock. Investing in our common stock involves a
high degree of risk. Any of the following factors could harm our business and future operating
results and could result in a partial or complete loss of your investment.

General Risks Related to Our Business

Given the length of our sales and implementation cycles, if a significant number of our
customers delay implementation, our future operating results may suffer

We have experienced long sales and implementation cycles. How and when to implement,
replace, expand or substantially modify an information system, or modify or add business
processes, are major decisions for healthcare organizations. Furthermore, the solutions we
provide typically require significant capital expenditures by the customer. The sales cycle for our
systems has ranged from 6 to 18 months or more from initial contact to contract execution.
Historically, our implementation cycle has ranged from 6 to 36 months from contract execution to
completion of implementation. During the sales cycle and the implementation cycle, we will
expend substantial time, effort and financial resources preparing contract proposals, negotiating
the contract and implementing the solution. We may not realize any revenues to offset these
expenditures, and, if we do, accounting principles may not allow us to recognize the revenues
during corresponding periods, which could harm our future operating results. Additionally, any
decision by our customers to delay implementation may adversely affect our revenues.

The healthcare industry faces financial constraints which could adversely affect the demand
for our products and services

The healthcare industry has faced, and will likely continue to face, significant financial
constraints. For example, the shift to managed healthcare in the 1990s put pressure on
healthcare organizations to reduce costs, and the Balanced Budget Act of 1997 dramatically
reduced Medicare reimbursement to healthcare organizations. Our solutions often involve a
significant financial commitment by our customers, and, as a result, our ability to grow our
business is largely dependent on our customers’ information technology budgets. To the extent
healthcare information technology spending declines or increases more slowly than we anticipate,
demand for our products would be adversely affected.

Our operating results may be adversely affected as we complete contracts we inherited from
acquisitions and as our customers elect to license our products under comprehensive bundled
arrangements

In 2000, in response to our customers’ desire for flexible pricing and more comprehensive
bundled information technology solutions, we began to offer our customers the option of
purchasing our solutions under arrangements that bundled the software license fees (including
the right to future products within the suite sold), implementation, maintenance, outsourcing,
remote hosting, networking services and other related services in one comprehensive contract
that provides for monthly or annual payments over the term of the contract. We generally
recognize revenue under these arrangements on a monthly basis over the term of the contract,
which typically ranges from five to ten years.

The shift toward providing comprehensive bundled solutions was a factor contributing to the
decline in our revenue in 2000, particularly in the second and third quarters. Under these
comprehensive bundled arrangements, revenues are recognized over the term of the contract
consistent with the timing of the performance of all services offered under the arrangement.
Generally, less revenue is recognized under these arrangements during the first 12 to 24 months
compared to traditional licensing arrangements that we sell. We will continue to offer
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our solutions under our traditional licensing arrangements. Our initial experience leads us to
believe that customers will increasingly elect to purchase our solutions under comprehensive
bundled arrangements. If we continue to increase contract signings under these type of
arrangements as opposed to our traditional licensing arrangements, our revenues may continue
to be adversely affected for the next two to three years as compared to historic results.

In addition, in connection with certain acquisitions, we inherited contracts that did not provide
a reasonable margin for the cost and scope of the services involved. In order to build customer
loyalty, we continued to honor our commitments under these contracts during 2000 and in some
cases performed work outside the scope of these contracts for which we received nominal or no
fees. This adversely impacted our margins in the second and third quarter 2000 as we continued
to incur costs with minimal incremental revenues. Our margins may continue to be adversely
affected as we continue to provide services under these contracts.

We have a history of operating losses and we cannot predict when, or if, we will achieve
profitability

We have incurred net losses in each year since our inception, including net losses of
$126.3 million in 1997, $35.3 million in 1998, $9.4 million in 1999 and $28.5 million in the nine
months ended September 30, 2000. We expect to continue to incur net losses, and we cannot
predict when or if we will achieve profitability.

Our operating results may fluctuate significantly and may cause our stock price to decline

We have experienced significant variations in revenues and operating results from quarter to
quarter. Our quarterly operating results may continue to fluctuate due to a number of factors,
including:

* the timing, size and complexity of our product sales and implementations;
» overall demand for healthcare information technology;

* market acceptance of new services, products and product enhancements by us and our
competitors;

e product and price competition;

« the relative proportions of revenues we derive from systems and services and from
hardware;

» changes in our operating expenses;

* the timing and size of future acquisitions;

* personnel changes;

» the performance of our products; and

» fluctuations in general economic and financial market conditions.

It is difficult to predict the timing of revenues from product sales because the sales cycle can
vary depending upon several factors. These factors include the size of the transaction, the
changing business plans of the customer, the effectiveness of the customer’s management and
general economic conditions. In addition, depending upon the extent to which our customers
elect to license our products under comprehensive bundled arrangements, the timing of revenue
recognition could vary considerably. We will also continue to offer contracts using our more
traditional licensing arrangements, under which revenue is recognized on a percentage-of-
completion basis. For these contracts, the revenue recognition will depend upon a variety of
factors including the availability of implementation personnel, the implementation schedule and
the complexity of the implementation process. Because a significant percentage of our expenses
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will be relatively fixed, a variation in the timing of sales and implementations could cause
significant variations in operating results from quarter to quarter. We believe that period-to-period
comparisons of our historical results of operations are not necessarily meaningful. You should
not rely on these comparisons as indicators of future performance.

We have grown primarily through acquisitions, and if we fail to successfully integrate the
operations and products of the businesses we have acquired, our business could suffer

We began operations in 1996 and have grown primarily through a series of acquisitions
completed since January 1997. The rapid growth in the size and complexity of our business as a
result of our acquisitions has placed a significant strain on our management and other resources.
Our success will depend in part on our ability to continue to integrate the operations of the
businesses we acquired and to consolidate their product offerings with our own. We may not be
able to manage the combined entity and implement our operating or growth strategies effectively.
To compete effectively and to manage any future growth, we will need to implement and improve
operational and financial systems on a timely basis and to expand, train, motivate and manage
our work force. Our personnel, systems, procedures and controls may not be adequate to
support our rapidly growing operations.

We operate in an intensely competitive market that includes companies that have greater
financial, technical and marketing resources than we do

We operate in a market that is intensely competitive. Our principal competitors include
Cerner Corp., McKessonHBOC, Inc., IDX Systems Corp. and Shared Medical Systems
Corporation. We also face competition from providers of practice management systems, general
decision support and database systems and other segment-specific applications, as well as from
healthcare technology consultants. A number of existing and potential competitors are more
established than we are and have greater name recognition and financial, technical and
marketing resources than we do. We expect that competition will continue to increase. Increased
competition could harm our business.

If the healthcare industry continues to undergo consolidation, this could impose pressure on
our products’ prices, reduce our potential customer base and reduce demand for our products

Many healthcare providers have consolidated to create larger healthcare delivery enterprises
with greater market power. If this consolidation continues, it could erode our customer base and
could reduce the size of our target market. In addition, the resulting enterprises could have
greater bargaining power, which may lead to price erosion.

Potential regulation by the U.S. Food and Drug Administration of our products as medical
devices could impose increased costs, delay the introduction of new products and hurt our
business

The U.S. Food and Drug Administration is likely to become increasingly active in regulating
computer software intended for use in the healthcare setting. The FDA has increasingly focused
on the regulation of computer products and computer-assisted products as medical devices
under the federal Food, Drug, and Cosmetic Act. If the FDA chooses to regulate any of our
products as medical devices, it can impose extensive requirements upon us, including the
following:

* requiring us to seek FDA clearance of a pre-market notification submission demonstrating
that the product is substantially equivalent to a device already legally marketed, or to
obtain FDA approval of a pre-market approval application establishing the safety and
effectiveness of the product;



* requiring us to comply with rigorous regulations governing the pre-clinical and clinical
testing, manufacture, distribution, labeling and promotion of medical devices; and

* requiring us to comply with the FDC Act’s general controls, including establishment
registration, device listing, compliance with good manufacturing practices, reporting of
specified device malfunctions and adverse device events.

If we fail to comply with applicable requirements, the FDA could respond by imposing fines,
injunctions or civil penalties, requiring recalls or product corrections, suspending production,
refusing to grant pre-market clearance or approval of products, withdrawing clearances and
approvals, and initiating criminal prosecution. Any final FDA policy governing computer products,
once issued, may increase the cost and time to market of new or existing products or may
prevent us from marketing our products.

Potential new federal regulations relating to patient confidentiality could depress the demand
for our products and impose significant product redesign costs on us

State and federal laws regulate the confidentiality of patient records and the circumstances
under which those records may be released. These regulations govern both the disclosure and
use of confidential patient medical record information and may require the users of such
information to implement specified security measures. Regulations governing electronic health
data transmissions are evolving rapidly and are often unclear and difficult to apply.

On August 22, 1996, President Clinton signed the Health Insurance Portability and
Accountability Act of 1996, or HIPAA. This legislation requires the Secretary of Health and Human
Services, or HHS, to adopt national standards for some types of electronic health information
transactions and the data elements used in those transactions, adopt standards to ensure the
integrity and confidentiality of health information, and establish a schedule for implementing
national health data privacy legislation or regulations. HHS has not yet issued final rules on most
of the topics under HIPAA and has yet to issue proposed rules on some topics. The final rules, if
and when issued, may differ from the proposed rules. We cannot predict the potential impact of
the rules that have not yet been proposed or any other rules that might be finally adopted instead
of the proposed rules. In addition, other federal and/or state privacy legislation may be enacted
at any time.

These laws or regulations, when adopted, could restrict the ability of our customers to
obtain, use, or disseminate patient information. This could adversely affect demand for our
products and force us to re-design our products in order to meet the requirements of any new
regulations. We have included security features in our products that are intended to protect the
privacy and integrity of patient data. Despite the existence of these security features, these
products may be vulnerable to break-ins and similar disruptive problems that could jeopardize
the security of information stored in and transmitted through the computer systems of our
customers. We may need to expend significant capital, research and development and other
resources to modify our products to address evolving data security and privacy issues.

Our products are used to assist clinical decision-making and provide information about patient
medical histories and treatment plans, and if these products fail to provide accurate and
timely information, our customers could assert claims against us that could result in
substantial cost to us, harm our reputation in the industry and cause demand for our products
to decline

We provide products that assist clinical decision-making and relate to patient medical
histories and treatment plans. If these products fail to provide accurate and timely information,
customers could assert liability claims against us. Litigation with respect to liability claims,
regardless of its outcome, could result in substantial cost to us, divert management’s attention
from operations and decrease market acceptance of our products. We attempt to limit by
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contract our liability for damages arising from negligence, errors or mistakes. Despite this
precaution, the limitations of liability set forth in our contracts may not be enforceable or may not
otherwise protect us from liability for damages. We maintain general liability insurance coverage,
including coverage for errors or omissions. However, this coverage may not continue to be
available on acceptable terms or may not be available in sufficient amounts to cover one or more
large claims against us. In addition, the insurer might disclaim coverage as to any future claim.
One or more large claims could exceed our available insurance coverage.

Highly complex software products such as ours often contain undetected errors or failures
when first introduced or as updates and new versions are released. It is particularly challenging
for us to test our products because it is difficult to simulate the wide variety of computing
environments in which our customers may deploy them. Despite extensive testing, from time to
time we have discovered defects or errors in our products. Defects, errors or difficulties could
cause delays in product introductions and shipments, result in increased costs and diversion of
development resources, require design modifications or decrease market acceptance or
customer satisfaction with our products. In addition, despite testing by us and by current and
potential customers, errors may be found after commencement of commercial shipments,
resulting in loss of or delay in market acceptance.

If we undertake additional acquisitions, they may be disruptive to our business and could have
an adverse effect on our future operations and the market price of our common stock

An important element of our business strategy has been expansion through acquisitions.
Since 1997, we have completed eight acquisitions. Any future acquisitions would involve a
number of risks, including the following:

* The anticipated benefits from any acquisition may not be achieved. The integration of
acquired businesses requires substantial attention from management. The diversion of the
attention of management and any difficulties encountered in the transition process could
hurt our business.

* In future acquisitions, we could issue additional shares of our capital stock, incur
additional indebtedness or pay consideration in excess of book value, which could have a
dilutive effect on future net income, if any, per share.

e Many business acquisitions must be accounted for under the purchase method of
accounting. These acquisitions may generate significant goodwill or other intangible assets
and result in substantial related amortization charges to us. Acquisitions could also involve
significant one-time charges.

If we fail to attract, motivate and retain highly qualified technical, marketing, sales and
management personnel, our ability to execute our business strategy could be impaired

Our success depends, in significant part, upon the continued services of our key technical,
marketing, sales and management personnel and on our ability to continue to attract, motivate
and retain highly qualified employees. Competition for these employees is intense. In addition,
the process of recruiting personnel with the combination of skills and attributes required to
execute our business strategy can be difficult, time-consuming and expensive. We believe that
our ability to implement our strategic goals depends to a considerable degree on our senior
management team. The loss of any member of that team, particularly Harvey J. Wilson, our
founder, chairman of the board and chief executive officer, could hurt our business.
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Changing customer requirements could decrease the demand for our products, which could
harm our business and decrease our revenues

The market for our products and services is characterized by rapidly changing technologies,
evolving industry standards and new product introductions and enhancements that may render
existing products obsolete or less competitive. As a result, our position in the healthcare
information technology market could erode rapidly due to unforeseen changes in the features
and functions of competing products, as well as the pricing models for such products. Our future
success will depend in part upon our ability to enhance our existing products and services and to
develop and introduce new products and services to meet changing customer requirements. The
process of developing products and services such as those we offer is extremely complex and is
expected to become increasingly complex and expensive in the future as new technologies are
introduced. If we are unable to enhance our existing products or develop new products to meet
changing customer requirements, demand for our products could suffer.

We depend on licenses from third parties for rights to the technology used in several of our
products, and if we are unable to continue these relationships and maintain our rights to this
technology, our business could suffer

We depend upon licenses for some of the technology used in our products from a number of
third-party vendors, including Computer Corporation of America, Computer Associates, Oracle
Corporation and Microsoft. We also have licenses from Premier, Inc. for comparative database
systems and other software components and clinical benchmarking data. Most of these licenses
expire within one to four years, can be renewed only by mutual consent and may be terminated if
we breach the terms of the license and fail to cure the breach within a specified period of time.
We may not be able to continue using the technology made available to us under these licenses
on commercially reasonable terms or at all. As a result, we may have to discontinue, delay or
reduce product shipments until we obtain equivalent technology, which could hurt our business.
Most of our third-party licenses are non-exclusive. Our competitors may obtain the right to use
any of the technology covered by these licenses and use the technology to compete directly with
us. In addition, if our vendors choose to discontinue support of the licensed technology in the
future, we may not be able to modify or adapt our own products.

Our products rely on our intellectual property, and any failure by us to protect our intellectual
property, or any misappropriation of it, could enable our competitors to market products with
similar features, which could reduce demand for our products

We are dependent upon our proprietary information and technology. Our means of protecting
our proprietary rights may not be adequate to prevent misappropriation. The laws of some
foreign countries may not protect our proprietary rights as fully as do the laws of the United
States. Also, despite the steps we have taken to protect our proprietary rights, it may be possible
for unauthorized third parties to copy aspects of our products, reverse engineer our products or
otherwise obtain and use information that we regard as proprietary. In some limited instances,
customers can access source-code versions of our software, subject to contractual limitations on
the permitted use of the source code. Although our license agreements with these customers
attempt to prevent misuse of the source code, the possession of our source code by third parties
increases the ease and likelihood of potential misappropriation of such software. Furthermore,
others could independently develop technologies similar or superior to our technology or design
around our proprietary rights. In addition, infringement or invalidity claims, or claims for
indemnification resulting from infringement claims, could be asserted or prosecuted against us.
Regardless of the validity of any claims, defending against these claims could result in significant
costs and diversion of our resources. The assertion of infringement claims could also result in
injunctions preventing us from distributing products. If any claims or actions are asserted against
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us, we might be required to obtain a license to the disputed intellectual property rights, which
might not be available on reasonable terms or at all.

Risks Related to this Offering

Our stock will likely be subject to substantial price and volume fluctuations due to a number of
factors, many of which will be beyond our control, which may prevent our stockholders from
reselling our common stock at a profit

The securities markets have experienced significant price and volume fluctuations and the
market prices of the securities of technology companies have been especially volatile. This
market volatility, as well as general economic, market or political conditions, could reduce the
market price of our common stock regardless of our operating performance. In addition, our
operating results could be below the expectations of public market analysts and investors, and,
in response, the market price of our common stock could decrease significantly. Investors may
be unable to resell their shares of our common stock at or above the offering price. In the past,
companies that have experienced volatility in the market price of their stock have been the object
of securities class action litigation. If we were the object of securities class action litigation, it
could result in substantial costs and a diversion of management’s attention and resources.

We have broad discretion in how we use the proceeds of this offering, and we may not use
the proceeds effectively

We have broad discretion with respect to how we use the proceeds of this offering. In
addition, our management could spend most of the proceeds from this offering in ways with
which our stockholders may not agree. We cannot assure you that the proceeds of this offering
will be used effectively.

Our officers, directors and persons affiliated with our directors, who hold a substantial portion
of our stock, have significant influence over our business and could reject mergers or other
business combinations that a stockholder may believe are desirable

We anticipate that our directors, officers and individuals or entities affiliated with our
directors will beneficially own approximately % of our outstanding common stock as a group
after this offering closes. Acting together, these stockholders would be able to significantly
influence all matters that our stockholders vote upon, including the election of directors and
mergers or other business combinations, and may reject mergers or business combinations that
other stockholders may favor.

Future sales of our common stock could depress our stock price

Sales of substantial amounts of common stock by our officers, directors and other
stockholders in the public market after this offering, or the awareness that a large number of
shares is available for sale, could adversely affect the market price of our common stock. In
addition to the adverse effect a price decline could have on holders of our common stock, that
decline would likely impede our ability to raise capital through the issuance of additional shares
of common stock or other equity securities. Substantially all of the shares of common stock
currently outstanding are eligible for resale in the public market.

In October and November of 2000, some of our officers and directors or their affiliates sold
shares of common stock in the public market. In particular, Wilfam L.P., an affiliate of Harvey
Wilson, our chief executive officer, and of Gregory Wilson, our chief financial officer, sold 344,800
shares between October 27 and November 6, 2000; James Hall, our president, sold 20,416
shares on October 27, 2000; and T. Jack Risenhoover, Il, our senior vice president, sold
19,902 shares on October 27, 2000.
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Although our officers, directors and principal stockholders have agreed that for 90 days after
the date of this prospectus they will not offer, sell, contract to sell or otherwise dispose of any
shares of our common stock, Goldman, Sachs & Co. may, in its discretion, waive this lock-up at
any time for any holder.

The provisions of our charter documents and Delaware law may inhibit potential acquisition
bids that a stockholder may believe is desirable, and the market price of our common stock
may be lower as a result

Our board of directors has the authority to issue up to 4,900,000 shares of preferred stock.
The board of directors can fix the price, rights, preferences, privileges and restrictions of the
preferred stock without any further vote or action by our stockholders. The issuance of shares of
preferred stock may discourage, delay or prevent a merger or acquisition of our company. The
issuance of preferred stock may result in the loss of voting control to other stockholders. We
have no current plans to issue any shares of preferred stock. In August 2000, our board of
directors adopted a shareholder rights plan under which we issued preferred stock purchase
rights that would adversely affect the economic and voting interests of a person or group that
seeks to acquire us or a 15% or more interest in our common stock without negotiations with our
board of directors.

Our charter documents contain additional anti-takeover devices including:

» only one of the three classes of directors is elected each year;

* the ability of our stockholders to remove directors without cause is limited;

* the right of stockholders to act by written consent has been eliminated;

* the right of stockholders to call a special meeting of stockholders has been eliminated;

» advance notice must be given to nominate directors or submit proposals for consideration
at stockholder meetings;

Section 203 of the Delaware corporate statute may inhibit potential acquisition bids for our
company. We are subject to the anti-takeover provisions of the Delaware corporate statute,
which regulate corporate acquisitions. Delaware law will prevent us from engaging, under
specified circumstances, in a business combination with any interested stockholder for three
years following the date that the interested stockholder became an interested stockholder unless
our board of directors or a supermajority of our uninterested stockholders agree. For purposes
of Delaware law, a business combination includes a merger or consolidation involving us and the
interested stockholder and the sale of more than 10% of our assets. In general, Delaware law
defines an interested stockholder as any holder beneficially owning 15% or more of the
outstanding voting stock of a corporation and any entity or person affiliated with or controlling or
controlled by the holder.

These provisions could discourage potential acquisition proposals and could delay or prevent
a change in control transaction. They could also have the effect of discouraging others from
making tender offers for our common stock. As a result, these provisions may prevent the
market price of our common stock from increasing substantially in response to actual or rumored
takeover attempts. These provisions may also prevent changes in our management.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus contains forward-looking statements within the meaning of Section 27A of
the Securities Act of 1933, as amended and Section 21E of the Exchange Act of 1934, as
amended, that involve substantial risks and uncertainties. You can identify these statements by
forward-looking words such as ‘“‘anticipate,” “‘believe,” “could,” “estimate,” “expect,” “intend,”
“may,” “should,” “will’” and “would” or similar words. You should read statements that contain
these words carefully because they discuss our future expectations, contain projections of our
future results of operations or of our financial position or state other forward-looking information.
We believe that it is important to communicate our future expectations to our investors. However,
there may be events in the future that we are not able to accurately predict or control. The
factors listed above in the section captioned ‘‘Risk Factors,” as well as any cautionary language
in this prospectus, provide examples of risks, uncertainties and events that may cause our actual
results to differ materially from the expectations we describe in our forward-looking statements.
Before you invest in our common stock, you should be aware that the occurrence of the events
described in these risk factors and elsewhere in this prospectus could have a material adverse
effect on our business, results of operations and financial position. We do not assume any
obligation to update any forward-looking statement we make.
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USE OF PROCEEDS

We estimate that our net proceeds from the sale of the 5,000,000 shares of common stock
we are offering will be approximately $117.7 million, assuming a public offering price of
$25.00 per share and after deducting estimated underwriting discounts and commissions and
estimated offering expenses payable by us. If the over-allotment option is exercised in full, we
estimate that our net proceeds will be approximately $135.5 million.

We expect to use the net proceeds for working capital and general corporate purposes.
Although we may use a portion of the net proceeds to acquire businesses, products or
technologies that are complementary to our business, we have no specific acquisitions planned.
Pending these uses, we plan to invest the net proceeds in investment grade, interest-bearing
securities.

PRICE RANGE OF COMMON STOCK

Our common stock has been traded on the Nasdaq National Market under the symbol ECLP
since our initial public offering on August 6, 1998. The following table shows the high and low
sales prices of our common stock as reported by the Nasdaq National Market for the periods
indicated.

High Low

1998:

Third Quarter (from August 6, 1998) ... ... . ... . i $23.38 $11.88
Fourth Quarter . ... e 29.50 18.38
1999:

First Quarter . ... 40.25 20.00
Second QUaN el . ... .. e 30.38 20.00
Third QUarer . ... 34.13 12.63
Fourth Quarter . ... 30.88 11.63
2000:

First Quarter . ... 31.06 16.50
Second QUaNer .. ... 20.50 6.44
Third QUarer . ... 17.00 7.08
Fourth Quarter (through November 20,2000) ............ ... oo, 27.69 11.25

On November 20, 2000, the last reported sale price of our common stock on the Nasdaq
National Market was $25.00 per share. As of November 10, 2000, we had approximately 191
stockholders of record.
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DIVIDEND POLICY

We have never paid or declared any cash dividends on our common stock or other securities
and do not anticipate paying cash dividends in the foreseeable future. We currently intend to
retain all future earnings, if any, for use in the operation of our business. Our revolving credit
facility currently prohibits the payment of dividends.

DILUTION

Our net tangible book value as of September 30, 2000 was $31.3 million, or $0.85 per share
of common stock. We have calculated this amount by:

» subtracting our total liabilities from our total tangible assets; and
 then dividing the difference by the total number of shares of common stock outstanding.

If we give effect to our sale of 5,000,000 shares of common stock in this offering at an
assumed public offering price of $25.00 per share, after deducting the estimated underwriting
discounts and commissions and the estimated offering expenses payable by us, our adjusted net
tangible book value as of September 30, 2000 would have been $149.1 million, or $3.56 per
share. This amount represents an immediate dilution of $21.44 per share to new investors. The
following table illustrates this per share dilution:

Assumed public offering price per share .......... ... ... . . .. $25.00
Net tangible book value per share before this offering.................... ... $0.85
Increase in net tangible book value per share attributable to new investors ... 2.71
Net tangible book value per share after this offering .......................... 3.56
Dilution per share to New INVEStOrs ..............c.c.uiiiiiiiiiiiiiiaannns $21.44
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SELECTED FINANCIAL DATA

You should read the following selected financial data in conjunction with our consolidated financial statements and
the related notes thereto, and with ““Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” included elsewhere in this prospectus. The statement of operations data for the years ended
December 31, 1997, 1998 and 1999 and the balance sheet data at December 31, 1998 and 1999 are derived from, and
are qualified by reference to, our audited consolidated financial statements, which appear elsewhere in this document.
The statement of operations data for the year ended December 31, 1996 and the balance sheet data at December 31,
1996, under the heading “‘Company’’ set forth below, are derived from, and are qualified by reference to, our audited
consolidated financial statements, which are not included in this document and are retroactively restated to give effect
to three pooling of interest transactions. The statement of operations data for the years ended December 31, 1995 and
1996, and the balance sheet data at December 31, 1995 and 1996 under the heading ‘‘Predecessor,” are derived from,
and are qualified by reference to, the audited financial statements of Alltel Healthcare Information Services, Inc., which
are not included in this document, and are retroactively restated to give effect to one pooling of interest transaction.
The statement of operations data for the nine months ended September 30, 1999 and 2000, and the balance sheet data
as of September 30, 2000, are derived from our unaudited consolidated financial statements that are included in this
prospectus. The unaudited consolidated financial statements have been prepared on the same basis as the audited
consolidated financial statements and, in our opinion, include all adjustments, consisting of normally recurring
adjustments, necessary for a fair presentation of the information. Historical results, including those for the nine months
ended September 30, 2000, are not necessarily indicative of results that you may expect for any future period.

Year Ended December 31, Nine Months Ended
Predecessor Company September 30,
1995 1996 1996 1997 1998 1999 1999 2000

(In thousands, except share and per share data)
Statement of Operations Data:

Revenues:
Systems and services................. $119,626 $135410 $ 41,778 §$ 142,908 $ 168,025 $ 226,610 $ 168,097 $ 153,697
Hardware ...................ccooint. 9,377 9,587 — 4,420 14,433 22,717 15,937 8,736
Total revenues ..................... 129,003 144,997 41,778 147,328 182,458 249,327 184,034 162,433
Costs and expenses:
Cost of systems and services revenues . . 61,736 73,230 12,240 92,635 94,775 126,158 93,375 108,799
Cost of hardware revenues............ 7,950 7,911 — 2,991 12,134 18,606 13,421 6,968
Sales and marketing .................. 15,071 15,989 7,067 22,902 29,651 35,987 26,150 29,143
Research and development............ 11,186 13,529 6,067 21,369 37,139 43,751 34,149 28,102
General and administrative ............ 11,834 9,847 4,143 10,179 11,107 11,322 9,033 8,231
Depreciation and amortization ......... 6,735 9,643 1,646 11,514 11,981 15,415 11,734 11,107
Write-down of investment ............. — — — — 4,778 — — —

Write-off of in-process research and

development ............. ... ... — — — 105,481 2,392 — — —

Write-off of MSA ..................... — — — — 7,193 — — —

Pooling and transaction costs ......... — — — — 5,033 1,648 1,648 1,900

Restructuring charge.................. — — — — — 5,133 5,133 1,198

Stock compensation charge ........... — 3,024 3,024 — — 1,987 1,987 —

Total costs and expenses ........... 114,512 133,173 34,187 267,071 216,183 260,007 196,630 195,448

Income (loss) from operations .......... 14,491 11,824 7,591 (119,743) (33,725) (10,680) (12,596) (33,015)
Interest expense (income), net.......... 2,187 3,286 (682) (1,511) (2,701) (1,235) (945) (891)
Other income, net ...................... — — — — — — — 3,596
Income (loss) before income taxes and

extraordinary item ............... ..., 12,304 8,538 8,273 (118,232) (31,024) (9,445) (11,651) (28,528)
Provision for income taxes .............. 6,185 3,847 4,690 8,096 4,252 — — —
Income (loss) before extraordinary

item ... 6,119 4,691 3,583 (126,328) (35,276) (9,445) (11,651) (28,528)
Loss on early extinguishment of debt

(net of taxes $1,492) ................. — 2,149 2,149 — — — — —
Net income (loss) ................oo .. 6,119 2,542 1,434 (126,328) (35,276) (9,445) (11,651) (28,528)
Dividends and accretion on mandatorily

redeemable preferred stock ........... — — (593) (5,850) (10,928) — —
Preferred stock conversion.............. — — — (3,105) — — — —
Net income (loss) available to common

stockholders ................. ... ... $ 6,119 $§ 2542 § 841 § (135,283)$ (46,204) % (9,445)% (11,651)% (28,528)
Basic net income (loss) per common

share ... $ 0.06 $ (8.60) $ (1.95) % (0.27) $ (0.34) % (0.78)
Diluted net income (loss) per common

share...... .. ... $ 0.05 $ (8.60) $ (1.95) % (0.27) $ (0.34) $ (0.78)
Basic weighted average common shares

outstanding ............ ... 13,780,156 15,734,208 23,668,072 34,803,934 34,575,264 36,672,204
Diluted weighted average common shares

outstanding ............ ... 15,404,421 15,734,208 23,668,072 34,803,934 34,575264 36,672,204
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As of December 31,

As of
Predecessor Company September 30,
1995 1996 1996 1997 1998 1999 2000
(In thousands)
Balance Sheet Data:
Cash and cash equivalents .........................oo... $ 14541 §$ 55,858 $59,940 $ 63,914 § 37,983 $ 33,956 $ 17,900
Working capital. ............co 11,487 49,357 65,306 34,870 25,724 33,103 15,462
Total assets ......... ... i 116,550 176,789 80,393 201,327 221,014 202,935 161,061
Debt, including current portion..................... ... ..., 250 105 756 18,038 1,890 — 1,728
Mandatorily redeemable preferred stock................... — — — 35,607 — — —
Stockholders’ equity (deficit) ............. .. .. ..ol (5,640) 38,609 71,395 58,882 98,442 101,301 76,221
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read the following discussion and analysis in conjunction with our financial
statements and related notes included elsewhere in this prospectus.

Overview

We were founded in December 1995 and have grown primarily through a series of strategic
acquisitions. For acquisitions accounted for as a purchase, our consolidated financial statements
reflect the financial results of the purchased entities from the respective dates of the purchase.
For all transactions accounted for using the pooling of interests method, our consolidated
financial statements have been retroactively restated as if the transactions had occurred at the
beginning of the earliest period presented. Our acquisitions are summarized in the following
table:

Method of
Transaction Date Accounting

......... 1/24/97 Purchase

ALLTEL Healthcare Information Services, Inc., or Alltel

SDK Medical Computer Services Corporation, or SDK .......... 6/26/97 Purchase
Emtek Healthcare Systems, or Emtek, a division of Motorola,

NG, 1/30/98 Purchase
HealthVISION, Inc. (acquired by Transition), or HV............. 12/3/98 Purchase
Transition Systems, Inc., or Transition ......................... 12/31/98 Pooling
PowerCenter Systems, Inc., or PCS .......................... 2/17/99 Pooling
Intelus Corporation and Med Data Systems, Inc., or Intelus and

Med Data ... 3/31/99 Purchase
MSI Solutions, Inc. and MSI Integrated Services, Inc.,

collectively MSI . ... . 6/17/99 Pooling

In July 1999, we sold Med Data for a total sales price of $5.0 million in cash.

During July 1999, we invested in HEALTHvision, Inc., or HEALTHvision, a Dallas-based,
privately held internet healthcare company, in conjunction with VHA, Inc. and General Atlantic
Partners, LLC. We purchased 3,400,000 shares of common stock for $34,000, which at the time
represented 34% of the outstanding common stock on an as converted basis. HEALTHuvision
provides Internet solutions to hospital organizations to assist them in improving patient care in
the local communities they serve. In connection with our relationship with HEALTHvision, we
have entered into a joint marketing arrangement under which both organizations agreed to jointly
market products and services to their customers. We account for our investment in HEALTH-
vision using the equity method of accounting.

Revenues

Revenues are derived from sales of systems and services, which include the licensing of
software, software and hardware maintenance, implementation and training, remote hosting,
outsourcing, networking services and consulting, and from the sale of computer hardware. Our
products and services are generally sold to customers pursuant to contracts that range in
duration from three to ten years.

We have generally licensed our software products pursuant to arrangements that include
maintenance for periods that range from three to seven years. For software licenses that are
bundled with services and maintenance that require significant implementation efforts and provide
for payments upon the achievement of implementation milestones, we have generally recognized
revenue using the percentage-of-completion method. Under these arrangements, revenues are
recognized over the implementation period, which has typically ranged from 12 to 24 months.
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Revenue from other software licenses, which are bundled with long-term maintenance
agreements, is recognized on a straight-line basis over the contracted maintenance period.
Remote hosting and outsourcing services are marketed under long-term agreements that are
generally of five to seven years in duration. Revenues under these arrangements are recognized
monthly as the work is performed. Revenues related to other support services, such as training,
consulting, and other implementation services, are recognized when the services are performed.
We recognize revenues from the sale of hardware upon delivery of the equipment to the
customer.

In 2000, in response to our customers’ desire for flexible pricing and more comprehensive
bundled information technology solutions, we began to offer our customers the option of
purchasing our solutions under arrangements that bundled the software license fees (including
the right to future products within the suite sold), implementation, maintenance, outsourcing,
remote hosting, networking services and other related services in one comprehensive contract
that provides for monthly or annual payments over the term of the contract. We generally
recognize revenue under these arrangements on a monthly basis over the term of the contract,
which typically ranges from five to ten years.

The shift toward providing comprehensive bundled solutions, together with the completion in
early 2000 of the implementation of some of our contracts accounted for using the percentage-
of-completion method, contributed to the decline in our revenue in 2000, particularly in the
second and third quarters. Under these comprehensive bundled arrangements, revenues are
recognized over the term of the contract consistent with the timing of the performance of all
services offered under the arrangement. Generally, less revenue is recognized under these
arrangements during the first 12 to 24 months compared to traditional licensing arrangements
that we sell. If the level of new contracted business under these comprehensive bundled
arrangements increases, we believe that it will mitigate some of the volatility in our revenues.
However, if we continue to increase contract signings under these type of arrangements as
opposed to our traditional licensing arrangements, our revenues may continue to be adversely
affected for the next two to three years as compared to historic results.

Costs of Revenues

The principal costs of systems and services revenues are salaries, benefits and related
overhead costs for implementation, remote hosting and outsourcing personnel. Other significant
costs of systems and services revenues are the amortization of acquired technology, capitalized
software development costs and a network services intangible asset. Acquired technology is
amortized over three to five years based upon the estimated economic life of the underlying
asset, and capitalized software development costs are amortized generally over three years on a
straight-line basis commencing upon general release of the related product or based on the ratio
that current revenues bear to total anticipated revenues for the applicable product. The network
services intangible asset is being amortized on a straight-line basis over three years. Cost of
revenues related to hardware sales include only our cost to acquire the hardware from the
manufacturer.

Gross Margin

The cost of revenues associated with both our traditional licensing arrangements and the
more comprehensive arrangements discussed above are primarily related to services, which are
expensed as incurred over the service period. The shift to these bundled comprehensive
arrangements adversely affected margins in the second and third quarters of 2000 as our costs
are greater in the first 12 to 24 months under these arrangements than under the traditional
license arrangements. This is due to the costs associated with our providing significant other
services, including remote hosting, networking and outsourcing, at the same time we are
performing our implementation services, which generally occurs during the early years of the
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arrangement. This, coupled with the timing of revenues discussed above, contributed to our
reduced margins in the second and third quarters of 2000. Although we expect margins to return
to historic levels in the long term, as more customers enter into these types of arrangements our
margins may continue to be adversely affected.

In addition, in connection with certain acquisitions, we inherited contracts that did not provide
a reasonable margin for the cost and scope of the services involved. In order to build customer
loyalty, we continued to honor our commitments under these contracts during 2000 and in some
cases performed work outside the scope of these contracts for which we received nominal or no
fees. This adversely impacted our margins in the second and third quarter 2000 as we continued
to incur costs with minimal incremental revenues. To address this problem, we are negotiating
payments for future work under some of these contracts and under some other contracts, we
have decided not to continue our work, which has resulted in a write-down in the related
accounts receivable. Additionally, we have consolidated our research and development and
implementation functions to improve operating efficiencies. While we believe these actions will
help to mitigate the future effect of these contracts on our operating results, we believe that
margins may continue to be adversely affected as we continue to provide services under these
contracts.

Marketing and Sales

Marketing and sales expenses consist primarily of salaries, benefits, commissions and
related overhead costs. Other costs include expenditures for marketing programs, public
relations, trade shows, advertising and related communications.

Research and Development

Research and development expenses consist primarily of salaries, benefits and related
overhead associated with the design, development and testing of new products by us. We
capitalize internal software development costs subsequent to attaining technological feasibility.
These costs are amortized as an element of cost of revenues.

General and Administrative

General and administrative expenses consist primarily of salaries, benefits and related
overhead costs for administration, executive, finance, legal, human resources, purchasing and
internal systems personnel, as well as accounting and legal fees and expenses.

Depreciation and Amortization

We depreciate the costs of our tangible capital assets on a straight-line basis over the
estimated economic life of the asset, which is generally not longer than five years. Acquisition-
related intangible assets, which primarily consist of the value of ongoing customer relationships
and goodwill, are amortized based upon the estimated economic life of the asset at the time of
the acquisition, and will therefore vary among acquisitions.

Taxes

As of December 31, 1999, we had operating loss carryforwards for federal income tax
purposes of $92.0 million. The carryforwards expire in varying amounts through 2019 and are
subject to certain restrictions. Based on evidence then available, we did not record any benefit
for income taxes at December 31, 1998 and 1999, because we believe it is more likely then not
that we would not realize our net deferred tax assets. Accordingly, we have recorded a valuation
allowance against our total net deferred tax assets.
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Results of Operations
Comparison of Nine Months ended September 30, 1999 and 2000

Total revenues for the nine months ended September 30, 2000 decreased $21.6 million, or
11.7%, to $162.4 million, from $184.0 million for the same period in 1999. Systems and services
revenues decreased $14.4 million, or 8.6%, to $153.7 million for the nine months ended
September 30, 2000 from $168.1 million for the same period in 1999.

This decrease in revenue was primarily attributable to the shift toward providing comprehen-
sive bundled solutions and the completion of the implementations under traditional licensing
arrangements with some of our customers and the contracts we inherited as a result of recent
acquisitions, which are all discussed above. In addition, our proposed transactions with Shared
Medical Systems Corp., or SMS, and Neoforma.com, Inc., or Neoforma, which we have since
abandoned, resulted in a significant diversion of management’s time and attention, which also
adversely affected revenues during early 2000.

Hardware revenues decreased $7.2 million, or 45.2%, to $8.7 million for the nine months
ended September 30, 2000 from $15.9 million for the same period in 1999. The decrease was
primarily due to decreased volume of hardware sales as a result of less hardware-intensive
transactions.

Total cost of revenues increased $9.0 million, or 8.4%, to $115.8 million, or 71.3% of total
revenues, for the nine months ended September 30, 2000 from $106.8 million, or 58.0% of total
revenues, for the same period in 1999. Increased costs of system and services revenues were
partially offset by a decrease in costs of hardware revenues. Systems and services costs
increased as a result of higher royalty related expenses associated with revenue recognized
during the period, an increased level of outsourcing revenue and associated expenses, and a
charge of $8.7 million during the quarter ended September 30, 2000, to write-down some
receivables related to contracts assumed in acquisitions. Furthermore, we recorded a charge of
$675,000 for other costs related to finalizing our acquisition integrations. These amounts were
partially offset by decreased amortization of acquired technology in connection with acquisitions
completed in prior years and by cost savings associated with the consolidation of our research
and development and implementation functions. We recorded acquisition related amortization of
acquired technology and a network services asset of $18.9 million and $13.7 million for the nine
months ended September 30, 1999 and 2000, respectively.

Marketing and sales expenses increased $3.0 million, or 11.4%, to $29.1 million, or 17.9% of
total revenues, for the nine months ended September 30, 2000 from $26.1 million, or 14.2% of
total revenues, for the same period in 1999. The increase was primarily due to an increase in
commissions as the result of an increase in new contracted business for the nine months ended
September 30, 2000.

Research and development expenses decreased $6.0 million, or 17.7%, to $28.1 million, or
17.3% of total revenues, for the nine months ended September 30, 2000 from $34.1 million, or
18.6% of total revenues, for the same period in 1999. The decrease was due primarily to a write-
off of $2.8 million of capitalized software development costs related to duplicate products with no
alternative future use due to the acquisition of MSI in 1999 and the realization of integration
synergies. Research and development expenses that were capitalized were $4.8 million and
$4.9 million for the nine months ended September 30, 1999 and 2000, respectively.

General and administrative expenses decreased $802,000, or 8.9%, to $8.2 million, or 5.1%
of total revenues, for the nine months ended September 30, 2000 from $9.0 million, or 4.9% of
total revenues, for the same period in 1999. The decrease for the nine months was primarily due
to our restructuring plans that were completed in late 1999 and 2000. This was partially offset by
a $746,000 write-down of receivables during the nine months ended September 30, 2000.
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Depreciation and amortization decreased $627,000, or 5.3%, to $11.1 million, or 6.8% of total
revenues, for the nine months ended September 30, 2000 from $11.7 million, or 6.4% of total
revenues, for the same period in 1999. The decrease was primarily the result of certain fixed
assets becoming fully depreciated, partially offset by depreciation related to purchases of fixed
assets during the nine months ended September 30, 2000. For the nine months ended
September 30, 1999 and 2000, respectively, we recorded acquisition related amortization of
$5.6 million and $5.4 million.

During the nine months ended September 30, 1999, we initiated and completed a
restructuring of our operations, which resulted in a charge totaling $5.1 million related to the
closing of duplicate facilities and the termination of employees. During the nine months ended
September 30, 2000, we initiated and completed another restructuring of our operations. This
restructuring rationalized employee headcount following our finalizing the integration of our
acquisitions. Additionally, we consolidated our research and development and implementation
functions. Charges in connection with this restructuring in 2000 totaled $1.2 million.

Pooling and transaction costs increased $252,000 to $1.9 million for the nine months ended
September 30, 2000 from $1.6 million for the same period in 1999. Pooling and transaction costs
incurred during the nine months ended September 30, 1999 were related to the poolings of
PowerCenter and MSI. The transaction costs during the nine months ended September 30, 2000
were primarily the result of costs associated with the proposed transactions with SMS and
Neoforma.

Other income recorded during the nine months ended September 30, 2000 related to a
realized gain on the sale of our investment in SMS of $4.5 million, which was offset in part by a
write-down in our investment in equity securities.

As a result of these factors, net loss increased 144.9% to $28.5 million for the nine months
ended September 30, 2000 from $11.7 million in the comparable period of 1999.

1999 Compared to 1998

Total revenues increased by $66.8 million, or 36.6%, from $182.5 million in 1998 to
$249.3 million in 1999. This increase was caused primarily by the inclusion in 1999 of twelve
months of operations of HV compared to only one month in 1998, and nine months of operations
of Intelus. Also contributing to the increase was new business contracted in 1999 and
incremental sales of hardware.

Total cost of revenues increased by $37.9 million, or 35.5%, from $106.9 million in 1998 to
$144.8 million in 1999. The increase in cost was due primarily to the associated growth in
revenues, offset in part by a reduction in expenses related to integrating the acquisitions. As a
percentage of total revenues, the total cost of revenues decreased from 58.6% in 1998 to 58.1%
in 1999. Included in total cost of revenues is acquisition related amortization expense of
$17.2 million and $25.3 million in 1998 and 1999, respectively, related to the amortization of
acquired technology and a network services asset.

Marketing and sales expenses increased by $6.3 million, or 21.2%, from $29.7 million in 1998
to $36.0 million in 1999. The increase in marketing and sales expense was due primarily to the
addition of marketing and direct sales personnel following the acquisitions and the continued
hiring of additional marketing and direct sales personnel. As a percentage of total revenues,
marketing and sales expenses decreased from 16.3% in 1998 to 14.4% in 1999.

Research and development expenses increased by $6.6 million, or 17.8%, from $37.1 million,
or 20.4% of total revenues, in 1998 to $43.8 million, or 17.5% of total revenues, in 1999. These
amounts exclude amortization of previously capitalized expenditures, which are recorded as cost
of revenues. The increase was due primarily to the inclusion in 1999 of nine months of
operations of Intelus, the continued development of our Sunrise Clinical Management product
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suite and a $2.8 million write-off of previously capitalized research and development expenditures
related to duplicate products with no alternate use as a result of the MSI acquisition. In 1999, we
wrote off $1.3 million of previously capitalized expenditures related to duplicate products as a
result of 1998 acquisitions. Capitalized research and development expenditures increased by
$2.4 million, or 55.8%, from $4.3 million in 1998 to $6.7 million in 1999. The increase in
capitalized software development costs was primarily due to the acquisitions and the continued
development of our Sunrise Clinical Management product suite.

General and administrative expenses increased by $215,000, or 1.9%, from $11.1 million in
1998 to $11.3 million in 1999. The increase was primarily due to the timing of the purchase
acquisitions and was partially offset by savings due to overall expense reductions. As a
percentage of total revenues, general and administrative expenses decreased from 6.1% in 1998
to 4.5% in 1999.

Depreciation and amortization expense increased by $3.4 million, or 28.3%, from $12.0 mil-
lion in 1998 to $15.4 million in 1999. The increase was due primarily to the amortization of
goodwill related to the acquisition of HV. As a percentage of total revenues, depreciation and
amortization expense decreased from 6.6% in 1998 to 6.2% in 1999. Included in depreciation and
amortization expense is acquisition related amortization of $3.9 million and $7.5 million in 1998
and 1999, respectively.

During 1999, in connection with the MSI transaction, we recorded a stock compensation
charge of $1.0 million related to the required vesting of stock options that were granted to former
MSI employees. We also incurred pooling costs of $1.0 million related to the MSI transaction.
Additionally, in July 1999, in connection with the formation of HEALTHvision, we incurred a stock
compensation charge of $982,000 related to the accelerated vesting of former employees’ stock
options.

During the quarter ended June 30, 1999, we initiated a restructuring of our operations. The
restructuring was completed during the quarter ended September 30, 1999 and resulted in a
charge totaling $5.1 million related to the closing of duplicate facilities and the termination of
certain employees.

As a result of these factors, net loss decreased 73.4% from $35.3 million in 1998 to
$9.4 million in 1999.

1998 Compared to 1997

Total revenues increased by $35.2 million, or 23.8%, from $147.3 million in 1997 to
$182.5 million in 1998. This increase was caused primarily by the inclusion in 1998 of twelve full
months of the operations of Alltel and SDK, as well as the inclusion of eleven months of
operations of Emtek. Also contributing to the increase was new business contracted in 1998,
which was the result of an increase in marketing efforts related to the regional realignment of our
operations completed in 1997 and the integration of acquisitions completed in 1997 and 1998.

Total cost of revenues increased by $11.3 million, or 11.8%, from $95.6 million in 1997 to
$106.9 million in 1998. The increase in cost was due primarily to the increase in business activity,
offset in part by a reduction in expenses related to integrating the acquisitions. As a percentage
of total revenues, total cost of revenues decreased from 64.9% in 1997 to 58.5% in 1998.
Included in total costs of revenues is acquisition related amortization expense of $21.9 million
and $17.2 million in 1997 and 1998, respectively, related to the amortization of acquired
technology and the MSA intangible asset.

Marketing and sales expenses increased by $6.8 million, or 29.6%, from $22.9 million, or
15.5% of total revenues, in 1997 to $29.7 million, or 16.3% of total revenues, in 1998. The
increase was due primarily to the addition of marketing and direct sales personnel following the
acquisitions and the regional realignment of our sales operations.
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Research and development expenses increased by $15.8 million, or 73.8%, from $21.4 mil-
lion, or 14.5% of total revenues, in 1997 to $37.1 million, or 20.4% of total revenues, in 1998. The
increase was due primarily to the inclusion in 1998 of twelve full months of the operations of
Alltel and SDK and eleven months of Emtek operations, as well as the continued development of
our Sunrise Clinical Management product suite. Capitalized research and development expendi-
tures increased by $2.0 million, from $2.3 million in 1997 to $4.3 million in 1998. The increase in
capitalized software development costs was due primarily to the acquisitions.

General and administrative expenses increased by $928,000, or 9.1%, from $10.2 million in
1997 to $11.1 million in 1998. The increase was due primarily to the timing of the acquisitions,
partially offset by the savings generated by the rationalization of our administrative, financial and
legal organizations. As a percentage of total revenues, general and administrative expenses
decreased from 6.9% in 1997 to 6.1% in 1998.

Depreciation and amortization expense increased by $467,000, or 4.1%, from $11.5 million in
1997 to $12.0 million in 1998. The increase was due primarily to the amortization of the value of
ongoing customer relationships and goodwill related to the acquisitions. Partially offsetting this
increase was a reduction in goodwill amortization as a result of the re-negotiation of matters
relating to the Alltel acquisition. As a percentage of total revenues, depreciation and amortization
expense decreased from 7.8% in 1997 to 6.6% in 1998. Included in depreciation and amortization
expense is acquisition related amortization of $3.7 million and $3.9 million in 1997 and 1998,
respectively.

We recorded write-offs of acquired in-process research and development of $105.5 million in
1997, of which $92.2 million was attributable to the Alltel acquisition, $7.0 million was attributable
to the SDK acquisition and $6.3 million was attributable to an acquisition completed by Transition.
Additionally, we recorded a write-off of $2.4 million in 1998 related to Transition’s acquisition of
HV.

We recorded a $7.2 million charge during 1998 related to the buyout of a master services
agreement. Additionally, we recorded a charge of $4.8 million related to the write down of our
investment in Simione Central Holdings, Inc. and recognized $5.0 million of costs related to the
merger with Transition.

As a result of these factors, net loss decreased from $126.3 million in 1997 to $35.3 million
in 1998.

Acquired In-Process Research and Development

In connection with the Alltel, SDK and HV acquisitions, we wrote off in-process research and
development totaling $92.2 million and $7.0 million in 1997 and $2.4 million in 1998, respectively.
These amounts were expensed as non-recurring charges on the respective acquisition dates.
These write-offs were necessary because the acquired technology had not yet reached
technological feasibility and had no future alternative uses. We are using the acquired in-process
research and development to create new products, which will become part of the Sunrise product
suite over the next several years. We generally released some products using the acquired in-
process technology and expect to release additional products through 2001. We expect that the
acquired in-process research and development will be successfully developed, but there can be
no assurance that commercial viability of these products will be achieved.

The nature of the efforts required for us to develop the purchased in-process technology into
commercially viable products principally relate to the completion of all planning, designing,
prototyping, verification and testing activities that are necessary to establish that the products
can be produced to meet their design specifications, including functions, features and technical
performance requirements.
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The value of the purchased in-process technology was determined by estimating the
projected net cash flows related to the products, including costs to complete the development of
the technology and the future revenues to be earned upon commercialization of the products.
These cash flows were discounted back to their net present value. The resulting projected net
cash flows from these projects were based on management’s estimates of revenues and
operating profits related to these projects. These estimates were based on several assumptions,
including those summarized below for each of the respective acquisitions.

Through September 30, 2000, revenues and operating profit attributable to the acquired in-
process technology have not materially differed from the projections used in determining its
value. Throughout 1999 and during the first nine months of 2000, we have continued the
development of the in-process technology that was acquired in the transactions. We are installing
modules derived from the acquired in-process technology in various field trial sites and have
activated some sites. Additionally, we have begun to successfully market certain aspects of the
technology to new and existing customers. We expect to continue releasing products derived
from the technology through 2001. We continue to believe the projections used reasonably
estimate the future benefits attributable to the in-process technology. However, we cannot assure
you that deviations from these projections will not occur.

If these projects to develop commercial products based on the acquired in-process
technology are not successfully completed, our sales and profitability may be adversely affected
in future periods. Additionally, the value of other intangible assets may become impaired.

Alltel

The primary purchased in-process technology acquired in the Alltel acquisition was the
client-server based core application modules of an integrated clinical software product whose
functionality included order management, health information management, physician applications,
nursing applications, pharmacy, laboratory and radiology applications and ancillary support.
Additionally, the product included functionality facilitating the gathering and analysis of data
throughout a healthcare organization, a data integration engine and various other functionality.

Revenue attributable to the in-process technology was assumed to increase over the twelve-
year projection period at annual rates ranging from 234% to 5%, resulting in annual revenues of
approximately $27.0 million to $640.0 million. These projections were based on assumed
penetration of the existing customer base, new customer transactions, historical retention rates
and experiences of prior product releases. The projections reflected accelerated revenue growth
in the first five years, 1997 to 2001, as the products derived from the in-process technology were
generally released. In addition, the projections were based on annual revenue to be derived from
long-term contractual arrangements ranging from seven to ten years. New customer contracts for
products developed from the in-process technology were assumed to peak in 2001, with rapidly
declining sales volume in the years 2002 to 2003 as other new products were expected to enter
the market. The projections assumed no new customer contracts after 2003. Projected revenue
in years after 2003 was determined using a 5% annual growth rate, which reflected contractual
increases.

Operating profit was projected to grow over the projection period at rates ranging from
1238% to 5%, resulting in incremental annual operating profit (loss) of approximately $(5.0)
million to $111.0 million. The operating profit projections during the years 1997 to 2001 assumed
a growth rate slightly higher than the revenue projections. The higher growth rate was
attributable to the increase in revenues discussed above, together with research and develop-
ment costs then expected to remain constant at approximately $15 million annually. The
operating profit projections included a 5% annual growth rate for the years after 2003 consistent
with the revenue projections.
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Through September 30, 2000, revenues and operating profit attributable to the acquired in-
process technology have not materially differed from the projections used in determining its
value. Through September 30, 2000, we continued the development of the in-process technology
that was acquired in the Alltel transaction. We have installed modules derived from the acquired
in-process technology and are continuing to develop additional functionality from this technology.
Additionally, we have begun to successfully market certain aspects of the technology to new and
existing customers. We expect to continue releasing products derived from the technology
through 2001. We continue to believe the projections used reasonably estimated the future
benefits attributable to the in-process technology. However, no assurance can be given that
deviations from these projections will not occur.

The projected net cash flows were discounted to their present value using the weighted
average cost of capital. The weighted average cost of capital calculation produces the average
required rate of return of an investment in an operating enterprise, based on required rates of
return from investments in various areas of the enterprise. The weighted average cost of capital
used in the projections was 21%. This rate was determined by applying the capital asset pricing
model. This method yielded an estimated average weighted average cost of capital of
approximately 16.5%. A risk premium was added to reflect the business risks associated with our
stage of development, as well as the technology risk associated with the in-process software,
resulting in a weighted average cost of capital of 21%. In addition, the value of customer
relationships was calculated using a discount rate of 21% and a return to net tangible assets was
estimated using a rate of return of 11.25%. The value of the goodwill was calculated as the
remaining intangible value not otherwise allocated to identifiable intangible assets, resulting in an
implied discount rate on the goodwill of approximately 28%.

We used a 21% discount rate for valuing existing technology because this technology faced
substantially the same risks as the business as a whole. Accordingly, a rate equal to the
weighted average cost of capital of 21% was used. We used a 28% discount rate for valuing in-
process technology. The spread over the existing technology discount rate reflected the
inherently greater risk of the research and development efforts. The spread reflected the nature
of the development efforts relative to the existing base of technology and the potential market for
the in-process technology once the products were released.

We estimated that the costs to develop the purchased in-process technology acquired in the
Alltel acquisition into commercially viable products would be approximately $75.0 million in the
aggregate through 2001, $15.0 million per year from 1997 to 2001.

SDK

The purchased in-process technology acquired in the SDK acquisition comprised three major
enterprise-wide modules in the areas of physician billing, home health care billing and long-term
care billing; a graphical user interface; a corporate master patient index; and a standard query
language module.

Revenue attributable to the in-process technology was assumed to increase in the first three
years of the ten-year projection period at annual rates ranging from 497% to 83%, then to
decrease over the remaining years at annual rates ranging from 73% to 14% as other products
were released in the market place. Projected annual revenue ranged from approximately
$5.0 million to $56.0 million over the term of the projections. These projections were based on
assumed penetration of the existing customer base, synergies as a result of the SDK acquisition,
new customer transactions and historical retention rates. Projected revenues from the in-process
technology were assumed to peak in 2000 and decline from 2000 to 2007 as other new products
were expected to enter the market.

Operating profit was projected to grow over the projection period at annual rates ranging
from 1497% to 94% during the first three years, decreasing during the remaining years of the
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projection period similar to the revenue growth projections described above. Projected annual
operating profit ranged from approximately $250,000 to $8 million over the term of the
projections.

Through September 30, 2000, revenues and operating profit attributable to in-process
technology have been consistent with the projections. However, we cannot assure you that
deviations from these projections will not occur in the future.

The weighted average cost of capital used in the analysis was 20%. This rate was
determined by applying the capital asset pricing model and a review of venture capital rates of
return for companies in a similar life cycle stage.

We used a 20% discount rate for valuing existing and in-process technology because both
technologies face substantially the same risks as the business as a whole. Accordingly, a rate
equal to the weighted average cost of capital of 20% was used.

We estimated that the costs to develop the in-process technology acquired in the SDK
acquisition would be approximately $1.7 million in the aggregate through the year 2000,
comprised of $500,000 in 1998, $600,000 in 1999 and $600,000 in 2000.

Transition

In connection with the purchase by Transition of HV, based on an independent appraisal, we
recorded $40.6 million of intangible assets, which included $2.4 million of acquired in-process
research and development. The amount allocated to acquired in-process research and
development represented development projects in areas that had not reached technological
feasibility and which had no alternative future use. Accordingly, the amount was charged to
operations at the date of the acquisition.

Liquidity and Capital Resources

During the nine months ended September 30, 2000, we used $15.2 million in operations,
including approximately $10.5 million of annual employee compensation related liabilities paid
during the first quarter. Investing activities used $5.9 million for the purchase of fixed assets and
the funding of development costs partially offset by the sale of investments. Financing activities
provided $5.0 million, due to borrowings under an equipment financing arrangement, exercise of
stock options and the employee stock purchase plan.

We have a revolving credit facility with a commercial bank providing for maximum borrowings
of up to $30.0 million. Available borrowings under this facility are based on accounts receivable
and other criteria. As of September 30, 2000, our available borrowings under the facility were
approximately $16.4 million and there were no outstanding borrowings under the facility.

As of September 30, 2000, our principal sources of liquidity consisted of $17.9 million in cash
and cash equivalents and our available borrowings under our revolving credit facility of
$16.4 million.

Our future capital requirements will depend upon a number of factors, including the rate of
growth of our sales and the timing and level of research and development activities. As of
September 30, 2000, we did not have any material commitments for capital expenditures.

We believe that our available cash and cash equivalents, anticipated cash generated from
our future operations and amounts available under the existing revolving credit facility will be
sufficient to meet our operating requirements for at least the next twelve months.
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Recent Accounting Pronouncements

In March 2000, the Financial Accounting Standards Board issued Interpretation No. 44, or
FIN 44, Accounting for Certain Transactions Involving Stock Compensation, an interpretation of
APB Opinion No. 25. The interpretation provides guidance for issues relating to stock
compensation involving employees that arose in applying APB Opinion No. 25. The provisions of
FIN 44 were effective July 1, 2000. The adoption of FIN 44 has had no effect on our financial
statements.

In December 1999, the Securities and Exchange Commission issued Staff Accounting Bulletin
No. 101, or SAB 101, Revenue Recognition in Financial Statements. SAB No. 101 summarizes
the SEC staff’s view in applying generally accepted accounting principles to revenue recognition
in financial statements. On June 26, 2000, the SEC staff issued SAB No. 101-B to provide
registrants with additional time to implement guidance contained in SAB No. 101. SAB 101-B
delays the implementation date of SAB No. 101 until no later than the fourth fiscal quarter of
fiscal years beginning after December 15, 1999. While we continue to study the SEC’s recently
issued guidance on SAB No. 101, we believe our revenue recognition policies are compliant with
the Staff Accounting Bulletin.

29



BUSINESS

Overview

We are a healthcare information technology company. Our solutions assist healthcare
organizations in achieving balanced outcomes through an appropriate and sustainable combina-
tion of clinical quality, efficient use of resources and patient satisfaction. We have designed our
solutions to help our customers deliver better healthcare through information. Our solutions
consist of a comprehensive service offering and seven integrated software suites that we market
under the Sunrise brand name.

Our software applications consist of individual product modules that can be implemented in
any combination and integrated with our customers’ existing information technology systems. We
believe the open, modular nature of our software architecture reduces the overall cost of
ownership and reduces the time to productive use because our solutions do not require the initial
investment and disruption associated with a complete replacement of a customer’s existing
legacy systems. To facilitate rapid adoption by our customers, we have engineered our solutions
to take advantage of Web-based technologies. Our software applications are available to our
customers for implementation in-house or through our remote hosting service, and are designed
to work in a variety of healthcare settings.

In addition, we provide a range of services to our customers, including implementation,
support, maintenance and training. We also provide outsourcing, remote hosting, network
services and business solutions consulting to assist customers in meeting their healthcare
information technology requirements. Through this comprehensive service offering and our
integrated software suites, we provide our customers with an end-to-end solution for their
clinical, financial, and administrative information needs.

We market our solutions primarily to large healthcare organizations, particularly academic
medical centers. We have one or more of our products installed or being installed in over 1,400
facilities in the United States and 17 other countries. We maintain decentralized sales and
customer support teams in each of our five North American regions to provide direct, sustained
customer contact.

Industry Background

A History of Low Investment in Healthcare Information Technology. Historically, the
healthcare industry has invested relatively less in information technology than other industries.
For example, the Singer Report, a Gartner Group company, estimated that in 1997 healthcare
organizations invested approximately 3% of their operating budgets in information technology as
compared to 7% invested by financial services companies. As a result, while physicians, nurses
and other care givers are using leading edge diagnostic and therapeutic technologies, we believe
information and workflow remain largely paper-based and depend heavily on word-of-mouth
communication. As a result of industry trends, healthcare providers are beginning to make
greater investments in healthcare information technology that capitalize on evolving information
management technologies. Industry analysts estimate that healthcare organizations spent
approximately $17 billion in 1997 for information technology solutions, and anticipate that such
expenditures will increase to approximately $28 billion annually by 2002.

Rapid Change in the Healthcare Industry Increases the Need for Information Technology.
The healthcare industry continues to undergo dramatic change. Throughout the 1990s, the
increasing cost of providing healthcare led to the rise of managed care, in which providers were
aligned within networks and healthcare delivery followed rules established by health plans in
order to qualify for reimbursement. Furthermore, in 1997, Congress passed the Balanced Budget
Act, which dramatically decreased Medicare reimbursement to healthcare organizations. As a
result, healthcare organizations have become increasingly focused on cost containment and fiscal
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responsibility. A number of other developments in the last few years have resulted, and will likely
continue to result, in significant changes in the healthcare industry:

e In 1996, Congress passed the Healthcare Information Portability and Accountability Act,
referred to as HIPAA, which required HHS to establish standards for information sharing,
security and patient confidentiality in healthcare organizations. While regulations imple-
menting HIPAA are still being finalized, we believe these regulations will create a need for
advanced information technology that enables healthcare organizations to comply with
these emerging requirements.

* In 1999, the Institute of Medicine, or IOM, published a report entitled “To Err is Human:
Building a Safer Health System” chronicling the high rate of avoidable error in patient
care, which result in an estimated 48,000 to 98,000 deaths annually.

» Since the IOM report was released, California has passed legislation requiring the eventual
adoption of information technologies aimed at reducing avoidable medical errors. In
addition, a consortium of large employers called the Leapfrog Group, which includes such
companies as General Motors, General Electric, AT&T and IBM, and whose members
reportedly spend $40 billion annually on healthcare, has announced its intention to begin
steering its members’ employees toward hospitals that, among other things, invest in
computerized systems designed to prevent avoidable medical errors.

As a result, healthcare providers have begun to evaluate the changes they must make to
their systems and processes in order to address these developments.

Shortcomings of Traditional Healthcare Information Systems. Traditional healthcare infor-
mation systems are limited in their ability to support the modernization of healthcare delivery
processes or the evolving requirements of managed care, new healthcare legislation and
regulations and patient safety initiatives. Traditional systems have generally been oriented toward
financial functions, which have focused primarily on the ability to capture charges and generate
bills. These traditional systems do not provide updated, real-time information to healthcare
organizations to aid clinical decision-making and lessen the increased administrative burdens
they face. Furthermore, individual clinical and administrative departments have purchased or
developed their own proprietary ancillary systems, resulting in disparate information systems
within a single healthcare delivery network that do not operate well with one another. In addition,
traditional systems were typically designed to operate in a single facility, which has made them
less effective in today’s geographically dispersed integrated health networks.

These forces have increased the need among healthcare organizations for clinical, financial
and administrative information technology to help achieve cost-effective, high-quality outcomes.
As a result, healthcare providers are increasingly demanding greater investment in integrated
information technology solutions that offer all of the core functions required to manage the entire
healthcare delivery process. Furthermore, the Internet now allows disparate participants in
geographically dispersed health networks to communicate easily with one another to share data
and facilitate the flow of information.

The Eclipsys Solution

Our solutions assist healthcare organizations in achieving balanced outcomes through an
appropriate and sustainable combination of clinical quality, resource utilization and patient
satisfaction. They provide comprehensive functionality to focus on solving the business issues
healthcare organizations face.

Our solutions are designed to:
» provide automated processes that improve clinical workflow and support clinical decision-
making;
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* integrate clinical, financial and patient satisfaction information to support balanced
outcomes;

» provide tools that permit healthcare organizations to analyze past performance, model new
plans for the future and measure and monitor the effectiveness of those plans;

 leverage our modular product architecture in order to offer our customers a solution
targeted at their particular needs while preserving their investment in existing systems;

» provide for rapid and cost-effective implementation, whether through the installation of an
in-house system or the option of remote hosted services;

» enable healthcare providers to access patient information and other supporting clinical
information, such as medical journals, both through wireless devices within the healthcare
facility and over the Internet; and

 assist our customers in their efforts to improve workflow processes and implement best
practices within their organizations through our comprehensive service offerings.

The Eclipsys Strategy

Our objective is to become the leading provider of healthcare information technology
solutions to the healthcare industry. Key elements of our strategy include:

Provide Comprehensive, Integrated Healthcare Information Technology Solutions. Our goal
is to continue to provide an integrated software and service offering that represents a
comprehensive healthcare information technology solution for our customers. We intend to
continue to enhance our existing products and develop new solutions to meet the evolving
healthcare information needs of our customers. For example, we have been enhancing our
products to take advantage of our eHealthSource architecture, which is a browser-enabled,
database-neutral software architecture that supports multiple operating system platforms and can
be used across a broad range of computing environments, including the Internet, client-server
systems and older mainframe computer systems. We have a team of over 400 internal research,
development and technical support professionals dedicated to developing, enhancing, supporting
and commercializing new and enhanced healthcare information technology products. For
example, we recently began development of a software application focused on the needs of
pharmacies within healthcare organizations.

Provide Flexible Product Options. We intend to continue to offer our customers flexible
product and product-delivery options in order to meet their varying information technology
requirements. Our software suites can be purchased individually or in any combination, and can
be integrated with a customer’s existing systems, thereby minimizing cost and disruption. On a
combined basis, our software suites provide an integrated solution to the major clinical, financial
and administrative needs of a healthcare organization. In addition, we intend to continue to offer
our products on both an in-house and a remote-hosted basis, depending on the needs of the
customer.

Further Penetrate Our Existing Customer Base. We believe there is a significant opportunity
to sell our integrated healthcare technology solutions to our existing customers, which include
large healthcare organizations, particularly academic medical centers. Of these customers, only a
few have enterprise-wide healthcare information systems. Our products are installed or being
installed in more than 1,400 facilities, and most of these facilities have only one or two of our
software applications. We intend to continue to market our solutions aggressively to our
customers in order to capitalize on the growth opportunity within our existing customer base.

Employ a Targeted Marketing Approach. We intend to continue to target large healthcare
organizations, particularly academic medical centers. We believe that these entities are the first to
adopt new technology. In addition, we believe that physicians are becoming increasingly involved
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in the process of selecting information technology. We believe that our clinically oriented
products and our inclusion of physicians in the product design process provide us with an
advantage as we compete for business. We will also continue to leverage the extensive industry
experience of our senior management and sales force in this effort.

Products

Our products perform the core information technology functions required by large healthcare
organizations and other healthcare providers throughout the healthcare enterprise. Our software
applications are available to our customers for implementation in-house or through our remote
hosting service, and are designed to work in a variety of healthcare settings. In addition, our
products are designed to work both through wireless devices within a healthcare facility and over
the Internet. The following table summarizes our product offerings:

Sunrise Clinical Manager » Provide clinical rules and information to facilitate
clinical decision-making

¢ Access to patient records and procedures

» On-line ordering of clinical services and
prescriptions

Sunrise Access Manager » Access to patient information and coordination of
gathering of additional information at each stage
of patient care

» Coordinate scheduling of appointments

Sunrise Patient Financial Manager e Coordinate compliance with managed-care
contract reimbursement terms, patient billing, and
third-party reimbursement

Sunrise Decision Support Manager  Clinical and financial data repository to analyze
past clinical, operational and financial
performance

e Model future plans and alternatives
* Measure and monitor performance

Sunrise Record Manager * Automated medical record management system
» Enterprise-wide document and image-
management
Sunrise Enterprise Resource Planning Manager » Supply and materials management, along with
other financial management tools
Sunrise Enterprise Application Integrator e Tools to enable integration of data from existing
(eWeblIT) legacy systems

Sunrise Clinical Manager. Sunrise Clinical Manager is a physician-oriented application that
provides patient information to physicians, nurses and other clinicians at the point-of-care.
Sunrise Clinical Manager also allows a physician to enter orders quickly and efficiently into the
system and provides clinical decision support at the time of order entry. Sunrise Clinical Manager
is designed for use in ambulatory, acute care and other healthcare settings, and includes the
following features:

» Knowledge-based orders, which is a clinical decision support system that automatically
provides real-time guidance to physicians by alerting them to possible problems with or
conflicts between newly entered orders and existing patient information using the system’s
rules database. A comprehensive set of clinical rules developed by physicians is available
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with knowledge-based orders. Customers can modify these existing rules or can develop
their own clinical rules.

Clinical decision support, which triggers alerts, including by email or pager, upon the
occurrence of a specified change in a patient’s condition or any other physician-
designated event, such as the delivery of unfavorable laboratory results, while relating the
new information to information already in the system for that patient.

Clinical pathways and scheduled activities lists, which provide access to standardized
patient-care profiles and assist in the scheduling of clinical treatment procedures.

Order entry, communication and management, which enables physicians to order online
prescriptions and laboratory or diagnostic tests or procedures and routes the order to the
appropriate department or party within the organization for fulfillment.

Clinical documentation, which gathers and presents organized, accurate and timely patient
information by accepting and arranging input from caregivers, laboratories or monitoring
equipment.

Sunrise Universal Viewer, which provides physicians with Web-based access to patient
information from within the healthcare facility or at a remote location.

Health data repository, which permanently stores clinical and financial information in easily
accessible patient care records.

Sunrise Access Manager. Sunrise Access Manager enables the healthcare provider to
identify the patient at any point in the healthcare delivery system and to collect and maintain
patient information throughout the entire process of patient care on an enterprise-wide basis.
The single database structure of Sunrise Access Manager permits simultaneous access to the
entire patient record by authorized personnel from any access point on the system. The elements
of Sunrise Access Manager include:

» Patient registration, admission, discharge and transfer.

» Patient scheduling and resource management, which is used to schedule patient
appointments throughout an organization while accounting for patient preferences and
resource availability.

Enterprise person identifier, which is a single index of all patients and healthcare plan
members within a healthcare provider’s system that supports searches on the basis of a
variety of characteristics, such as name, Social Security number or other demographic
data.

Managed-care support features, such as verifying insurance eligibility online and compli-
ance with managed-care plan rules and procedures.

Sunrise Patient Financial Manager. Sunrise Patient Financial Manager uses a single,
integrated database for patient-accounting processes, including the automatic generation of
patient billing and accounts receivable functions, a system of reimbursement management to
monitor receivables, the automation of collection activities and contract compliance analysis, as
well as follow-up processing and reporting functions. This product suite supports the growing
trend toward the centralized business office for multiple entities, which improves compliance with
managed care contracts. Sunrise Patient Financial Manager includes the following functions:

» Patient accounting, which automates the patient-billing and accounts receivable functions,
including bill generation, reimbursement calculation, account follow-up and account write-
offs. Paperless processing is achieved through real-time inquiry, editing, sorting, reporting,
commenting and updating from other applications, including modules in Sunrise Access
Manager and Sunrise Clinical Manager.
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» Contract management, which includes a repository for the payment terms, restrictions,
approval requirements and other rules and regulations of each insurance plan and
managed care contract accepted by an organization. Contract management is used in
conjunction with other Sunrise products to ensure that patient care complies with these
rules and regulations.

* Reimbursement management, which facilitates the monitoring of receivables, performance
of collection activity, reconciliation with third parties and analysis of contract compliance
and performance.

Sunrise Decision Support Manager. Sunrise Decision Support Manager creates a clinical
and financial data repository by integrating data from throughout the enterprise. Sunrise Decision
Support Manager gathers information from the many different departmental information systems
through connections that enable concurrent updating of distributed data. The data can then be
analyzed to determine the patient-level costs of care and identify areas for improvement. This
information allows the organization to evaluate its cost structure, make changes in clinical
processes to reduce costs and accurately price reimbursement contracts on a profitable basis.
Sunrise Decision Support Manager also analyzes and measures clinical process and outcomes
data, helping to identify the practice patterns that most consistently result in the highest quality
care at the lowest cost. Sunrise Decision Support Manager is an important component of our
customers’ ability to measure and document improved clinical outcomes and return on
investment. Sunrise Decision Support Manager includes support for:

* case mix, reimbursement and utilization management;
» cost and profitability analysis; and
« strategic planning, modeling and forecasting.

Sunrise Record Manager. Sunrise Record Manager is designed to meet the healthcare
information management needs of organizations of virtually any size. It includes comprehensive
applications for clinical data management and enterprise-wide document and image-management
functions designed to improve productivity, efficiency and accountability. Sunrise Record
Manager provides multiple users with convenient and concurrent access to information, wherever
they may be throughout the organization. Sunrise Record Manager includes:

* management of patient charts, including tracking, chart requests and release of
information;

« transcription and electronic signature functions;

* medical records abstracting and medical image viewer, which make medical information
more readily accessible to caregivers; and

e concurrent care manager, which facilitates coordination of the efforts of all providers
involved in the care of the patient.

Sunrise Enterprise Resource Planning Manager. Sunrise Enterprise Resource Manager is
an enterprise resource planning product that has been specifically designed for the healthcare
industry. Among other things, it recognizes the close relationship between the materials
management function and the surgery department, which is generally the largest consumer of
medical supplies in a hospital. Sunrise Enterprise Resource Manager largely automates the cost-
intensive process of ordering, paying for and tracking supplies. It includes tools for managing:

* materials;
e accounts payable;

* general ledger;
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» fixed assets; and
* budgeting.

Sunrise Enterprise Application Integrator (eWebIT). Sunrise Enterprise Application Integra-
tor provides tools to enable the integration of data from a customer’s existing systems. As
integrated health networks emerge, the individual entities within the network will often have their
own different information systems. The clinical and financial data in these disparate systems must
be integrated to provide an enterprise-wide view. Sunrise Enterprise Application Integrator’s
product suite includes tools to achieve this integration, primarily through the use of Web-based
integration technologies. Sunrise Enterprise Application Integrator achieves a comprehensive
integration solution which provides:

* a Web-based composite view of data from different information systems;
« data sharing among disparate information systems; and
» enterprise security and single system sign-on capabilities.

Hardware and Related Offerings. Finally, as part of our commitment to being a comprehen-
sive healthcare information solutions provider, we also sell a variety of desktop, network and
platform solutions including hardware, middleware and related services.

Services

Drawing on the functionality and flexibility of our software products, we offer a range of
professional services as part of our healthcare information technology solutions. These services
consist of the following:

» Implementation, Product Support, Training and Maintenance — To facilitate successful
product implementation, our consultants assist our customers with initial installation of a
system, conversion of their historical data and ongoing training and support. We offer
24-hour support and electronic distribution to provide our customers with the latest
information regarding our products. We also provide regular maintenance releases to our
customers. Our service and support activities are supplemented by comprehensive training
programs, including introductory training courses for new customers and seminars for
existing customers, to allow them to take full advantage of the capabilities of our products.
We believe that a high level of service and support is critical to our success. Furthermore,
we believe that a close and active service and support relationship is important to
customer satisfaction and provides us with important information regarding evolving
customer requirements and additional sales opportunities.

» Outsourcing services — We assume the management of the customer’s entire information-
technology function onsite using our employees. Outsourcing services include facilities
management, network outsourcing and transition management.

» Facilities management enables our customers to improve their information-technology
operations by having us assume responsibility for all aspects of the customer’s onsite
information-technology operations, from equipment to human resources.

* Network outsourcing provides our customers with total healthcare information network
support, relieving them of the need to secure and maintain expensive resources in a
rapidly changing technological environment.

« Transition management offers our customers a solution for migrating their information
technology to new processes, technologies or platforms without interfering with the
existing rules and initiatives critical to the delivery of healthcare.
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* Remote hosting services — We assume the complete processing of our customers’
applications from our Technology Solutions Center using our equipment and personnel.
This service frees an organization from the need to maintain the environment, equipment
and technical staff required for systems processing and offers support for an organiza-
tion’s fault-management, configuration-management and utilization-management
processes.

* Network services — We offer a comprehensive package of services that enable our
customers to receive critical data quickly and accurately without incurring a substantial
increase in cost. We assess changes in network utilization and function, forecast any
necessary upgrades to accommodate the customer’s growth and design any changes
necessary to provide the customer with the required performance and functionality. We
offer our services in various forms, ranging from onsite assistance on a time-and-expense
basis to complete turnkey project deliveries with guaranteed fixed price rates.

» Business solutions consulting — Our business solutions services aid our customers in
achieving improved return on investment through their use of information obtained from
our products. The members of our business solutions group have wide and varied
experience in healthcare delivery and healthcare information management, enabling them
to help customers effectively manage change that will ensure maximum return on
investment and improved outcomes.

Technology

We have defined a single, unifying software architecture for our products, referred to as
SOLA, which stands for Structured Object Layered Architecture. We have continually enhanced
and expanded SOLA and recently renamed it eHealthSource. eHealthSource is engineered to
achieve the following objectives:

e to remain open and modular;

» to be scalable and flexible;

 to increase speed of implementation; and
 to reduce the total cost of ownership.

We are in the process of enhancing each software suite to take advantage of our
eHealthSource architecture, which we believe will facilitate integration, enhance automation,
increase reliability and improve security and workflow processes. eHealthSource draws on a
Web-based, thin-client architecture to integrate business logic with an intuitive graphical user
interface, thereby enhancing automation and reducing the cost of ownership. This thin-client
architecture enables the user interface to be improved without disturbing the core application set
and facilitates integration of our products with new operating systems, display environments and
devices.

eHealthSource also features a high-performance rules engine to implement a sizable portion
of the business logic for our products. These rules guide clinical and business workflow, clinical
decision support for order entry, clinical and financial event monitoring and screen logic, enabling
structured development of new applications while maintaining consistency across applications.
Because the rules are managed and stored as data, customers are able to update the business
logic without modifying and distributing new code. This enables customers to reduce program-
ming expenses, while enhancing the flexibility of our applications and facilitating their rapid
adoption. eHealthSource features a seamless and consistent architecture which promotes
reliability.

eHealthSource also uses advanced technology to maintain security both across Internet
connections and within an organization’s internal network. This ability to support secure
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communications and incorporate reliable protocols for authenticating users and services
enhances the ability of an organization to maintain the confidentiality of patient information.

Customers, Marketing and Sales

Our marketing and sales efforts focus on large health care organizations, primarily academic
medical centers. We sell our products and services in North America exclusively through our
direct sales force. Management of the sales force is decentralized, with five regional presidents
having primary responsibility for sales and marketing within their regions. National account
representatives manage some multi-region accounts. Within each region, the direct sales force is
generally organized into two groups, one focused principally on generating sales to new
customers and the other focused on additional sales to existing customers. The direct sales
force works closely with our implementation and product line specialists. Supporting the field
staff is a team of domain experts who have extensive experience and expertise in their specific
field. A significant component of compensation for all direct sales personnel is performance
based, although we base incentive compensation on a number of factors in addition to actual
sales, including customer satisfaction and accounts receivable performance.

In addition to the United States, we have customers in Australia, Belgium, Brazil, Canada,
England, France, Germany, Greece, Ireland, Italy, Japan, Lebanon, New Zealand, Portugal,
Singapore, The Netherlands and Yugoslavia.

Research and Development

We believe that our future success depends in large part on our ability to maintain and
enhance our current product line, develop new products, maintain technological competitiveness
and meet an expanding range of customer requirements. Our current development efforts are
focused on enhancing our products to utilize the eHealthSource architecture and the develop-
ment of additional functionality and applications for our existing software applications.

As of September 30, 2000, our research, development and technical support organization
consisted of over 400 employees. Our research and development expenses were $43.8 million
for the year ended December 31, 1999 and $28.1 million for the nine months ended
September 30, 2000.

Competition

The market for our products and services is intensely competitive and is characterized by
rapidly changing technology, evolving user needs and the frequent introduction of new products.
Our principal competitors include Cerner Corp., McKessonHBOC Inc., IDX Systems Corp. and
Shared Medical Systems, which was acquired by Siemens AG earlier this year. We also face
competition from providers of practice-management systems, general decision support and
database systems and other segment-specific applications, as well as from healthcare technology
consultants.

A number of our competitors are more established, benefit from greater name recognition
and have substantially greater financial, technical and marketing resources than we do. We also
expect that competition will continue to increase as a result of consolidation in both the
information technology and healthcare industries. We believe that the principal factors affecting
competition in the healthcare information technology market include product functionality,
performance, flexibility and features, use of open standards technology, quality of service and
support, company reputation, price and overall cost of ownership.
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Proprietary Rights

We are dependent upon our proprietary information and technology. We rely primarily on a
combination of copyright, trademark and trade secret laws and license agreements to establish
and protect our rights in our software products and other proprietary technology. We require
third-party consultants and contractors to enter into nondisclosure agreements to limit use of,
access to and distribution of our proprietary information. In addition, we currently require
employees who receive stock option grants under any of our stock option plans to enter into
nondisclosure agreements. We cannot assure you, however, that these protections will be
adequate to prevent misappropriation of our proprietary rights. In addition, the laws of some
foreign countries may not protect our proprietary rights as fully or in the same manner as do the
laws of the United States. Also, despite the steps we have taken to protect our proprietary rights,
it may be possible for unauthorized third parties to copy aspects of our products, reverse
engineer such products or otherwise obtain and use information that we regard as proprietary. In
certain limited instances, customers can access source-code versions of our software, subject to
contractual limitations on the permitted use of such source code. Although our license
agreements with such customers attempt to prevent misuse of the source code, the possession
of our source code by third parties increases the ease and likelihood of potential misappropria-
tion of such software. Furthermore, there can be no assurance that others will not independently
develop technologies similar or superior to our technology or design around our proprietary
rights.

Employees

As of September 30, 2000, we employed 1,448 people, including 682 in field operations,
sales, account management, implementation and education; 630 in research, development and
product delivery; and 136 in marketing, finance, human resources, legal and other administrative
functions. Our success depends on our continued ability to attract and retain highly skilled and
qualified personnel. Competition for such personnel is intense in the information-technology
industry, particularly for talented software developers, service consultants, and sales and
marketing personnel. There can be no assurance that we will be able to attract and retain
qualified personnel in the future. Our employees are not represented by any labor unions. We
considers our relations with our employees to be good.

Facilities
We are headquartered in Delray Beach, Florida, where we lease office space under several
leases expiring at various times through June 2003. In addition, we maintain leased office space

in cities throughout the United States and in Australia, Canada, Belgium, France and the United
Kingdom. These leases expire at various times through June 2009.

Legal Proceedings

We are not party to any material legal proceedings.
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MANAGEMENT

Executive Officers and Directors

Our executive officers and directors, and their ages as of October 31, 2000, are as follows:

Name Age Title

Harvey J. Wilson....................... ... 61 Chief executive officer and chairman of the
board of directors

James E. Hall ......... ... ... . ... . ... 67 President and chief operating officer

Gregory L. Wilson ........................ 31  Senior vice president, chief financial officer
and treasurer

T. Jack Risenhoover, Il.................... 35 Senior vice president, general counsel and
secretary

Steven A. Denning(2)..................... 52  Director

G. Fred DiBona(2) ...............coooun.. 49 Director

Eugene V. Fife(1)(2) ..................... 60 Director

William E. Ford(1) ........................ 39 Director

Jay B. Pieper (1) ....... ... ... o .. 57 Director

(1) Member of the audit committee
(2) Member of the executive development and compensation committee

Harvey J. Wilson, our founder, served as our president, chief executive officer and chairman
of the board of directors since we were formed in December 1995 until February 1999, and
continues to serve as chief executive officer and chairman of the board of directors. Mr. Wilson
was a co-founder of Shared Medical Systems Corporation, or SMS, a healthcare information
systems provider. Mr. Wilson is a director of Philadelphia Suburban Corporation, a water utility
company. Harvey Wilson is the father of Gregory Wilson, our chief financial officer.

James E. Hall has served as our chief operating officer since January 1997 and became
president in February 1999. From August 1995 to January 1997, Mr. Hall was senior vice
president of sales and marketing for Multimedia Medical Systems, Inc., a clinical information
systems company.

Gregory L. Wilson has served as our senior vice president, chief financial officer and
treasurer since December 1999. From January to December 1999, he served as our president of
the Southeast region and, from April 1997 to January 1999, as our vice president of mergers and
acquisitions. Before joining us, Mr. Wilson was a vice president and healthcare services equity
analyst for Lehman Brothers, from March 1996 to April 1997. From May 1995 to March 1996,
Mr. Wilson was a vice president of Needham & Co., an investment bank. Gregory Wilson is the
son of Harvey Wilson.

T. Jack Risenhoover, Il has served as vice president and general counsel from February 1997
through February 2000, and as senior vice president and general counsel since March 2000.
From May 1994 to January 1997, Mr. Risenhoover was general counsel for The Right Angle, Inc.,
a marketing firm.

Steven A. Denning has served on our board of directors since March 1997. Mr. Denning is a
managing member of General Atlantic Partners LLC, a private equity firm that invests globally in
software, services and related information technology companies, and has been with General
Atlantic Partners LLC since 1980. Mr. Denning is also a director of GT Interactive Software Corp.,
an interactive entertainment software development company, EXE Technologies, Inc., a software
company, and Manugistics Group, Inc., a software company.
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G. Fred DiBona has served on our board of directors since May 1996. Since 1990,
Mr. DiBona has been the president and chief executive officer of Independence Blue Cross and
its subsidiaries. Mr. DiBona is also a director of Magellan Health Services, Inc., a specialized
managed healthcare company, PECO Energy Company, a public energy company, Philadelphia
Suburban Corporation, a water utility company, and Tasty Baking Company, a packaged foods
company.

Eugene V. Fife has served on our board of directors since May 1997. Since September 1999,
Mr. Fife has served as a principal of Vawter Capital, L.L.C., a venture capital firm. From
September 1997 to December 1999, Mr. Fife served as the co-chairman and chief executive
officer of llluminis, Inc., formerly known as Multimedia Medical Systems, Inc., a clinical
information systems company. Mr. Fife was formerly a general partner in Goldman, Sachs & Co.
where he served as a member of its management committee and as chairman of Goldman Sachs
International. Mr. Fife retired from Goldman, Sachs & Co. in 1995, and remained a limited partner
of the firm until May 1999, at which time he became a special director of the firm in which
capacity he continues to serve. Mr. Fife is also a director of Baker, Fentress & Company, an
investment company.

William E. Ford has served on our board of directors since May 1996. Mr. Ford is a
managing member of General Atlantic Partners LLC, and has been with General Atlantic since
1991. Mr. Ford also serves as a director of LHS Group Inc., a billing solutions company, E*Trade
Group, Inc., an on-line discount broker, Priceline.com Incorporated, an e-commerce company,
and Tickets.com, Inc., an on-line ticket seller.

Jay B. Pieper has served on our board of directors since May 1996. Since May 1995,
Mr. Pieper has served as vice president of corporate development and treasury affairs for
Partners HealthCare System, Inc., the parent of Brigham and Women’s Hospital and Massachu-
setts General Hospital in Boston, Massachusetts. From March 1986 to May 1995, Mr. Pieper was
senior vice president and chief financial officer for Brigham and Women’s Hospital.
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DESCRIPTION OF CAPITAL STOCK

Our authorized capital stock consists of 200,000,000 shares of common stock, 5,000,000
shares of non-voting common stock and 5,000,000 shares of preferred stock, of which 100,000
have been designated Series A Junior Participating Preferred Stock. As of November 10, 2000,
there were 37,034,019 shares of common stock outstanding held by 191 stockholders of record.
No shares of non-voting common stock or preferred stock are outstanding.

The following summary of the provisions of the common stock, non-voting common stock,
preferred stock, amended and restated certificate of incorporation, amended and restated by-
laws and rights plan is not intended to be complete and is qualified by reference to the
provisions of applicable law and to the restated certificate of incorporation and by-laws included
as exhibits to the registration statement of which this prospectus is a part.

Common Stock and Non-Voting Common Stock

Holders of common stock are entitled to one vote for each share held on all matters
submitted to a vote of stockholders and do not have cumulative voting rights. Holders of non-
voting common stock do not have voting rights other than as provided by statute. Accordingly,
holders of a majority of the shares of common stock entitled to vote in any election of directors
may elect all of the directors standing for election. Holders of common stock and non-voting
common stock are entitled to receive ratably such dividends, if any, as may be declared by the
board of directors out of funds legally available therefor, subject to any preferential dividend
rights of outstanding preferred stock. Upon our liquidation, dissolution or winding up, the holders
of common stock and non-voting common stock are entitled to receive ratably our net assets
available after the payment of all debts and other liabilities and subject to the prior rights of any
outstanding preferred stock. Holders of common stock and non-voting common stock have no
preemptive, subscription or redemption rights. The outstanding shares of common stock and
non-voting common stock are, and the shares of common stock offered by us in this offering will
be, when issued and paid for, fully paid and nonassessable. The rights, preferences and
privileges of holders of common stock are subject to, and may be adversely affected by, the
rights of the holders of shares of any series of preferred stock that we may designate and issue
in the future.

Shares of non-voting common stock may be converted, at the holder’s option, into shares of
common stock at the rate of one share of common stock for each share of non-voting common
stock surrendered for conversion, subject to adjustments in some cases. The holder can elect to
convert all or any part of its non-voting common stock at any time, except that, if the holder is
subject to federal banking regulations, the holder may only convert in connection with specified
sales of the common stock to be issued upon the conversion.

Preferred Stock

Under the terms of our amended and restated certificate of incorporation, the board of
directors is authorized, subject to any limitations prescribed by law, without stockholder approval,
to issue up to 5,000,000 shares of preferred stock in one or more series. Any series of preferred
stock will have rights, preferences, privileges and restrictions, including voting rights, dividend
rights, conversion rights, redemption privileges and liquidation preferences, as may be
determined by the board of directors. The purpose of authorizing the board of directors to issue
preferred stock and determine its rights and preferences is to eliminate delays associated with a
stockholder vote on specific issuances. The issuance of preferred stock, while providing
desirable flexibility in connection with possible acquisitions and other corporate purposes, could
have the effect of making it more difficult for a third party to acquire, or of discouraging a third
party from acquiring, a majority of our outstanding voting stock. We have no present plans to
issue any shares of preferred stock.
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In connection with the adoption of the rights plan discussed below, the board of directors
designated 100,000 of these shares as Series A Junior Participating Preferred Stock.

Rights Plan

Under our shareholder rights plan, each share of our common stock has one associated
preferred stock purchase right. The description and terms of the rights are set forth in a Rights
Agreement dated as of July 26, 2000 between us and Fleet National Bank, as rights agent. The
rights will expire on July 26, 2010, unless the rights are redeemed or exchanged before that time.

Each right entitles the registered holder to purchase one one-thousandth of a share of our
Series A Junior Participating Preferred Stock, $.01 par value per share, at a purchase price of
$65.00 per right, subject to adjustment. In general, the rights are not exercisable unless and until
a person or group, other than an exempt person, acquires beneficial ownership of 15% or more
of the outstanding shares of our common stock or commences a tender or exchange offer that
would result in that person or group owning 15% or more of the outstanding shares of our
common stock. Exempt persons are General Atlantic Partners LLC, its officers and directors and
affiliates. With specified exceptions, if any person or group, other than an exempt person,
becomes the beneficial owner of 15% or more of the shares of our common stock, each right not
owned by the 15% stockholder will entitle its holder to purchase that number of shares of our
common stock which equals $65.00 divided by one-half of the market price of our common stock
at that time.

In addition, following an acquisition of our common stock described in the prior sentence, if
we are involved in a merger or other business combination transaction with another entity in
which we are not the surviving corporation or in which our common stock is changed or
converted, or if we sell or transfer 50% or more of our assets or earning power to another entity,
each right will generally entitle its holder to purchase that number of shares of common stock of
the acquiror which equals the exercise price of the right divided by one-half of the market price
of that common stock at such time. We also have the ability to amend the rights plan to redeem
the rights at $.001 per right subject to specified restrictions.

Until a right is exercised, the holder of a right will have no rights as a stockholder with
respect to the shares purchasable upon exercise of the right, including without limitation the right
to vote or to receive dividends.

The rights have anti-takeover effects. The rights may cause substantial dilution to a person
or group that attempts to acquire us in a manner or on terms not approved by our board of
directors. The rights, however, are intended not to deter any prospective offeror willing to
negotiate in good faith with our board of directors, and the rights should not interfere with any
merger or other business combination approved by our board of directors.

Delaware Law and Certain Charter and By-Law Provisions

We are subject to the provisions of Section 203 of the Delaware corporate statute.
Section 203 prohibits a publicly held Delaware corporation from engaging in a business
combination with an interested stockholder for a period of three years after the date of the
transaction in which the person became an interested stockholder, unless the business
combination is approved in a prescribed manner. A business combination includes mergers,
asset sales and other transactions resulting in a financial benefit to the interested stockholder.
Subject to specified exceptions, an interested stockholder is a person who, together with
affiliates and associates, owns, or within three years did own, 15% or more of the corporation’s
voting stock.

Our certificate of incorporation provides for the division of the board of directors into three
classes as nearly equal in size as possible with staggered three-year terms. In addition, the
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certificate of incorporation provides that directors may be removed only for cause by the
affirmative vote of the holders of 75% of the shares of our capital stock entitled to vote. Under
our certificate of incorporation, any vacancy on the board of directors, however occurring,
including a vacancy resulting from an enlargement of the board of directors, may only be filled by
vote of a majority of the directors then in office. The limitations on the removal of directors and
filling of vacancies could have the effect of making it more difficult for a third party to acquire, or
of discouraging a third party from acquiring, control of us.

Our certificate of incorporation also provides that any action required or permitted to be
taken by our stockholders at an annual meeting or special meeting of stockholders may only be
taken if it is properly brought before the meeting and may not be taken by written action in lieu of
a meeting. Our certificate of incorporation also provides that special meetings of the stockholders
may only be called by the chairman of the board, the president or the board of directors. Under
our by-laws, in order for any matter to be considered properly brought before a meeting, a
stockholder must comply with specified requirements regarding advance notice to us. These
provisions could have the effect of delaying, until the next stockholders meeting, stockholder
actions which are favored by the holders of a majority of our outstanding voting securities. These
provisions may also discourage another person or entity from making a tender offer for the
common stock, because the person or entity, even if it acquired a majority of our outstanding
voting securities, would be able to take action as a stockholder, such as electing new directors
or approving a merger, only at a duly called stockholders’ meeting, and not by written consent.

The Delaware corporate statute provides generally that the affirmative vote of a majority of
the shares entitled to vote on any matter is required to amend a corporation’s certificate of
incorporation or by-laws, unless a corporation’s certificate of incorporation or by-laws, as the
case may be, requires a greater percentage. Our certificate of incorporation and our by-laws
require the affirmative vote of the holders of at least 75% of the shares of our capital stock
issued and outstanding and entitled to vote to amend or repeal any of the provisions described in
the prior two paragraphs.

Our certificate of incorporation contains provisions permitted under the Delaware corporate
statute relating to the liability of directors. The provisions eliminate a director’s liability for
monetary damages for a breach of fiduciary duty, except in some circumstances involving
wrongful acts, such as the breach of a director’s duty of loyalty or acts or omissions which
involve intentional misconduct or a knowing violation of law. Our certificate of incorporation also
contains provisions to indemnify our directors and officers to the fullest extent permitted by the
Delaware corporate statute. We believe that these provisions will assist us in attracting and
retaining qualified individuals to serve as directors.

Transfer Agent and Registrar

The transfer agent and registrar for the common stock is EquiServe, L.P.
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UNDERWRITING

We and the underwriters for the offering named below have entered into an underwriting
agreement with respect to the shares being offered. Subject to certain conditions, each
underwriter has severally agreed to purchase the number of shares indicated in the following
table. Goldman, Sachs & Co., CIBC World Market Corp. and U.S. Bancorp Piper Jaffray Inc. are
the representatives of the underwriters.

Underwriters Number of Shares

Goldman, Sachs & CO. ... .. i
CIBC World Markets Corp. . ......oiii e
U.S. Bancorp Piper Jaffray InC. .......... ... i

Total .. 5,000,000

If the underwriters sell more shares than the total number set forth in the table above, the
underwriters have an option to buy up to an additional 750,000 shares from us to cover these
sales. They may exercise that option for 30 days. If any shares are purchased pursuant to this
option, the underwriters will severally purchase shares in approximately the same proportion as
set forth in the table above.

The following table shows the per share and total underwriting discounts and commissions
to be paid to the underwriters by us. These amounts are shown assuming both no exercise and
full exercise of the underwriters’ option to purchase 750,000 additional shares.

Paid by Eclipsys

No Full
Exercise Exercise
Per share . . ... $ $
TOtal oo $ $

Shares sold by the underwriters to the public will initially be offered at the initial price to
public set forth on the cover of this prospectus. Any shares sold by the underwriters to securities
dealers may be sold at a discount of up to $ per share from the initial price to public. Any
such securities dealers may resell any shares purchased from the underwriters to certain other
brokers or dealers at a discount of up to $ per share from the initial price to public. If all the
shares are not sold at the initial price to public, the representatives may change the offering price
and the other selling terms.

We have agreed with the underwriters not to dispose of or hedge any of our common stock
or securities convertible into or exchangeable for shares of common stock during the period from
the date of this prospectus continuing through the date 90 days after the date of this prospectus,
except with the prior written consent of Goldman, Sachs & Co. This agreement does not apply to
any existing employee benefit plans.

In connection with the offering, the underwriters may purchase and sell shares of common
stock in the open market. These transactions may include short sales, stabilizing transactions
and purchases to cover positions created by short sales. Short sales involve the sale by the
underwriters of a greater number of shares than they are required to purchase in the offering.
Covered short sales are sales made in an amount not greater than the underwriters’ option to
purchase additional shares from us in the offering. The underwriters may close out any covered
short position by either exercising their option to purchase additional shares or purchasing
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shares in the open market. Naked short sales are any sales in excess of their option. The
underwriters must close out any naked short position by purchasing shares in the open market.
A naked short position is more likely to be created if the underwriters are concerned that there
may be a downward pressure on the price of the common stock in the open market after pricing
that could adversely affect investors who purchase in the offering. Stabilizing transactions consist
of various bids for or purchases of common stock made by the underwriters in the open market
for the purpose of preventing or retarding a decline in the market price of the common stock
while the offering is in progress.

The underwriters also may impose a penalty bid. This occurs when a particular underwriter
repays to the underwriters a portion of the underwriting discount received by it because the
representatives have repurchased shares sold by or for the account of such underwriter in
stabilizing or short covering transactions.

These activities by the underwriters may stabilize, maintain or otherwise affect the market
price of the common stock. As a result, the price of the common stock may be higher than the
price that otherwise might exist in the open market. If these activities are commenced, they may
be discontinued by the underwriters at any time. These transactions may be effected on the
Nasdaq National Market, in the over-the-counter market or otherwise.

We estimate that our expenses of the offering, excluding underwriting discounts and
commissions, will be approximately $

We have agreed to indemnify the several underwriters against certain liabilities, including
liabilities under the Securities Act of 1933.

Certain of the underwriters and their affiliates have in the past provided, and may in the
future from time to time provide, commercial or investment banking services to us, for which they
have in the past received, and may in the future receive, customary fees.

LEGAL MATTERS

The validity of the shares of common stock we are offering will be passed upon for us by
Hale and Dorr LLP, Reston, Virginia. Certain legal matters in connection with this offering will be
passed upon for the underwriters by Davis Polk & Wardwell, New York, New York.

EXPERTS

The financial statements as of December 31, 1999 and 1998 and for each of the three years
in the period ended December 31, 1999, included in this prospectus have been so included in
reliance on the report of PricewaterhouseCoopers LLP, independent accountants, given on the
authority of said firm as experts in auditing and accounting.
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WHERE YOU CAN FIND MORE INFORMATION

We have filed with the Securities and Exchange Commission, a registration statement on
Form S-3 under the Securities Act with respect to the common stock we propose to sell in this
offering. This prospectus, which constitutes part of the registration statement, does not contain
all of the information set forth in the registration statement. For further information about us and
the common stock we propose to sell in this offering, we refer you to the registration statement
and the exhibits and schedules filed as a part of the registration statement. Statements contained
in this prospectus as to the contents of any contract or other document filed as an exhibit to the
registration statement are not necessarily complete. If a contract or document has been filed as
an exhibit to the registration statement, we refer you to the copy of the contract or document that
has been filed. The registration statement may be inspected without charge at the principal office
of the SEC in Washington, D.C. and copies of all or any part of which may be inspected and
copied at the public reference facilities maintained by the SEC at 450 Fifth Street, N.W., Judiciary
Plaza, Room 1024, Washington, D.C. 20549, and at the SEC’s regional offices located at Citicorp
Center, 500 West Madison Street, Suite 1400, Chicago, lllinois 60661-2511 and 7 World Trade
Center, Suite 1300, New York, New York 10048. Copies of such material can also be obtained at
prescribed rates by mail from the Public Reference Section of the SEC at 450 Fifth Street, N.W.,
Washington, D.C. 20549. In addition, the SEC maintains a website (http://www.sec.gov) that
contains reports, proxy and information statements and other information regarding registrants
that file electronically with the SEC.

INCORPORATION BY REFERENCE

The SEC allows us to incorporate by reference the information we file with them, which
means that we can disclose important information to you by referring you to those documents.
The information incorporated by reference is considered to be a part of this prospectus, and later
information filed with the SEC will update and supersede this information. We incorporate by
reference the documents listed below and any future filings made with the SEC under
Section 13(a), 13(c), 14 or 15(d) of the Securities Exchange Act of 1934 until our offering is
completed.

e Our Annual Report on Form 10-K for the year ended December 31, 1999, filed March 29,
2000, as amended by our Annual Report on Form 10-K/A, filed April 28, 2000;

e Our Quarterly Report on Form 10-Q for the quarter ended March 31, 2000, filed May 15,
2000;

e Our Quarterly Report on Form 10-Q for the quarter ended June 30, 2000, filed August 8,
2000;

e Our Quarterly Report on Form 10-Q for the quarter ended September 30, 2000, filed
November 14, 2000; and

e Our Current Reports on Form 8-K filed on April 3, 2000, May 30, 2000, May 31, 2000 and
August 8, 2000.

You may request a copy of these filings at no cost by writing or telephoning us at the
following address:

Eclipsys Corporation

Attention: T. Jack Risenhoover, Il
777 East Atlantic Avenue

Suite 200

Delray Beach, Florida 33483
(561) 243-1440
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Report of Independent Accountants

To the Board of Directors
and the Stockholders of Eclipsys Corporation

In our opinion, the accompanying consolidated balance sheets and the related consolidated
statements of operations, of cash flows and of changes in stockholders’ equity present fairly, in
all material respects, the financial position of Eclipsys Corporation and its subsidiaries at
December 31, 1998 and December 31, 1999, and the results of their operations and their cash
flows for each of the three years in the period ended December 31, 1999 in conformity with
accounting principles generally accepted in the United States. These financial statements are the
responsibility of the Company’s management; our responsibility is to express an opinion on these
financial statements based on our audits. We conducted our audits of these statements in
accordance with auditing standards generally accepted in the United States which require that we
plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for
the opinion expressed above.

PricewaterhouseCoopers LLP

Atlanta, Georgia
February 18, 2000, except as to
Note 15 which is as of March 30, 2000



Eclipsys Corporation

Consolidated Balance Sheets
(in thousands, except share and per share data)

Assets

Current assets:

Cash and cash equivalents .............................
Investments .......... ...
Accounts receivable, net of allowance for doubtful
accounts of $3,724, $3,692 and $14,711 (unaudited) ...
INVENtOry ...
Other current assets .............. ... . ...

Total currentassets ......... ... .. i,
Property and equipment, net ....... ... . ... .. oL
Capitalized software development costs, net ...............

Acquired technology, net ....... ... ... . ... .

Intangible assets, net....... .. ... ... il

Other assets. ...

Total assets ........ .. i

Liabilities and Stockholders’ Equity

Current liabilities:

Deferred revenue ............. .
Current portion of long-termdebt. .......................
Other current liabilities. . ............ ... ... ... ... .......

Total current liabilities ........... ... . ... ... .. ......

Deferred revenue ............. i

Long-termdebt ... ... ...
Other long-term liabilities ........... ... ... ... ... ..
Commitments and contingencies
Stockholders’ equity:
Preferred stock:

Series A, convertible preferred stock of PCS ...........
Common stock:

Voting, $.01 par value, 200,000,000 shares authorized;
issued and outstanding 32,177,452, 36,303,825 and
36,860,060 (unaudited) .......... ... ...

Non-voting, $.01 par value, 5,000,000 shares authorized;
issued and outstanding 896,431, 0 and 0 (unaudited) ..

Non-voting common stock warrant ......................
Unearned stock compensation ..........................
Additional paid-incapital .......... ... ... ... ... ...
Accumulated deficit ....... .. ...
Accumulated other comprehensive income ...............

Total stockholders’ equity........... ... ... ... .......
Total liabilities and stockholders’ equity ............

December 31,

September 30,

1998 1999 2000
(unaudited)
$ 37,983 $ 33,956 $ 17,900
17,003 — —
62,324 77,254 63,739
517 660 437
10,013 11,800 10,096
127,840 123,670 92,172
12,620 14,522 15,697
5,248 7,944 10,836
43,318 33,161 23,993
25,928 16,858 10,077
6,060 6,780 8,286
$ 221,014 $ 202,935 $ 161,061
$ 51,366 $ 49,279 $ 45294
1,890 — 551
48,860 41,288 30,865
102,116 90,567 76,710
16,700 8,803 5,083
— — 1,177
3,756 2,264 1,870
1 — —
321 363 368
9 J— J—
395 — —
(1,623) (320) (212)
241,975 254,085 257,336
(142,680)  (152,500)  (181,028)
44 (327) (243)
98,442 101,301 76,221
$ 221,014 $ 202,935 $ 161,061

The accompanying notes are an integral part of these consolidated financial statements.
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ECLIPSYS CORPORATION
Consolidated Statements of Operations
(in thousands, except share and per share data)

Revenues:

Systems and services .................
Hardware ............................

Total revenues .....................

Costs and expenses:

Cost of systems and services revenues . . .
Cost of hardware revenues ............
Sales and marketing ..................
Research and development............
General and administrative ............
Depreciation and amortization .........
Write-down of investment .............

Write-off of in-process research and

development ... ...l
Write-off of MSA .....................
Pooling and transaction costs..........
Restructuring charge..................
Stock compensation charge ...........

Total costs and expenses ...........
Loss from operations ...................

Interest income, net.....................
Other income, net ......................

Loss before income taxes ...............
Provision for income taxes ..............

Netloss .......... .

Dividends and accretion on mandatorily

redeemable preferred stock ...........
Preferred stock conversion ..............

Net loss available to common stockholders . .

Loss per share:
Basic and diluted net loss per common

share .......... ...

Basic and diluted weighted average

common shares outstanding...........

Year Ended December 31,

Nine Months Ended
September 30,

1997 1998 1999

1999 2000

$ 142908 $ 168,025 $ 226,610 $

(unaudited)

168,097 $ 153,697

4,420 14,433 22,717 15,937 8,736
147,328 182,458 249327 184,034 162,433
92,635 94,775 126,158 93,375 108,799

2,991 12,134 18,606 13,421 6,968
22,902 29,651 35,987 26,150 29,143
21,369 37,139 43,751 34,149 28,102
10,179 11,107 11,322 9,033 8,231
11,514 11,981 15,415 11,734 11,107
— 4,778 — — —
105,481 2,392 — — —
— 7,193 — — —

— 5,033 1,648 1,648 1,900

— — 5,133 5,133 1,198

_ _ 1,087 1,987 —
267,071 216,183 260,007 196,630 195448
(119,743)  (33,725)  (10,680)  (12,596)  (33,015)
1,511 2,701 1,235 945 891
— — — — 3,596
(118,232)  (31,024)  (9,445)  (11,651)  (28,528)
8,096 4,252 — _ _
(126,328)  (35,276)  (9,445)  (11,651)  (28,528)
(5,850)  (10,928) — — —
(3,105) — — — —

$(135283) $ (46,204) $ (9,445) $ (11,651) $ (28,528)

$ (860)$ (1.95)$ (027)$  (0.34) $  (0.78)

15,734,208 23,668,072 34,803,934 34,575,264 36,672,204

The accompanying notes are an integral part of these consolidated financial statements.
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Eclipsys Corporation
Consolidated Statements of Cash Flows
(in thousands)

Nine Months Ended
September 30,

1999 2000
(unaudited)

Year Ended December 31,
1997 1998 1999

Operating activities:
Net loss
Adjustments to reconcile net loss to net

cash provided by operating activities:

$(126,328) $(35276) $ (9,445) $ (11,651) $ (28,528)

Depreciation and amortization ......... 33,426 29,932 42,134 31,747 27,019
Tax benefit of stock option exercises .. 1,626 1,171 — — —
Provision for bad debts ............... 750 1,100 2,304 1,576 2,705
Write-down of accounts receivable . . ... — — — — 9,400
Loss on disposal of property and

equipment ... 557 8 — — —
Write-off of in-process research and

development ....................... 105,481 2,392 — — —
Write-off of MSA intangible asset ... ... — 7,193 — — —
Write-down of investment ............. — 4,778 — — 802
Gain on sale of investment ............ — — — — (4,462)
Write-off of capitalized software

development costs.................. — 1,306 2,790 2,790 —
Stock compensation expense.......... 38 150 2,285 2,250 108

Changes in operating assets and
liabilities, net of acquisitions:
Accounts receivable .................. (8,263) (1,712) (9,967) (6,231) 262
Inventory ...l 655 349 (143) 91 (102)
Other currentassets .................. (84) 3,301 (1,411) (1,447) 2,900
Otherassets ......................... (71) (1,562) (1,521) 289 (2,444)
Deferredtaxes ....................... 3,301 — — — —
Deferredrevenue ..................... (860) 17,300 (11,863) (8,406) (8,762)
Other current liabilities ................ 4,005 2,253 (8,732) (6,340) (13,679)
Other long-term liabilities . ............. (148) (971) (114) (5) (394)
Total adjustments................. 140,413 66,988 15,762 16,314 13,353

Net cash provided by (used in)

operating activities.................. 14,085 31,712 6,317 4,663 (15,175)

The accompanying notes are an integral part of these consolidated financial statements.
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Eclipsys Corporation
Consolidated Statements of Cash Flows — (Continued)
(in thousands)

Nine Months Ended
Year Ended December 31, September 30,

1997 1998 1999 1999 2000
(unaudited)

Investing activities:

Purchase of investments ................ (750) (83,591) — — (7,905)
Maturities of investments................ 250 16,838 17,003 17,003 —
Sale of investments..................... — 250 — — 12,432
Purchase of property and equipment,
net of acquisitions .................... (4,314) (5,951) (8,477) (5,698) (5,571)
Capitalized software development costs .. (2,303) (4,329) (6,747) (4,847) (4,905)
Acquisitions, net of cash acquired ....... (111,650) (29,259) (25,000) (25,000) —
Proceeds from sale of business ......... — — 5,000 5,000 —
Payments under MSA................... — (16,000) — — —
Changes in other assets ................ (6,094) (5,565) — — —
Net cash used in investing activities. . .. (124,861) (77,607) (18,221) (13,542) (5,949)
Financing activities:
Borrowings ...t 10,713 18,940 20,000 20,000 2,012
Payments on borrowings ................ (1,018) (35,088) (20,000) (20,000) (284)
Distributions —MSI..................... (495) (585) (375) (377) —
Sale of common stock .................. 52 65,399 — — —
Sale of preferred stock.................. 73,764 9,000 — — —
Sale of mandatorily redeemable
preferred stock ....................... 30,000 — — — —
Redemption of mandatorily
redeemable preferred stock ........... — (38,771) — — —
Exercise of warrants .................... — — — — 4
Exercises of stock options .............. 1,132 1,266 6,036 5,905 1,760
Employee stock purchase plan .......... 74 287 2,587 1,893 1,492
Net cash provided by financing
activities ... 114,222 20,448 8,248 7,421 4,984
Effect of exchange rates on cash and cash
equivalents. ................ 28 16 (371) 20 84
Net increase (decrease) in cash and cash
equivalents................. 3,474 (25,431) (4,027) (1,438) (16,056)
Cash and cash equivalents — beginning of
YEA 59,940 63,414 37,983 37,983 33,956
Cash and cash equivalents —
endofyear ........... ... .. .. ... $ 63414 $ 37983 $ 33956 $ 36,545 $ 17,900
Cash paid forinterest . .................... $ 990 § 612 § 124
Cash paid for income taxes ............... $ 2944 § 4364 $ 758

The accompanying notes are an integral part of these consolidated financial statements.
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Eclipsys Corporation
Consolidated Statement of Changes in Stockholders’ Equity
(in thousands, except share data)

JAE|

Voting and

Non-voting Preferred Stock » Retained Accumulated
Common N N N ) ) Additional Earnings Other
Common Stock Stock Series A Series D Series E Series F Series G Paid-in L (A Comp ive Comprehensi
Shares Amount  Warrant Shares Amount Shares Amount  Shares  Amount Shares Amount  Shares Amount Capital Compensation Deficit) Income (loss)  Income (loss) Total

Balance at December 31, 1996 . $15,610276  $156 395 1,020,000 § 11 $ 50965 § (136) $ 20,004 $ 7139
Issuance of Series D Preferred stock 4,981,289 § 50 62,464 62,514
Acquisition of Alltel................. 2,077,497 21 26,051 26,072
Issuance of Series E Preferred stock 896,431 $9 11,241 11,250
Issuance of common stock warrants. .. 10,501 10,501
Exchange of Series A for Series F (1,000,000)  (10) 1,478,097 §$ 15 (5) -
Stock warrant exercise —PCS...... 46,926 1 51 52
Acquisition of SDK 499,997 5 3,243 3,248
Acquisition of Vital 132,302 1 3,624 3,625
Employee stock purchase — Transition . 3,921 74 74
Stock option exercises ..................... 356,102 4 1,128 1,132
Income tax benefit from stock options

exercised. ... 1,626 1,626
Stock grants.... 15,000 97 97
Dividends and accretion on mandatorily

redeemable preferred stock............... (5,850) (5,850)
Distribution —MSI ........ (495) (495)
Issuance of stock options. . 55 (55) —
Compensation expense recognized. . .. (59 (59)
Comprehensive income —
Net loss . (126,328)  $(126,328) (126,328)
Foreign currency translation adjus 28 $ 28 28
Other comprehensive income ............... 28
Comprehensive income..................... (126,300)
Balance at December 31, 1997 16,664,524 167 395 20,000 1 7,058,786 71 896,431 9 1,478,097 15 - = 165,265 (250) (106,819) 28 58,882
EMTEK Acquisition 1,000,000 10 9,050 9,060
Sale of common stock — Eclipsys initial

public offering ... 4,830,000 48 65,351 65,399
Conversion of preferred stock — Eclipsys

initial public offering 10,033,313 100 (7,058,786)  (71) (896,431)  (9) (1,478,097) (15) (900,000) $(9) 4 —
Issuance of Series G Preferred Stock. . 900,000 9 8,991 9,000
Stock warrant exercise — PCS 60,238 61 61
Stock option exercise 465,008 5 1,200 1,205
Employee stock purchase 20,800 287 287
Income tax benefit from stock options

exercised. ... 1,171 1,171
Dividends and accretion on mandatorily

redeemable preferred stock (10,928) (10,928)
Issuance of stock options. . 1,523 (1,523) —
Distribution — MSI (585) (585)
Compensation expense recognized. . .. 150 150
Comprehensive income —
Netloss.................. (35,276) (35,276) (35,276)
Foreign currency translation adjustment 16 16 16
Other comprehensive income ............... 16

(35,260)
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Balance at December 31,1998 .............
Stock option exercises
Employee stock purchase. .
Stock warrant exercise — Transition.........
Stock warrant exercise .....................
Conversion of preferred stock — PCS . .
Conversion of convertible debt —PCS.......
Compensation expense recognized. . ..
Distributions MSI
Comprehensive income: .............. .
Netloss..............coooiin,
Foreign currency translation adjustment. ... ..

Other comprehensive income ...............
Comprehensive income.....................

Balance at December 31, 1999
Stock option exercises
Employee stock purchase
Exercise of warrants
Compensation expense recognized..........
Netloss.........oovviiiiii
Foreign currency translation adjustment. .....

Other comprehensive income ...............
Comprehensive income.....................
Balance at September 30, 2000.............

Voting and

The accompanying notes are an integral part of these consolidated financial statements.

Non-votin Preferred Stock Retained Accumulated
¢ 9 Common N N N ) ) Additional Earnings Other
ommon Stock Stock Series A Series D Series E Series F Series G Paid-in L A ° c hensi
Shares Amount  Warrant Shares Amount Amount  Shares  Amount Shares Amount  Shares Amount Capital Compensation Deficit) Income (loss) Income (loss) Total
33,073,883 330 395 20,000 1 — — — — — — — 241,975 (1,623) (142,680) 44 98,442
1,610,556 16 6,020 6,036
156,755 2 2,585 2,587
156,320 2 (395) 393 —
962,513 10 (10) —
241,283 2 (20,000) (1) (1) —
102,515 1 2,141 2,142
982 1,303 2,285
(375) (375)
(9,445) (9,445) (9,445)
(371) (371) (371)
(371)
- . . o . o (9,816) o -
36,303,825 363 — — — — — — — — — — 254,085 (320) (152,500) (327) 101,301
315,609 3 1,050 1,063
199,861 2 2,075 2,077
40,765 — 4 4
122 108 230
(28,528) (28,528) (28,528)
84 84 84
84
- . . o . _ $ (28,444) _ .
36,860,060 $368 = — $— $ — — = — §— — $— $257336 § (212) $(181,028) $(243) $ 76221



ECLIPSYS CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and Description of Business

Eclipsys Corporation (“Eclipsys’) and its subsidiaries (collectively, the “Company’’) is a
healthcare information technology solutions provider which was formed in December 1995 and
commenced operations in January 1996. The Company provides, on an integrated basis,
enterprise-wide, clinical management, access management, patient financial management, health
information management, strategic decision support, resource planning management and
enterprise application integration solutions to healthcare organizations. Additionally, Eclipsys
provides other information technology solutions including outsourcing, remote hosting, network-
ing technologies and other related services.

2. Summary of Significant Accounting Policies
Principles of Consolidation

The financial statements include the accounts of Eclipsys and its wholly owned subsidiaries.
All significant intercompany transactions have been eliminated in consolidation.

Financial Statement Presentation

The Company has completed mergers with Transition Systems, Inc. (‘‘Transition’’) effective
December 31, 1998, PowerCenter Systems, Inc. (*“PCS”) effective February 17, 1999 and MSI
Solutions, Inc. and MSI Integrated Services, Inc. (collectively “MSI"") effective June 17, 1999.
Each of these mergers were accounted for as a pooling of interests and, accordingly, the
consolidated financial statements have been retroactively restated as if the mergers had occurred
as of the beginning of the earliest period presented. Transition had a September 30 fiscal year
end. In connection with the retroactive restatement, the financial statements of Transition were
recast to a calendar year end to conform to Eclipsys’ presentation.

A reconciliation between revenue and net loss as previously reported by the Company in the
1998 Annual report on Form 10-K and as restated for the PCS and MSI pooling of interests is as
follows:

1997 1998

Revenue:

As previously reported ............. ... $ 141,071 $170,689

PCS . 659 1,437

MO 5,598 10,332

Asrestated ...... ... ... $ 147,328 $182,458
Net loss:

As previously reported .......... . ... ... $(125,040) $(34,678)

PCS . (2,083) (2,472)

MS 795 1,874

Asrestated ................. . ... $(126,328) $(35,276)

Use of Estimates

The preparation of the consolidated financial statements in conformity with generally
accepted accounting principles requires management to make estimates and assumptions that
affect the reported amounts of assets, liabilities, revenues and expenses and disclosures of
contingent assets and liabilities. The estimates and assumptions used in the accompanying
consolidated financial statements are based upon management’s evaluation of the relevant facts
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ECLIPSYS CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

2. Summary of Significant Accounting Policies — (Continued)

and circumstances as of the date of the financial statements. Actual results could differ from
those estimates.

Cash and Cash Equivalents

For purposes of the consolidated statement of cash flows, the Company considers all highly
liquid investments with an original maturity of three months or less to be cash equivalents. Cash
equivalents are stated at cost plus accrued interest, which approximates market value.

Investments

In accordance with FAS 115, “Accounting for Certain Investments in Debt and Equity
Securities”, the Company has classified all investments as held to maturity. The securities totaled
$17.0 million as of December 31, 1998 and consisted of federal agency obligations. The
estimated fair value of each investment approximates the amortized cost plus accrued interest.
Unrealized gains at December 31, 1998 were $18,000. As of December 31, 1999, the Company
held no investments.

Revenue Recognition

The Company’s products are sold to customers based primarily on contractual arrangements
that include implementation services that often extend for periods in excess of one year.
Revenues are derived from licensing of computer software, software and hardware maintenance,
remote hosting and outsourcing, training, implementation assistance, consulting, and the sale of
computer hardware. For arrangements in which the Company does not use percentage of
completion accounting, the Company recognizes revenue in accordance with the American
Institute of Certified Public Accountants Statement of Position 97-2 “‘Software Revenue
Recognition” (““SOP 97-2"") which requires, among other matters, that there be a signed
contract evidencing that an arrangement exists, delivery of the software has occurred, the fee is
fixed and determinable and collectibility of the fee is probable.

Systems and Services Revenue
Multiple Element Arrangements

The Company generally licenses its software products pursuant to multiple element
arrangements that include maintenance for periods that range from 3 to 7 years. For software
license fees sold to customers that are bundled with services and maintenance and require
significant implementation efforts, the Company recognizes revenue using the percentage of
completion method, as the services are considered essential to the functionality of the software.

For the Eclipsys product line (““EPL”) transactions entered into with customers that require
significant implementation efforts, the Company recognizes the bundled license and services fee
from the arrangement using the percentage of completion method over the implementation period
based on input measures (based substantially on implementation hours incurred).

For the Transition Systems, Inc. product line (“TPL"), the Company recognizes revenue for
transactions entered into prior to January 1, 1998 under the percentage of completion method
based principally upon progress and performance as measured by achievement of contract
milestones. Effective January 1, 1998, the Company adopted SOP 97-2 with respect to TPL
transactions. In connection with the adoption, the Company accounted for TPL transactions
entered into on or after January 1, 1998 under the same percentage of completion method used
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ECLIPSYS CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

2. Summary of Significant Accounting Policies — (Continued)

for the EPL as the Company’s management intended to manage implementation efforts of the
TPL on the basis of inputs rather than the output method used by pre-merger Transition
management. The Company recognizes the TPL bundled license and service fee revenue ratably
over the implementation period, which corresponds with the timing of the related implementation
efforts.

Revenue from other software license fees, which are bundled with long-term maintenance
agreements (3 to 7 years), is recognized on a straight-line basis over the contracted
maintenance period. Other software license fee arrangements relate to certain ““add-on”” module
EPL products sold to customers in the EPL installed base. Because the Company does not sell
the “add-on”” modules or the associated extended term maintenance elements separately, the
entire arrangement fee is recognized as revenue over the contracted maintenance period in
accordance with paragraph 12 of SOP 97-2.

Services

Remote processing and outsourcing services are marketed under long-term arrangements
generally over periods from 5 to 7 years. Revenues from these arrangements are recognized as
the services are performed.

Software maintenance fees are marketed under annual and multi year agreements and are
recognized as revenue ratably over the contracted maintenance term. The Company’s software
maintenance arrangements include when and if available upgrades and do not contain specific
upgrade rights.

Implementation revenues and other services, including training and consulting, are recog-
nized as services are performed for time and material arrangements and using the percentage of
completion method based on labor input measures for fixed fee arrangements. The Company
sells these services separately and accordingly has sufficient vendor specific objective evidence
of the element to recognize revenue.

Hardware Sales and Maintenance Revenue

Hardware sales are generally recognized upon shipment of the equipment to the customer.
Hardware maintenance revenues are billed and recognized monthly over the contracted
maintenance term.

Unbilled Accounts Receivable

The timing of revenue recognition and contractual billing terms under certain multiple element
arrangements may not precisely coincide resulting in the recording of unbilled accounts
receivable or deferred revenue. Customer payments are due under these arrangements in varying
amounts upon the achievement of certain contractual milestones throughout the implementation
period. Implementation periods generally range from 12 to 24 months. The current portion of
unbilled accounts receivable of $8.1 million and $15.3 million as of December 31, 1998 and 1999,
respectively, is included in accounts receivable in the accompanying financial statements.

In addition, the Company maintains certain long-term contracts used to finance a portion of
certain customer hardware and software fees owed. Alltel Healthcare Information Services, Inc.
(““Alltel’’) prior to the Company’s January 1997 acquisition of that business (see Note 7)
entered into such contracts. These arrangements generally provide for payment terms that range
from three to five years and carry interest rates that range from 7% to 10%. Such amounts are
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recorded as non-current unbilled accounts receivable until the customers are billed which is
generally on a monthly basis. The non-current portion of amounts due related to these
arrangements was $1.5 million and $1.4 million as of December 31, 1998 and 1999, respectively,
and is included in other assets in the accompanying financial statements. The current portion of
amounts due related to these arrangements was $2.6 million and $1.6 million as of December 31,
1998 and 1999, respectively, and is included in accounts receivable in the accompanying financial
statements. The Company does not have any obligation to refund any portion of the software or
hardware fees and its contracts are generally non-cancelable.

Inventory

Inventory consists of computer parts and peripherals and is stated at the lower of cost or
market. Cost is determined using the first-in, first-out method.

Property and Equipment

Property and equipment are stated at cost. Depreciation and amortization are provided using
the straight-line method over the estimated useful lives, which range from two to ten years.
Computer equipment is depreciated over two to five years. Office equipment is depreciated over
two to ten years. Purchased software for internal use is amortized over three to five years.
Leasehold improvements are amortized over the shorter of the useful lives of the assets or the
remaining term of the lease. When assets are retired or otherwise disposed of, the related costs
and accumulated depreciation are removed from the accounts and any resulting gain or loss is
reflected in income. Expenditures for repairs and maintenance not considered to substantially
lengthen the property and equipment lives are charged to expense as incurred.

Capitalized Software Development Costs

The Company capitalizes a portion of its internal computer software development costs
incurred subsequent to establishing technological feasibility, including salaries, benefits, and
other directly related costs incurred in connection with programming and testing software
products. Capitalization ceases when the products are generally released for sale to customers.
Management monitors the net realizable value of all capitalized software development costs to
ensure that the investment will be recovered through margins from future sales. Capitalized
software development costs were approximately $2.3 million, $4.3 million and $6.7 million for the
years ended December 31, 1997, 1998 and 1999, respectively. These costs are amortized over
the greater of the ratio that current revenues bear to total and anticipated future revenues for the
applicable product or the straight-line method over three to five years. Amortization of capitalized
software development costs, which is included in cost of systems and services revenues, were
approximately $700,000, $777,000 and $1.2 million for the years ended December 31, 1997, 1998
and 1999, respectively. Accumulated amortization of capitalized software development costs
were $5.8 million and $6.7 million as of December 31, 1998 and 1999, respectively.

In December 1998, based on a review of products acquired in conjunction with the Transition
merger and other related activities, the Company recorded a write-off of approximately
$1.3 million of capitalized software development costs related to duplicate products that did not
have any alternative future use.

In June 1999, based on a review of products acquired in conjunction with the MSI merger
and other related activities, the Company recorded a write-off of approximately $2.8 million of
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capitalized software development costs related to duplicate products that did not have any
alternative future use.

Acquired Technology and Intangible Assets

The intangible assets from the Company’s acquisitions (Notes 6 and 7) consisted of the
following as of December 31, 1998 and 1999 (in thousands):

December 31, Useful Life
1998 1999
Gross Net Gross Net

Acquired technology........... $ 79,118 $43,318 §$ 92,536 $33,161 3 -5 Years
Ongoing customer

relationships ................ 10,846 6,690 10,690 4,366 5 Years
Management and services

agreement.................. 9,543 — — — 4 Years
Network services.............. 5,764 4,324 5,764 2,404 3 Years
Goodwill. . ........ ..., 17,537 14,779 17,793 10,081 5-12 Years
Other ... ... ... ... ........ 863 135 162 7 3-5Years

$123,671 $69,246 $126,945 $50,019

The carrying values of intangible assets are reviewed if the facts and circumstances suggest
that it may be impaired. This review indicates whether assets will be recoverable based on future
expected cash flows. Based on its review, the Company does not believe that an impairment of
its excess of cost over fair value of net assets acquired has occurred.

Fair Value of Financial Instruments

The carrying amounts of the Company’s financial instruments, including cash and cash
equivalents, accounts receivable, and other current liabilities, approximate fair value.

Income Taxes

The Company accounts for income taxes utilizing the liability method, and deferred income
taxes are determined based on the estimated future tax effects of differences between the
financial reporting and income tax basis of assets and liabilities and tax carryforwards given the
provisions of the enacted tax laws.

Prior to the pooling of interests merger with the Company, MSI had elected ‘S’ corporation
status for income tax purposes. As a result of the merger, MSI terminated its ‘S’ corporation
election. The pro forma provision for income taxes, taken together with reported income tax
expense, presents the combined pro forma tax expense of MSI as if it had been a ““C”
corporation during the periods presented. The pro forma net loss of the Company considering
this impact is as follows (in thousands):

Year Ended December 31,

1997 1998 1999
Netloss.........ooviiiiiiiii $(126,328) $(35,276) $(9,445)
Pro forma tax adjustments.................. (270) (637) —
Proformanetloss ......................... $(126,598) $(35,913) $(9,445)
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2. Summary of Significant Accounting Policies — (Continued)
Stock-Based Compensation

The Company has chosen to continue to account for stock-based compensation using the
intrinsic value method prescribed in Accounting Principles Board Opinion (““APB’’) No. 25,
“Accounting for Stock Issued to Employees”, and related Interpretations and to elect the
disclosure option of Statement of Financial Accounting Standards (“FAS”) No. 123, ““Accounting
for Stock-Based Compensation”. Accordingly, compensation cost for stock options is measured
as the excess, if any, of the estimated market price of the Company’s stock at the date of the
grant over the amount an employee must pay to acquire the stock.

Basic and Diluted Net Loss Per Share

For all periods presented, basic and diluted net loss per common share is presented in
accordance with FAS 128, “Earnings per Share”, which provides for the accounting principles
used in the calculation of earnings per share and was effective for financial statements for both
interim and annual periods ending after December 15, 1997. Basic net loss per common share is
based on the weighted average number of shares of common stock outstanding during the
period. Diluted net loss per share reflects the potential dilution from assumed conversion of all
dilutive securities such as stock options and warrants. Stock options to acquire 3,835,565,
4,344,958 and 5,494,673 shares of common stock at December 31, 1997, 1998 and 1999,
respectively, and warrants to acquire up to 1,179,483, 1,119,245 and 40,829 shares of common
stock at December 31, 1997, 1998 and 1999 respectively, were the only securities issued which
would be included in the diluted earnings per share calculation if dilutive.

In 1997, 1998 and 1999, the inclusion of stock options and warrants would have been
antidilutive due to the net loss reported by the Company. The Company has excluded 370,609
contingently returnable shares of common stock from basic and diluted earnings per share
computations for the years ended December 31 1997 and 1998, respectively (Note 4).

Concentration of Credit Risk

The Company’s customers operate primarily in the healthcare industry. The Company sells
its products and services under contracts with varying terms. The accounts receivable amounts
are unsecured. Management believes the allowance for doubtful accounts is sufficient to cover
credit losses. The Company does not believe that the loss of any one customer would have a
material effect on the financial position of the Company.

Foreign Currency Translation

The financial position and results of operations of foreign subsidiaries are measured using
the currency of the respective countries as the functional currency. Assets and liabilities are
translated at the foreign exchange rate in effect at the balance sheet date, while revenue and
expenses for the year are translated at the average exchange rate in effect during the year.
Translation gains and losses are not included in determining net income or loss but are
accumulated and reported as a separate component of stockholders’ equity. The Company has
not entered into any hedging contracts during the three-year period ended December 31, 1999.

Comprehensive Income

Effective January 1, 1998, the Company implemented Statement of Financial Accounting
Standards No. 130, “Reporting Comprehensive Income”. This standard requires that the total
changes in equity resulting from revenue, expenses, and gains and losses, including those that
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do not affect the accumulated deficit, be reported. Accordingly, those amounts that are
comprised solely of foreign currency translation adjustments are included in other comprehensive
income in the consolidated statement of stockholders’ equity.

New Accounting Pronouncements

In June 1997, the Financial Accounting Standards Board issued FAS 131, “‘Disclosure about
Segments of an Enterprise and Related Information’. In October 1997, the American Institute of
Certified Public Accountants issued Statement of Position 97-2 (**SOP 97-2"), ““Software
Revenue Recognition”. Effective January 1, 1998, the Company adopted FAS 131 and SOP 97-2.
The adoption of FAS 131 has not had a material impact on the Company’s financial statement
disclosures. In connection with the adoption of SOP 97-2, the Company deferred approximately
$9.1 million of revenue under certain Transition contracts that were entered into after
December 31, 1997.

In June 1998, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards No. 133, ““Accounting for Derivative Instruments and Hedging Activities”.
This statement establishes accounting and reporting standards for derivative instruments
embedded in other contracts and for hedging activities. This statement is effective for financial
statements for all fiscal quarters of all fiscal years beginning after June 15, 2000. The Company
intends to adopt this statement when required; however, it is not expected to have a material
impact on the Company’s financial position or results of operations.

3. Property and Equipment

Property and equipment as of December 31, 1998 and 1999 is summarized as follows (in
thousands):

December 31,

1998 1999
Computer equipment. ............. ... ... $ 15,039 $ 17,329
Office equipmentand other ............................ 4,310 4,631
Purchased software......... ... ... . ... ... .. ... . ... 5,112 6,631
Leasehold improvements ................ ... ... ... ..... 3,349 4,405

27,810 32,996
Less: Accumulated depreciation and amortization ....... (15,190) (18,474)

$ 12,620 $ 14,522

Depreciation and amortization expense of property and equipment totaled approximately
$7.1 million, $7.6 million and $7.2 million in 1997, 1998 and 1999, respectively.

4. Licensing Arrangement

In May 1996, the Company entered into an exclusive licensing arrangement with Partners
HealthCare System, Inc. (‘‘Partners’) to further develop, commercialize, distribute and support
certain intellectual property which was being developed at Partners. As consideration for the
license, the Company issued 988,290 shares of Common Stock of the Company and agreed to
pay royalties to Partners on sales of the developed product until the Company completed an
initial public offering of common stock with a per share offering price of $10.00 or higher. There
was no revenue recognized by the Company or royalties paid to Partners under the arrangement
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in 1997 or 1998. In August of 1998, the Company completed an initial public offering (Note 5)
whereby the royalty provision of the agreement terminated. Under the terms of the license, the
Company may further develop, market, distribute and support the original technology and license
it, as well as market related services, to other healthcare providers and hospitals throughout the
world (other than in the Boston, Massachusetts metropolitan area). The Company is obligated to
offer to Partners and certain of their affiliates an internal use license, granted on most favored
customer terms, to any new software applications developed by the Company, whether or not
derived from the licensed technology, and major architectural changes to the licensed software.
After May 3, 1998, Partners and certain of their affiliates are entitled to receive internal use
licenses for any changes to any modules or applications included in the licensed technology, as
defined. The Company has an exclusive right of first offer to commercialize new information
technologies developed in connection with Partners. If the Company fails to pay the required
royalties, breaches any material term under the licensing arrangement or if the current Chairman
of the Board and Chief Executive Officer of the Company voluntarily terminates his employment
with the Company prior to May 1999, the license may become non-exclusive, at the option of
Partners. If Partners elects to convert the license to non-exclusive, it must return 370,609 shares
of Common Stock to the Company. This provision expired May 1999, whereby Partners did not
convert the license to non-exclusive.

At the time the license arrangement was consummated, the licensed technology had not
reached technological feasibility and had no alternative future use. The licensed technology being
developed consisted of enterprise-wide, clinical information software. The Company released
certain commercial products derived from the licensed technology in late 1998. The Company
accounted for the license arrangement with Partners by recording a credit to additional paid-in
capital of $1.5 million (representing the estimated fair value of the licensed technology) and a
corresponding charge to its statement of operations for the year ended December 31, 1996. The
charge was taken because the technology had not reached technological feasibility and had no
alternative future use.

As part of the agreement, the Company has provided development services to Partners
related to commercializing the intellectual property; fees for these development services totaled
$2.5 million, $1.2 million and $976,000 for the years ended December 31, 1997, 1998 and 1999,
respectively, and are included as a reduction in research and development expenses in the
accompanying consolidated statements of operations.

5. Stockholders’ Equity and Mandatorily Redeemable Preferred Stock
Stock Split

In May 1997, the Company declared a three-for-two split for all Voting Common Stock and
Non-Voting Common Stock issued and outstanding. In addition, the shareholders approved an
increase in the number of authorized shares of Voting Common Stock from 30,000,000 to
50,000,000. In June 1998, the Company effected a two-for-three reverse stock split of all Voting
Common Stock and Non-Voting Common Stock outstanding. The accompanying consolidated
financial statements give retroactive effect to the May 1997 and June 1998 stock splits as if they
had occurred at the beginning of the earliest period presented. Effective upon the closing of the
IPO, the authorized common stock and non-voting common stock was increased to 205,000,000.
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Mandatorily Redeemable Preferred Stock

In connection with its acquisition of Alltel (Note 7), the Company sold 30,000 shares of
Series B 8.5% Cumulative Redeemable Preferred Stock (‘‘Series B”’) and warrants to purchase
up to 1,799,715 shares of Non-Voting Common Stock at $.01 per share for total consideration of
$30.0 million. The number of warrants to be issued was subject to adjustment in the event the
Company redeemed all or a portion of the Series B prior to its mandatory redemption date. The
Series B was non-voting and was entitled to a liquidation preference of $1,000 per share plus
any unpaid dividends. Dividends are cumulative and accrue at an annual rate of 8.5%.

The Series B was redeemable by the Company at its redemption price at any time on or
before the mandatory redemption date of December 31, 2001. The redemption price, as defined,
equaled the liquidation preference amount plus all accrued and unpaid dividends. With respect to
liquidation preferences, the Series B ranked equal to the Series C 8.5% Cumulative Redeemable
Preferred Stock (‘‘Series C’) and senior to all other equity instruments.

In January 1997, 20,000 shares of the Series C were issued to Alltel Information Services,
Inc. (““AlS’’) as part of the consideration paid for Alltel (Note 7). The Series C contained
substantially the same terms, including voting rights, ability to redeem and liquidation preferences
as the Series B. The Series B has preferential rights in the event of a change of ownership
percentages of certain of the Company’s stockholders; the Series C did not have these
preferential rights. The Series C redemption price was determined the same as Series B and had
to be redeemed on or before December 31, 2001.

The Company has accounted for the Series B and C as mandatorily redeemable preferred
stock. Accordingly, the Company accrued dividends and amortized any discount over the
redemption period with a charge to additional paid-in capital (““APIC’’). The Company recorded a
discount on the Series B at the time of its issuance for the estimated fair value of the warrants
($10.5 million). The Company valued the maximum amount of warrants that would be issued up
to the mandatory redemption date of the Series B as of the acquisition date, January 23, 1997
and the mandatory redemption date, December 31, 2001. The Company recorded the Series C on
the date of acquisition of Alltel at $10.3 million (after adjustment for the 4,500 shares returned by
AIS (Note 7)), which included a discount from its face amount of $5.2 million.

Dividends and accretion on the Series B was $4.1 million and $10.7 million for the years
ended December 31, 1997 and 1998, respectively. During the years ended December 31, 1997
and 1998, dividends and accretion on the Series C was $1.8 million and $200,000, respectively.
The Series B and C were redeemed in August 1998 for $38.8 million with proceeds from the
Company’s initial public offering. In connection with this early redemption, the Company recorded
a one-time charge to APIC of $10.9 million, which represented the difference between the
carrying value of the Series B and C and the redemption value. This amount is included in
dividends and accretion in the accompanying financial statements.

During 1999, 962,513 shares of Common Stock were issued related to the warrants issued in
conjunction with Series B and Series C.

Series A Convertible Preferred Stock

In May 1996, concurrent with entering into the Partners’ licensing arrangement, the Company
sold 1,000,000 shares of Series A Convertible Preferred Stock (‘‘Series A’’) for $6.0 million to
outside investors. The Series A was convertible on a one-to-one basis to shares of Common
Stock of the Company at the discretion of the outside investors. The Series A had voting rights

F-17



ECLIPSYS CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

5. Stockholders’ Equity and Mandatorily Redeemable Preferred Stock — (Continued)

equivalent to Common Stock on an as converted basis and a liquidation preference of $6 per
share. The Company did not declare or pay dividends on Series A. In January 1997, the
Company issued 1,478,097 shares of Series F Convertible Preferred Stock (‘‘Series F’) in
exchange for the cancellation of Series A. The Company accounted for the transaction
analogously to an extinguishment of debt with a related party and, accordingly, recorded a
charge of $3.1 million to additional paid-in capital at the date of this transaction. In addition, the
charge is recorded as an increase to net loss available to common stockholders in the
accompanying statement of operations.

In March 1996, PCS sold 20,000 shares of its Series A Convertible Preferred Stock (““PCS
Series A”") for $2.0 million to outside investors. At the time of the merger the PCS Series A were
converted into 241,183 shares of Common Stock of the Company.

Series D Convertible Preferred Stock

In January 1997, the Company sold 4,981,289 shares of the Series D Convertible Preferred
Stock (‘‘Series D”’) for $62.5 million to private investors and issued 2,077,497 shares to AlS in
connection with the acquisition of Alltel. Each share of Series D was convertible into one share of
Common Stock. The Series D contained voting rights as if it were converted into Common Stock
and had a liquidation preference of $12.55 per share plus any declared but unpaid dividends. The
Series D was equivalent to Series E Convertible Preferred Stock (‘‘Series E”’) with respect to
liquidation preference and rank.

Both the Series D and E ranked junior to the Series B and C and senior to Series F. The
Company did not declare or pay any dividends on the Series D.

Concurrent with the Company’s initial public offering, the Series D were converted into
7,058,786 shares of Common Stock.

Series E Convertible Preferred Stock

In January 1997, the Company sold 896,431 shares of Series E for $11.3 million. The
Series E was non-voting and was identical to the Series D with respect to liquidation preference
and rank. Each share of Series E was convertible into one share of Non-Voting Common Stock.
The Company did not declare or pay any dividends on the Series E.

Concurrent with the Company’s initial public offering, the Series E were converted into
896,431 shares of Non-Voting Common Stock. Each share of Non-Voting Common Stock is
convertible into one share of voting Common Stock. During 1999, all shares of Non-Voting
Common Stock were converted into voting Common Stock.

Series F Convertible Preferred Stock

As described above, in January 1997, 1,478,097 shares of Series F were issued in exchange
for the cancellation of the outstanding shares of Series A. The Series F contained a liquidation
preference of $6 per share. The Series F ranked junior to the Company’s other classes of
preferred stock with respect to liquidation preferences. Each share of Series F was convertible
into one share of Common Stock. The Company did not declare or pay any dividends on the
Series F.

Concurrent with the Company’s initial public offering, the Series F were converted into
1,478,097 shares of Common Stock.
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Series G Convertible Preferred Stock

In February 1998, the Company sold 900,000 shares of Series G Convertible Preferred Stock
(““Series G”') to outside investors for total consideration of $9.0 million. The proceeds were
utilized to repay the outstanding Term Loan balance. Each share of the Series G was convertible
on a two-for-three basis to shares of Common Stock. The conversion rate was subject to
adjustment in certain circumstances. The Series G had a liquidation preference of $10 per share.
In the event of an involuntary liquidation of the Company, the Series G would have participated
on a pro rata basis with the Series D and E.

Concurrent with the Company’s initial public offering, the Series G was converted into
599,999 shares of Common Stock.

Voting and Non-Voting Common Stock

Holders of Common Stock are entitled to one vote per share. Holders of Non-Voting
Common Stock do not have voting rights other than as provided by statute.

Undesignated Preferred Stock

The Company has available for issuance 5,000,000 shares of undesignated preferred stock
(the “Undesignated Preferred’’). The liquidation, voting, conversion and other related provisions
of the Undesignated Preferred will be determined by the Board of Directors at the time of
issuance. Currently, there are no outstanding shares.

Initial Public Offering

Effective August 6, 1998, the Company completed an initial public offering (*'IPO’’). Net
proceeds from the offering were $65.4 million, including proceeds from the exercise of the
underwriters’ over allotment option. The Company used the net proceeds from the offering to
redeem the outstanding shares of the Company’s Mandatorily Redeemable Preferred Stock,
repay the principal balance and accrued interest on acquisition related debt and to repay
amounts outstanding under the Company’s revolving credit facility. In connection with the
redemption of the Mandatorily Redeemable Preferred Stock, the Company recorded an increase
to net loss available to common shareholders of $10.9 million reflecting the difference between
the carrying value and redemption value of the stock.

Concurrent with the initial public offering, all Series of Convertible Preferred Stock were
automatically converted into Common Stock or Non-Voting Common Stock and all Mandatorily
Redeemable Preferred Stock was redeemed.

6. Transition Merger

As discussed in Note 2, on December 31, 1998, the Company completed a merger with
Transition, a publicly traded provider of integrated clinical and financial decision support systems
for hospitals, integrated health networks, physician groups and other healthcare organizations.
Transition stockholders received .525 shares of common stock of Eclipsys for each share of
Transition common stock, or an aggregate of 11.1 million shares. The transaction was accounted
for as a pooling of interests, and accordingly, all prior periods have been restated to give effect
to this transaction. The Company incurred transaction costs of approximately $5.0 million directly
related to the merger.
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Significant transactions of Transition during the three years ended December 31, 1998, after
giving effect to the 0.525 conversion ratio were as follows:

1996 Recapitalization

In January 1996, prior to its contemplation of an initial public offering, Transition effected a
leveraged recapitalization transaction (the ‘* Recapitalization’), in which Transition repur-
chased 15,011,012 shares of Common Stock then issued and outstanding from New England
Medical Center, Inc. (“NEMC”) and other stockholders of Transition for an aggregate
amount of approximately $111.4 million. Additionally, Transition incurred approximately

$4.8 million in costs related to the Recapitalization (approximately $3.4 million is included in
the statement of operations). Up until the Recapitalization, Transition was a majority-owned
subsidiary of NEMC. In addition, Warburg, Pincus Ventures, L.P. (*“WP Ventures’)
purchased from certain executive officers of Transition shares of Common Stock, including
shares of Common Stock acquired by such executive officers pursuant to their exercise of
stock options, for an aggregate of $9.0 million. WP Ventures then contributed such shares of
Common Stock to Transition. The principal purpose of the Recapitaliztion was to provide
liquidity to Transition’s existing stockholders while permitting them to retain an ownership
interest in Transition. Transition accounted for this transaction as a leveraged recapitaliza-
tion. To finance the repurchase of these shares, Transition issued to certain institutional
investors shares of Series A non-voting preferred stock for an aggregate of $20.0 million,
shares of Series B convertible preferred stock (convertible into 4,529,338 shares of
Common Stock) for an aggregate of $33.6 million and shares of Series C non-voting
convertible preferred stock (convertible into 187,038 shares of Common Stock) for an
aggregate of $1.4 million. In addition, Transition entered into a secured term loan in the
amount of $35.0 million and received an advance of $5.0 million under a secured revolving
credit facility in the maximum principal amount of $15.0 million, and issued Senior
Subordinated Notes, due 2003, in the aggregate principal amount of $10.0 million (the
““Senior Subordinated Notes’’).

The holder of the Senior Subordinated Notes also received a warrant to acquire an
aggregate of 156,412 shares of non-voting common stock at an initial exercise price of $7.43
per share, subject to adjustment in certain circumstances. Transition recorded a discount on
the Senior Subordinated Notes for the estimated fair value of the warrants ($395,000). In
addition, in the first quarter of 1996, Transition incurred a non-cash compensation charge of
approximately $3.0 million. This compensation charge arose from the purchase by Transition
(both directly and indirectly, through WP Ventures) from certain of its executive officers
shares of Common Stock that had been acquired by such officers immediately prior to the
Recapitalization through the exercise of employee stock options. The amount of the
compensation charge was equal to the difference between the approximately $766,000
exercise price paid by such officers upon such exercise and the proceeds received by the
officers from the purchase by Transition of such shares.

During 1999, 156,320 shares of Common Stock were issued related to the warrants issued in
conjunction with the Senior Subordinated Notes.
Transition Initial Public Offering

On April 18, 1996, Transition completed an initial public offering of 3,622,500 shares of its
common stock that generated net proceeds of $114.4 million. A substantial part of the
proceeds were used to redeem $20.6 million of Series A preferred stock and accrued
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dividends (included as part of the recapitalization on the statement of changes in
stockholders’ equity), to repay the $34.7 million outstanding principal amount and accrued
interest under a secured term loan facility, to repay the $10.3 million outstanding principal
amount and accrued interest related to the senior subordinated notes and to repay the
$5.1 million outstanding principal amount and accrued interest under a revolving credit
facility.

Acquisitions

On July 22, 1996, Transition acquired substantially all of the outstanding stock and a note
held by a selling principal of Enterprising HealthCare, Inc. (““EHI’’), based in Tucson,
Arizona, for a total purchase price of approximately $1.8 million in cash. EHI provides system
integration products and services for the health care market. The acquisition was accounted
for under the purchase method of accounting and accordingly the results of operations of
EHI are included from the date of the acquisition. Acquired technology costs of $1.6 million
are being amortized on a straight-line basis over 7 years.

On September 19, 1997, Transition acquired all outstanding shares of Vital Software Inc.
(“Vital’’), a privately held developer of products that automate the clinical processes unique
to medical oncology. The purchase price was approximately $6.3 million, which was
comprised of $2.7 million in cash and 132,302 shares of the Company’s common stock with
a value of $3.6 million. The acquisition was accounted for under the purchase method of
accounting and accordingly the results of operations of Vital are included from the date of
the acquisition. The amount allocated to acquired in-process research and development was
based on the results of an independent appraisal. Acquired in-process research and
development represented development projects in areas that had not reached technological
feasibility and which had no alternative future use. Accordingly, the amount was written off at
the date of the acquisition.

On December 3, 1998, Transition acquired substantially all of the outstanding stock of
HealthVISION (““HV”"), a provider of electronic medical record software. The purchase price
was approximately $41.1 million, which was comprised of approximately $31.6 million in cash
(of which $6.0 million was paid in 1997) and the assumption of approximately $9.5 million in
liabilities, plus an earn-out of up to $10.8 million if specified financial milestones were met.
The earnout period expired in 1999 with no amounts earned under the provisions of the
agreement. The acquisition was accounted for under the purchase method of accounting and
accordingly the results of operations of HV are included from the date of the acquisition. In
connection with the transaction, based on an independent appraisal, the Company recorded
$40.6 million of intangible assets which consisted of $2.4 million of acquired in-process
research and development, $27.3 million of acquired technology and $10.9 million of
goodwill. The amount allocated to acquired in-process research and development ($2.4 mil-
lion) represented development projects in areas that had not reached technological feasibility
and which had no alternative future use. Accordingly, the amount was charged to operations
at the date of the acquisition. The amount allocated to acquired technology and goodwill are
being amortized on a straight-line basis over three years.

Unaudited pro forma results of operations have not been presented for EHI and Vital, as the
effects of these acquisitions on the financial statements are not material. For unaudited pro
forma results of operations for the years ended December 31, 1997 and 1998, as if the HV
acquisition had occurred on January 1, 1997, see Note 7.
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Effective January 24, 1997, Eclipsys completed the acquisition of Alltel. As consideration for
this transaction, Eclipsys paid AIS $104.8 million cash, issued 15,500 (after consideration of the
return of 4,500 shares by AIS in October 1997) shares of Series C valued at approximately
$10.3 million and 2,077,497 shares of Series D valued at approximately $26.1 million. Concurrent
with the acquisition, the Company and Alltel entered into the Management and Services
Agreement (“MSA”) whereby Alltel agreed to provide certain services to the Company and its
customers together with certain non-compete provisions. In exchange, the Company agreed to
pay Alltel $11.0 million in varying installments through December 2000. The obligation and
equivalent corresponding asset were recorded at its net present value of $9.5 million at the date
of signing. To finance the transaction, the Company sold, for $30.0 million, 30,000 shares of
Series B and warrants to purchase up to 1,799,715 shares of Non-Voting Common Stock to
private investors. Additionally, the Company sold 4,981,289 shares of Series D and 896,431
shares of Series E for total proceeds of $73.8 million.

The transaction was accounted for as a purchase and accordingly, the purchase price was
allocated based on the fair value of the net assets acquired.

The purchase price is composed of and allocated as follows (in thousands):

Cash, netof cashacquired.......... ... ... ... ... ... $104,814
Issuance of Series D . ... .. 26,072
Issuance of Series C ... .. 10,258
Transaction COStS . ... .. .. i 2,008
Liabilities assumed . ... ... .. .. 58,397
201,549
Current assets ... 31,803
Property and equipment. ... ... ... 12,242
Other assets .. ... o 3,148
Identifiable intangible assets:
In-process research and development........................... 92,201
Acquired technology . ... o 42,312
Ongoing customer relationships ......... ... ... .. ... 10,846
192,552
GoodWill ... $ 8,997

The acquisition agreement contains certain provisions whereby the purchase price could be
adjusted within twelve months from the acquisition date based on certain criteria defined in the
agreement. Based on these provisions, in October 1997, AIS returned 4,500 shares of Series C
to Eclipsys. In December 1997, the Company presented its final analysis to AIS of items for
which, under the agreement, the Company believed it was entitled to consideration. In the first
quarter of 1998, the Company and AIS renegotiated, in two separate transactions, certain matters
relating to the acquisition of Alltel. In one transaction, AlS returned to the Company, for
cancellation, 11,000 shares of Series C in exchange for resolving certain open issues in
connection with the Alltel acquisition, and the Company agreed, at AlS’ option, to redeem the
remaining 4,500 shares of Series C held by AIS for an aggregate price of $4.5 million at the time
of the IPO and for a period of 30 days thereafter. These shares were redeemed with the
proceeds from the Company’s IPO (Note 5). In the second transaction, the Company paid AlIS
an aggregate of $14.0 million in exchange for terminating all of the rights and obligations of both
parties under the MSA. The Company recorded a charge of approximately $7.2 million related to
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the write-off of the MSA intangible asset. In addition, the Company recorded a reduction to
goodwill of approximately $7.8 million related to the final settlement of certain issues related to
the Alltel acquisition resulting in the return of the 11,000 shares of Series C. Additionally, the
Company recorded a Network Service intangible asset related to the Company’s ability to provide
services in this area as a result of the settlement. This asset is being amortized over three years.
After accounting for these adjustments, the Company’s total consideration paid for this
acquisition was $201.5 million, including liabilities assumed, net of cash acquired.

In connection with the recording of the acquisition of Alltel, the Company reduced the
predecessor’s reported deferred revenue by $7.3 million to the amount that reflects the estimated
fair value of the contractual obligations assumed. This adjustment results from the Company’s
requirement, in accordance with generally accepted accounting principles, to record the fair value
of the obligation assumed with respect to arrangements for which the predecessor company
previously collected the related revenue. The Company’s liability at acquisition includes its
estimated costs in fulfilling those contract obligations.

Effective June 26, 1997, the Company acquired all of the common stock of SDK Computer
Services Corporation (‘“SDK’") in exchange for 499,997 shares of Common Stock valued at
approximately $3.2 million, $2.2 million in cash and acquisition debt due to SDK shareholders
totaling $7.6 million. The transaction was accounted for as a purchase and, accordingly, the
purchase price was allocated based on the estimated fair value of the net assets acquired.

The purchase price is composed of and allocated as follows (in thousands):

Cash, netof cashacquired ......... ... ... ... ... .. $ 2,161
Issuance of Common StoCK ........ ... ... i 3,248
SDK acquisition debt......... ... .. . .. 7,588
Liabilities assumed . ... ... . . 3,514
16,511
Current assets .. ... 1,061
Property and equipment. ... .. 671
Other @assets ... .o 33
Identifiable intangible assets:
In-process research and development............................ 6,988
Acquired technology . ... 3,205
11,958
GoodWIll .. $ 4,553

The Company is using the acquired in-process research and development to create new
clinical, patient financial, access management and data warehousing products, which will become
part of its product suite over the next several years. The Company anticipates that certain
products will be generally released through 2001. It is management’s expectation that the
acquired in-process research and development will be successfully developed; however, there
can be no assurance that commercial viability of these products will be achieved. In the event
that these products are not generally released in a timely manner, the Company may experience
fluctuations in future earnings as a result of such delays.

In connection with the Alltel and SDK acquisitions, the Company wrote off in-process
research and development of $92.2 million and $7.0 million, respectively, related to the appraised
values of certain in-process research and development acquired in these acquisitions.
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Effective January 30, 1998, the Company acquired the net assets of the Emtek Healthcare
Division of Motorola, Inc. (‘“Motorola’), (‘‘Emtek’) for an aggregate purchase price of
approximately $11.7 million, including 1,000,000 shares of Common Stock valued at $9.1 million
and liabilities assumed of approximately $12.3 million. In addition, Motorola agreed to pay the
Company $9.6 million in cash due within one year for working capital purposes.

The purchase price is composed of and allocated as follows (in thousands):

Issuance of Common Stock ............ .. ... $ 9,060
Receivable from Motorola ......... ... . ... (9,600)
Liabilities assumed . ........ ... ... 12,275
11,735

Current @ssets ... ... 5,033
Property and equipment....... ... ... 2,629
7,662

Identifiable intangible assets (acquired technology) ................. $ 4,073

As discussed in Note 2, on February 17, 1999, the Company completed a merger with PCS
for total consideration of approximately $35.0 million. The Company issued 1,104,000 of its
common stock for all of the common stock outstanding of PCS. No adjustments were made to
the net assets of PCS as a result of the acquisition. The merger was accounted for as a pooling
of interests and accordingly, the accompanying consolidated financial statements have been
retroactively restated as if the merger occurred as of the earliest period presented. PCS provides
enterprise resource planning software throughout the healthcare industry.

Effective March 31, 1999, the Company acquired the common stock of Intelus Corporation
(“Intelus’) and Med Data Systems, Inc. (“‘Med Data’’), both wholly owned subsidiaries of
Sungard Data Systems, Inc., for total consideration of $25.0 million in cash. The acquired entities
both provide document imaging technology and workflow solutions to entities throughout the
healthcare industry. The acquisition was accounted for as a purchase and, accordingly, the
purchase price was allocated based on the fair value of the net assets acquired.

The purchase price is composed of and allocated as follows after adjustments for the sale of
Med Data (in thousands) :

Cash ... e $25,000
Liabilities assumed . ....... ... . .. 4,306

29,306
Current assets ... e 9,830
Fixed assets ... 778

10,608
Identifiable intangible assets (acquired technology) ................. $18,698
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Unaudited pro forma results of operations as if the aforementioned acquisitions had occurred
on January 1, 1998 is as follows including the acquisition of HV discussed in Note 6 (in
thousands except per share data):

Years Ended December 31,

1998 1999
REVeNUES . ... $213,444 $252,818
Net 0SS ... (57,623) (9,884)
Basic and diluted net loss per share ................ (2.88) (0.28)

As discussed in Note 2, on June 17, 1999, the Company completed a merger with MSI for
total consideration of approximately $53.6 million. The Company issued 2,375,000 of its common
stock for all of the common stock outstanding of MSI. No adjustments were made to the net
assets of MSI as a result of the acquisition. The merger was accounted for as a pooling of
interests and accordingly, the accompanying consolidated financial statements have been
retroactively restated as if the merger occurred as of the earliest period presented. MSI provides
web enabling and integration software. In connection with the pooling of MSI, the Company
recorded a stock compensation charge of $1.0 million related to certain MSI options that were
required to be fully vested at the merger date. Prior to the merger with Eclipsys, MSI was a
Subchapter S Corporation. During 1997, 1998 and 1999, MSI paid distributions to stockholders’
of $495,000, $585,000 and $375,000, respectively. In connection with the Eclipsys merger, The
Subchapter S election was terminated.

Effective July 1, 1999, the Company sold Med Data for total consideration of $5.0 million in
cash. The Company reduced acquired technology originally recorded in the purchase during the
quarter ended September 30, 1999 by $4.4 million, which represents the difference between the
sales price and the net tangible assets sold.

During July 1999, the Company invested in HEALTHovision, Inc., a Dallas based, privately held
internet healthcare company, in conjunction with VHA, Inc. and General Atlantic Partners, LLC.
The Company purchased 3,400,000 shares of common stock for $34,000, which represents 34%
of the outstanding common stock on an as if converted basis of HEALTHvision, Inc. The
Company accounts for the investment using the equity method of accounting. This entity is a
start-up enterprise that bears no relationship to the acquisition of HV by Transition in
December 1998 (Note 6). In connection with the formation of HEALTHovision, Inc. certain
employees of Eclipsys became employees of HEALTHUvision, Inc., and as a result the Company
recorded a stock compensation charge of $982,000 due to accelerated vesting of those
employees stock options. As of December 31, 1999, HEALTHoyvision, Inc. has total revenues of
approximately $3.7 million (unaudited), a net loss of approximately $6.0 million (unaudited) and
total assets of approximately $22.4 million (unaudited).

8. Long-Term Debt

In connection with the Alltel acquisition, the Company entered into a $30.0 million credit
facility (the “Facility”’). The Facility included a $10.0 million term loan (the “Term Loan”) and a
$20.0 million revolving credit facility (the ““Revolver”). Borrowings under the Facility are secured
by substantially all of the assets of the Company. The Term Loan was payable in varying
quarterly installments through January 2000. As more fully discussed in Note 5, the Term Loan
was repaid in full with the proceeds of the sale of Series G Convertible Preferred Stock in
February 1998. On May 29, 1998, the Company entered into an agreement to increase the
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available borrowings under the Facility from $20.0 million to $50.0 million. In August 1998, the
long-term debt balance and accrued interest were repaid in full with proceeds from the
Company’s IPO.

Borrowings under the Facility bear interest, at the Company’s option, at (i) LIBOR plus 1%
to 3% or (ii) the higher of a) the banks prime lending rate or b) the Federal Funds Rate plus
0.5%; plus 0% to 1.75%. The interest rates vary based on the Company’s ratio of earnings to
consolidated debt, as defined. At December 31, 1998 and 1999, the Company’s borrowing rate
under the Facility was 6.85% and 5.92%, respectively. Under the terms of the Facility, the
Company is required to maintain certain financial covenants related to consolidated debt to
earnings, consolidated earnings to interest expense and consolidated debt to capital. In addition,
the Company has limitations on the amounts of certain types of expenditures and is required to
obtain certain approvals related to mergers and acquisitions, as defined. The Company was in
compliance with all provisions of the Facility as of December 31, 1999.

As of December 31, 1999, the Company has $50.0 million available for future borrowings
under the Revolver. The Revolver expires in August 2001. Under the terms of the Revolver, the
Company pays an annual commitment fee of .375% for any unused balance, as defined.
Additionally, the Company pays a fee of .125% for any Letters of Credit issued under the
agreement. As of December 31, 1999, unused Letters of Credit totaling approximately $300,000
were outstanding against the Revolver.

PCS issued convertible notes and warrants to purchase common stock to certain investors.
As of December 31, 1998, the balance of convertible notes payable was $1.9 million. At the time
of the merger, the convertible debt was converted into 102,515 shares of Common Stock of the
Company.
9. Other Current Liabilities

Other current liabilities consist of the following (in thousands):

December 31,

1998 1999
Accounts payable........... .. $ 7782 $ 6,864
Accrued compensation and incentives ................... 15,206 16,982
Customer deposits. ... 9,576 4,154
Accrued royalties ........... 6,586 4,640
Accrued interest . ... ... ... 295 —
Other .. 9,415 8,648

$48,860  $41,288

During the quarter ended June 30, 1999, the company initiated a restructure of its
operations. This restructure was completed during the quarter ended September 30, 1999 and
resulted in a charge totaling $5.1 million. The charge principally related to the closing of duplicate
facilities and the termination of certain employees. As of December 31, 1999 accrued
restructuring costs of $2.3 million are included in other current liabilities.
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A reconciliation of the effect of applying the federal statutory rate and the effective income
tax rate on the Company’s income tax provision is as follows (in thousands):

Years Ended December 31,

1997 1998 1999

Statutory federal income tax rate............. $(39,761) $(10,683) $(3,212)
In-process research and development ........ 4,418 813 —
State income taxes............. .. ... ... ... (4,516) (872) (374)
Non-deductible deal costs ................... — 1,546 650
Non-deductible amortization ................. 747 927 2,610
Other ... ... 232 237 326
Valuation allowance, includes effect of

acquisitions............. ... o 46,976 12,284 —
Income tax provision ........................ $ 8096 $ 4252 $ —

The significant components of the Company’s net deferred tax asset were as follows (in
thousands):

December 31,

1998 1999

Deferred tax assets:

Intangible assets............ ... i $35,546 $34,747
Deferred revenue .............o it 7,752 434
Allowance for doubtful accounts ......................... 1,097 2,760
AcCCrued EXPENSES ..ottt 2,448 3,644
Depreciation and amortization............................ 1,111 1,148
Other .. 2,481 1,843
Net operating loss carryforwards ......................... 23,084 36,984

$73,519 $81,560

Deferred tax liabilities:

Unbilled receivables ............ ... . i $(2,445) $(7,718)
Capitalization of software development costs ............. (1,992) (3,016)
Net deferred tax asset ......... ... ... . ... ... ... 69,082 70,826
Valuation allowance ......... ... ... .. .. .. (69,082) (70,826)

$ — 5 —

At December 31, 1999, the Company had net operating loss carryforwards for federal income
tax purposes of approximately $92.0 million. The carryforwards expire in varying amounts
through 2019. Of this amount, $21.0 million related to stock option tax deductions which will be
tax-effected and reflected as additional paid-in-capital when realized. Additionally, the Company
has Canadian net operating loss carryovers of approximately $5.5 million that expire in varying
amounts through 2004.

Under the Tax Reform Act of 1986, the amounts of, and the benefits from, net operating loss
carryforwards may be impaired or limited in certain circumstances. The Company experienced
ownership changes as defined under Section 382 of the Internal Revenue Code in January 1997
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and December 1998. As a result of the ownership changes, net operating loss carryforwards of
approximately $1.5 million at January 1997 and $55.0 million at December 1998, which were
incurred prior to the date of change, are subject to annual limitation on their future use. As of
December 31, 1999, a valuation allowance has been established against the deferred tax assets
that management does not believe are more likely than not to be realized. The future reduction of
the valuation allowance, up to $7.2 million, will be reflected as a reduction of goodwill.

11. Employee Benefit Plans
1996 Stock Option Plan

In April 1996, the Board of Directors of the Company (the ““Board’”) adopted the 1996 Stock
Plan (the 1996 Stock Plan’’). The 1996 Stock Plan, as amended, provides for grants of stock
options, awards of Company stock free of any restrictions and opportunities to make direct
purchases of restricted stock of the Company. The 1996 Stock Plan allows for the issuance of
options or other awards to purchase up to 2,500,000 shares of Common Stock. Pursuant to the
terms of the 1996 Stock Plan, a committee of the Board is authorized to grant awards to
employees and non-employees and establish vesting terms. The options expire ten years from
the date of grant.

1998 Stock Incentive Plan

In January 1998, the Board adopted the 1998 Stock Incentive Plan (the “Incentive Plan’’).
The Incentive Plan provides for the granting of stock options, stock appreciation rights, restricted
stock awards or unrestricted stock awards. Under the provisions of the Incentive Plan, no
options or other awards may be granted after April 2008. There are currently 4,333,333 shares of
common stock reserved under the Incentive Plan, together with the 1996 Stock Plan and the
1998 Employee Stock Purchase Plan. Options granted under the Incentive Plan will be granted at
the fair market value of the stock as of the date of grant.

1999 Stock Incentive Plan

In February 1999, the Board adopted the 1999 Stock Incentive Plan (the “1999 Plan’’). The
1999 Plan provides for the granting of stock options, restricted stock, or other stock-based
awards. Under the provisions of the 1999 Plan, no options or other awards may be granted after
April 2009. The 1999 Plan increases the number of shares of common stock reserved under the
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1999 Plan, together with the Incentive Plan, the 1996 Plan and the 1998 Employee Stock
Purchase Plan to 7,000,000.

1997 1998 1999
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Options Price Options Price Options Price
Outstanding at beginning of
year ... 2,679,224 $ 3.75 3,835,565 $ 7.78 4,344,958 $10.69
Granted .................... 1,823,559 14.27 1,217,463 18.85 3,141,212 19.62
Exercised .................. (356,102) 3.05 (465,008) 261 (1,610,556) 3.75
Forfeited ................... (311,116) 17.04 (243,062) 21.06 (380,941) 2253
Outstanding at end of year .... 3,835,565 7.78 4344958 10.69 5,494,673 16.98
Exercisable at end of the
year ... 1,280,480 1,654,029 1,115,891
1997 1998 1999
Weighted  Weighted  Weighted Weighted Weighted Weighted
Average Fair Average Fair Average Fair
Exercise Market Exercise Market Exercise Market
Option Granted During The Year Price Value Price Value Price Value
Option price > fair market value ........ $34.56 $24.49 —
Option price = fairmarket .............. 6.54 21.31 $19.62
Option price < fair market value ........ — —
Weighted Fair Market Value of Options .. $12.49 $18.43 —  $18.51

During 1997, pursuant to the 1996 Stock Plan, the Board issued 15,000 shares of Common
Stock to employees and non-employees for services. Compensation expense of approximately
$97,000 was recorded in 1997 related to these transactions.

The Company has adopted the disclosure only provision of FAS 123. Had compensation cost
for the Company’s stock option grants described above been determined based on the fair value
at the grant date for awards in 1997, 1998 and 1999 consistent with the provisions of FAS 123,
the Company’s net loss and loss per share would have been increased to the pro forma amounts
indicated below (in thousands, except per share data):

Year Ended December 31,

1997 1998 1999

Net loss:

Asreported ................. ... $(126,328) $(35,276) $ (9,445)

Proforma.............................. (131,806) (47,780) (23,788)
Basic net loss per share:

Asreported ................. ... $ (860) $ (1.95) $ (0.27)

Proforma.............................. $ (895) $ (248) $ (0.68)
Diluted net loss per share:

Asreported ................. ... $ (860) $ (1.95) $ (0.27)

Proforma.............................. $ (895) $ (2.48) $ (0.68)

The fair value of each option grant is estimated on the date of grant using the Black-Scholes
option-pricing model with the following weighted-average assumptions used for grants in 1997,
1998 and 1999: dividend yield of 0% for all years, risk-free interest rate of 5.55% for 1997 and
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1998, and 6.34% for 1999, expected life of 9.98, 8.35 and 7.44 based on the plan and volatility of
103% for 1997 and 1998, and 133% for 1999.

The following table summarizes information about stock options outstanding at Decem-
ber 31, 1999:

Options Outstanding

Weighted Options Exercisable
Average Weighted Weighted
Number Remaining Average Number Average
Outstanding  Contractual Exercise Exercisable Exercise
Range of Exercise Price at 12/31/99 Life (years) Price at 12/31/99 Price
$0.01-$6.00 ........... ... 380,268 6.3 $ 42 241,797 $ .60
$6.01-$12.00............... ... ..., 1,318,603 7.4 7.56 548,294 7.53
$12.01-$18.00............. ... ... ..... 1,408,541 9.5 14.85 136,028 14.22
$18.01-$24.00.............. ... .. ...... 1,934,227 9.2 22.16 5,780 21.79
$24.01-$30.00......................... 90,815 8.0 28.86 39,854 28.70
$30.01-$36.00......................... 102,371 6.0 35.47 53,544 35.41
$36.01-$42.00.............. ... .. ..... — — — — —
$42.01-$48.00......................... 159,848 8.1 44.46 57,266 44.40
$48.01-$54.00......................... — — — — —
$54.01-$60.00......................... 100,000 8.3 60.00 33,328 60.00

In connection with the Transition merger, options held by employees of Transition were
converted into options to purchase 1,792,854 shares of Voting Common Stock based on the .525
conversion ratio. All option disclosures reflect the impact of Transition options after retroactive
restatement for the impact of the Transition merger. As of December 31, 1997, 1998 and 1999,
respectively, there were 1,999,867, 1,792,854 and 327,626 options outstanding related to
Transition’s stock options plans.

In connection with the PCS and MSI mergers, options held by employees were converted
into outstanding options of the Company. As of December 31, 1997, 1998 and 1999, respectively,
there were 9,048, 56,551 and 11,764 options outstanding related to PCS’s stock option plan. As
of December 31, 1997, 1998 and 1999, respectively, there were 0, 117,090 and 72,435 options
outstanding related to MSI’'s stock option plan. Additionally, in connection with the MSI merger,
the Company recorded unearned stock compensation of $1,523,000 related to options granted to
MSI employees during 1998.

Employee Savings Plan

During 1997, the Company established a Savings Plan (the “Plan’’) pursuant to Sec-
tion 401 (k) of the Internal Revenue Code (the “Code’’), whereby employees may contribute a
percentage of their compensation, not to exceed the maximum amount allowable under the
Code. At the discretion of the Board, the Company may elect to make matching contributions, as
defined in the Plan. For the year ended December 31, 1998, the Board authorized matching
contributions totaling $1,400,000. No contributions were authorized for 1999.

Transition maintained a savings plan pursuant to Section 401 (k) of the Code. In connection
with this plan, employer contributions totaling $306,000 and $376,000 were made in 1997 and
1998, respectively. In connection with the Transition merger, employees of Transition became
eligible to enroll in the Plan.
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1998 Employee Stock Purchase Plan

Under the Company’s 1998 Employee Stock Purchase Plan (the “Purchase Plan’’)
(implemented in April 1998), employees of the Company, including directors of the Company
who are employees, are eligible to participate in quarterly plan offerings in which payroll
deductions may be used to purchase shares of Common Stock. The purchase price of such
shares is the lower of 85% of the fair market value of the Common Stock on the day the offering
commences and 85% of the fair market value of the Common Stock on the day the offering
terminates.

12. Commitments and Contingencies
Noncancelable Operating Leases

The Company leases its office space and certain equipment under noncancelable operating
leases. Rental expense under operating leases was approximately $7.0 million, $8.7 million and
$11.6 million for the years ended December 31, 1997, 1998 and 1999, respectively. Future
minimum rental payments for noncancelable operating leases as of December 31, 1999 are as
follows (in thousands):

Year Ending December 31,

2000, ... $ 7,310
2001 . 6,603
20002 . . 6,333
2000 . . 5,888
2004 . . 3,500
Thereafter .. ... 6,790

$36,424

Litigation

The Company is involved in litigation incidental to its business. In the opinion of
management, after consultation with legal counsel, the ultimate outcome of such litigation will not
have a material adverse effect on the Company’s financial position or results of operations or
cash flows.

13. Related Party Transactions

During 1997, the Company paid AIS $1.7 million for certain transition services provided by
AIS related to accounting services, computer processing and other various activities.

During 1997, Eclipsys paid a total of $348,000 to certain subsidiaries of AIS and Alltel
Corporation related to the purchase of various goods and services.

The Company leases office space from a former stockholder of SDK. During the year ended
December 31, 1997, 1998 and 1999, the Company paid $178,000, $330,000 and $330,000,
respectively, under this lease. The lease is noncancelable and expires in 2009.

In 1997, 1998 and 1999, the Company paid $336,000, $446,000 and $530,000, respectively,
to a charter company for the use of an aircraft for corporate purposes. The aircraft provided for
the Company’s use was leased by the charter company from a company owned by the Chairman
of the Board and Chief Executive Officer of the Company (the ““Chairman’’). The Chairman’s
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company received $219,000, $310,000 and $339,000, during 1997, 1998 and 1999, respectively,
for these transactions. The Chairman has no interest in the charter company.

As discussed in Note 7, during July 1999, the Company invested in HEALTHuvision, Inc., a
Dallas based, privately held internet healthcare company, in conjunction with VHA, Inc. and
General Atlantic Partners, LLC. The Company purchased 3,400,000 shares of common stock for
$34,000, which represents 34% of the outstanding common stock on an as if converted basis of
HEALTHuvision, Inc. During 1999, the Company earned revenues of $522,400 and had accounts
receivable due from HEALTHvision of $287,400 at December 31, 1999.

14. Investment Write-Down

In April 1998, the Company made a strategic investment in Simione Central Holdings, Inc.
(**Simione’’) a publicly traded company, purchasing 420,000 shares of restricted common stock
from certain stockholders of Simione for $5.6 million. At the time of the transaction, the common
stock represented 4.9% of Simione’s outstanding common stock. The Company accounts for its
investment in these shares using the cost method.

Concurrent with the investment, the Company and Simione entered into a remarketing
agreement pursuant to which the Company has certain rights to distribute Simione software
products.

At December 31, 1998, the Company determined that an other than temporary impairment of
its investment occurred. Accordingly, the investment was written down to its estimated fair value
of $787,000 and the Company recorded a charge of $4.8 million in the accompanying statement
of operations.

15. Subsequent Events

On March 30, 2000, the Company entered into a definitive merger agreement to be acquired
by Neoforma.com, Inc. (“‘Neoforma’) of Santa Clara, California. Neoforma is a provider of
business-to-business e-commerce services in the medical products, supplies and equipment
industry. The merger is subject to the approval of both stockholders of the Company and
Neoforma. In connection with the transaction, Eclipsys stockholders will receive 1.344 shares of
Neoforma common stock for each share of Eclipsys stock they own. The transaction will be
accounted for as a purchase and is expected to close during the second quarter of 2000 (see
update in Note 16).

16. Unaudited Interim Financial Information

Basis of Presentation

The unaudited interim financial information as of September 30, 2000 and for the nine
months ended September 30, 1999 and 2000 has been prepared in accordance with generally
accepted accounting principles for interim financial information. The unaudited interim financial
information includes all adjustments that, in the opinion of management, are necessary for a fair
presentation of the results for the periods presented. All such adjustments are considered of a
normal recurring nature. Quarterly results of operations are not necessarily indicative of annual
results.
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Acquisitions

During the quarter ended March 31, 2000, the Company finalized the purchase price
allocation related to the Intelus acquisition. As a result, the Company recorded an increase of
$3.3 million to acquired technology (disclosed in Note 7 above).

Unaudited pro forma results of operations as if the Intelus and Med Data acquisitions had
occurred on January 1, 1999 is as follows (in thousands except per share data):

Nine Months Ended
Sept. 30, 1999

REVENUES . ..\ $187,525
Net l0SS . ..o (12,090)
Basic and diluted net loss per share........................ (0.35)

Accounts Receivable

The current portion of unbilled accounts receivable was $13.5 million as of September 30,
2000 and is included in accounts receivable. The non-current portion of unbilled accounts
receivable was $4.7 million as of September 30, 2000 and is included in other assets.

During the quarter ended September 30, 2000, the Company recorded a charge totaling
$9.4 million in connection with the write down of certain receivables related to contracts assumed
in acquisitions.

Investments

During the quarter ended March 31, 2000, the Company recorded a gain on its investment in
Shared Medical Systems Corp. (“SMS”") of approximately $4.5 million. The investment was
made in connection with a proposed merger with SMS that was not consummated. In connection
with the proposed merger, the Company recorded transaction costs of approximately $50,000.

Additionally, during first quarter 2000, the Company recorded a charge of approximately
$802,000 to write down certain equity securities to their net realizable value.

2000 Stock Incentive Plan

On May 22, 2000, the Board adopted the 2000 Stock Incentive Plan (the 2000 Plan’). The
2000 Plan provides for the granting of stock options, restricted stock, or other stock-based
awards. Under the provisions of the 2000 Plan, no options or other awards may be granted after
May 2010. The 2000 Plan increases the number of shares of common stock reserved under the
2000 Plan, together with the 1999 Plan, the Incentive Plan, the 1996 Plan and the 1998 Employee
Stock Purchase Plan, to 12,000,000.

Changes in Securities

On July 26, 2000, the Board of Directors of the Company declared a dividend of one Right
for each outstanding share of the Company’s Common Stock to stockholders of record at the
close of business on August 9, 2000. Each Right entitles the registered holder to purchase from
the Company one one-thousandth of a share of Series A Junior Participating Preferred Stock,
$.01 par value per share, at a Purchase Price of $65.00 in cash, subject to adjustment. The
Rights will initially trade together with the Eclipsys Common Stock and will not be exercisable. If
a person or group (other than an exempt person) acquires 15% or more of the outstanding
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shares of Eclipsys Common Stock, the Rights generally will become exercisable and allow the
holder (other than the 15% purchaser) to purchase shares of Eclipsys Common Stock at a 50%
discount to the market price. The effect will be to discourage acquisitions of 15% or more of
Eclipsys Common Stock without negotiations with the Board. The terms of the Rights are set
forth in a Rights Agreement dated as of July 26, 2000 (the “‘Rights Agreement”) between the
Company and Fleet National Bank, as Rights Agent. The Board has designated 100,000 of the
5,000,000 authorized shares of preferred stock as Series A Junior Participating Preferred Stock.

Termination of Merger

During the quarter ended June 30, 2000, the Company and Neoforma agreed to terminate
the Merger Agreement between them without the payment of a termination fee. Transaction costs
incurred in connection with the proposed merger were approximately $1.9 million.

In April 2000, plaintiffs alleging themselves to be Eclipsys stockholders filed two lawsuits
concerning the proposed Eclipsys merger in the Court of Chancery of the State of Delaware,
New Castle County. In general, the complaints alleged that Eclipsys and the Eclipsys Board of
Directors breached their fiduciary duties to Eclipsys stockholders in approving the Eclipsys
merger. The complaint alleged that Eclipsys stockholders would not receive adequate compensa-
tion for their shares of Eclipsys common stock pursuant to the merger agreement. The plaintiffs
in these cases sought injunctive relief to block the merger, or a rescission of the merger if it was
consummated. In addition, they sought an unspecified amount of damages. During the third
quarter, all stockholder lawsuits were dismissed.

New Accounting Pronouncements

In March 2000, the Financial Accounting Standards Board issued Interpretation No. 44
“Accounting for Certain Transactions Involving Stock Compensation, an interpretation of APB
Opinion No. 25 (“FIN 44”). The interpretation provides guidance for certain issues relating to
stock compensation involving employees that arose in applying APB Opinion No. 25. The
provisions of FIN 44 were effective July 1, 2000. The adoption of FIN 44 has had no effect on the
Company’s financial statements.

In December 1999, the Securities and Exchange Commission (‘SEC’”’) issued Staff
Accounting Bulletin No. 101 ““Revenue Recognition in Financial Statements” (‘‘SAB No. 101”).
SAB No. 101 summarizes certain of the SEC staff’s view in applying generally accepted
accounting principles to revenue recognition in financial statements. On June 26, 2000, the SEC
staff issued SAB No. 101-B to provide registrants with additional time to implement guidance
contained in SAB No. 101. SAB 101-B delays the implementation date of SAB No. 101 until no
later than the fourth fiscal quarter of fiscal years beginning after December 15, 1999. While the
Company continues to study the Commission’s recently issued guidance on SAB 101, the
Company believes its revenue recognition policies are compliant with the Staff Accounting
Bulletin.
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PART Il
INFORMATION NOT REQUIRED IN PROSPECTUS

Item 14. Other Expenses of Issuance and Distribution.

The following table sets forth the costs and expenses, other than the underwriting discount,
payable by the Registrant in connection with the sale of common stock being registered. All
amounts are estimates except the SEC registration fee and the NASD filing fee.

SEC registration fee ........ ... . $39,991
NASD filing fee . ... oo 15,646
Printing and engraving eXpenses. ......... ...ttt
Legal fees and eXpenses . . ...ttt
Accounting fees and exXpenses .......... . i
Transfer agent and registrar fees and expenses ....................
Miscellaneous . ... ... .

* To be filed by amendment.

The Company will bear all expenses shown above.

Item 15. Indemnification of Directors and Officers.

The Registrant’s Amended and Restated Certificate of Incorporation (the ‘‘Restated
Certificate””) provides that, except to the extent prohibited by the Delaware General Corporation
Law (the “DGCL”"), the Registrant’s directors shall not be personally liable to the Registrant or
its stockholders for monetary damages for any breach of fiduciary duty as directors of the
Registrant. Under the DGCL, the directors have a fiduciary duty to the Registrant which is not
eliminated by this provision of the Restated Certificate and, in appropriate circumstances,
equitable remedies such as injunctive or other forms of nonmonetary relief will remain available.
In addition, each director will continue to be subject to liability under the DGCL for breach of the
director’s duty of loyalty to the Registrant, for acts or omissions which are found by a court of
competent jurisdiction to be not in good faith or involving intentional misconduct, for knowing
violations of law, for actions leading to improper personal benefit to the director, and for payment
of dividends or approval of stock repurchases or redemptions that are prohibited by the DGCL.
This provision also does not affect the directors’ responsibilities under any other laws, such as
the federal securities laws or state or federal environmental laws. The Registrant has obtained
liability insurance for its officers and directors.

Section 145 of the DGCL empowers a corporation to indemnify its directors and officers and
to purchase insurance with respect to liability arising out of their capacity or status as directors
and officers, provided that this provision shall not eliminate or limit the liability of a director:

(i) for any breach of the director’s duty of loyalty to the corporation or its stockholders, (ii) for
acts or omissions not in good faith or which involve intentional misconduct or a knowing violation
of law, (iii) arising under Section 174 of the DGCL including for an unlawful payment of dividend
or unlawful stock purchase or redemption, or (iv) for any transaction from which the director
derived an improper personal benefit. The DGCL provides further that the indemnification
permitted thereunder shall not be deemed exclusive of any other rights to which the directors
and officers may be entitled under the corporation’s by-laws, any agreement, a vote of
stockholders or otherwise. The Restated Certificate eliminates the personal liability of directors to
the fullest extent permitted by the DGCL and, together with the Registrant’'s Amended and
Restated By-Laws (the “Restated By-Laws’’), provides that the Registrant shall fully indemnify
any person who was or is a party or is threatened to be made a party to any threatened, pending
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or completed action, suit or proceeding (whether civil, criminal, administrative or investigative) by
reason of the fact that such person is or was a director or officer of the Registrant, or is or was
serving at the request of the Registrant as a director or officer of another corporation,
partnership, joint venture, trust, employee benefit plan or other enterprise, against expenses
(including attorney’s fees), judgments, fines and amounts paid in settlement actually and
reasonably incurred by such person in connection with such action, suit or proceeding.

Reference is made to the Registrant’s Third Amended and Restated Certificate of Incorporation,
as amended, and Amended and Restated By-Laws filed as Exhibits 3.1 and 3.2 hereto,
respectively.

The Underwriting Agreement provides that the Underwriters are obligated, under certain
circumstances, to indemnify directors, officers and controlling persons of the Company against
certain liabilities, including liabilities under the Securities Act of 1933, as amended (the “Act”).
Reference is made to the form of Underwriting Agreement to be filed as Exhibit 1.1 hereto.

At present, there is no pending litigation or proceeding involving any director, officer,
employee or agent as to which indemnification will be required or permitted under the Restated
Certificate. The Registrant is not aware of any threatened litigation or proceeding that may result
in a claim for such indemnification.

Item 16. Exhibits and Financial Statement Schedules.
(a) Exhibits:

Exhibit
No. Description

1.1* Form of Underwriting Agreement

3.1 Third Amended and Restated Certificate of Incorporation, as amended, of the Registrant
(incorporated by reference from the Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2000, filed on November 14, 2000)

3.2 Amended and Restated By-laws of the Registrant (incorporated by reference from the
Registrant’s Registration Statement on Form S-1, No. 333-50781)

41 Specimen common stock certificate (incorporated by reference from the Registrant’s
Registration Statement on Form S-1, No. 333-50781)

4.2  See Exhibits 3.1 and 3.2 for provisions of the Certificate of Incorporation and By-Laws of
the Registrant defining the rights of holders of common stock of the Registrant

4.3 Rights Agreement, dated July 26, 2000 by and between the Registrant and Fleet National
Bank, as Rights Agent (incorporated by reference to the Registrant’'s Current Report on
Form 8-K, filed on August 8, 2000)

5.1* Opinion of Hale and Dorr LLP
10.1* Amendment to Credit Agreement
11.1* Statement re Computation of Earnings per Share
23.1  Consent of PricewaterhouseCoopers LLP
23.2 Consent of Hale and Dorr LLP (included in Exhibit 5.1)
241  Powers of Attorney (included on page II-4)

* To be filed by amendment.

All other schedules for which provision is made in the applicable accounting regulation of the
Securities and Exchange Commission are not required under the related instructions or are
inapplicable, and therefore have been omitted.
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Item 17. Undertakings.

Insofar as indemnification for liabilities arising under the Securities Act of 1933, as amended
(the “Act”), may be permitted to directors, officers and controlling persons of the registrant
pursuant to the Delaware General Corporation Law, the Restated Certificate of the registrant, the
Underwriting Agreement, or otherwise, the registrant has been advised that in the opinion of the
Securities and Exchange Commission such indemnification is against public policy as expressed
in the Act, and is, therefore, unenforceable. In the event that a claim for indemnification against
such liabilities (other than the payment by the registrant of expenses incurred or paid by a
director, officer or controlling person of the registrant in the successful defense of any action,
suit or proceeding) is asserted by such director, officer or controlling person in connection with
the securities being registered hereunder, the registrant will, unless in the opinion of counsel the
matter has been settled by controlling precedent, submit to a court of appropriate jurisdiction the
question whether such indemnification by it is against public policy as expressed in the Act and
will be governed by the final adjudication of such issue.

The undersigned registrant hereby undertakes that, for purposes of determining any liability
under the Act, each filing of the registrant’s annual report pursuant to Section 13(a) or
Section 15(d) of the Securities Exchange Act of 1934 (and, where applicable, each filing of an
employee benefit plan’s annual report pursuant to Section 15(d) of the Securities Exchange Act
of 1934) that is incorporated by reference in the registration statement shall be deemed to be a
new registration statement relating to the securities offered herein, and the offering of such
securities at that time shall be deemed to be the initial bona fide offering thereof.

The undersigned registrant hereby undertakes that:

(1) For purpose of determining any liability under the Act, the information omitted from the
form of prospectus filed as part of this Registration Statement in reliance upon
Rule 430A and contained in a form of prospectus filed by the registrant pursuant to
Rule 424(b) (1) or (4), or 497 (h) under the Act shall be deemed to be part of this
Registration Statement as of the time it was declared effective.

(2) For purpose of determining any liability under the Act, each post-effective amendment
that contains a form of prospectus shall be deemed to be a new Registration Statement
relating to the securities offered therein, and the offering of such securities at that time
shall be deemed to be the initial bona fide offering thereof.
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SIGNATURES

Pursuant to the requirements of the Securities Act of 1933, the Registrant has duly caused
this Registration Statement to be signed on its behalf by the undersigned, thereunto duly
authorized, in Delray Beach, Florida, on this 20th day of November, 2000.

ECLIPSYS CORPORATION

By: /s/ HARVEY J. WILSON

Harvey J. Wilson
Chief Executive Officer and Chairman of the
Board of Directors

POWER OF ATTORNEY AND SIGNATURES

We, the undersigned officers, directors and authorized representatives of Eclipsys Corpora-
tion, hereby severally constitute and appoint Harvey J. Wilson, Gregory L. Wilson and Brent B.
Siler, and each of them singly, our true and lawful attorneys with full power to them, and each of
them singly, with full powers of substitution and resubstitution, to sign for us and in our names in
the capacities indicated below, the Registration Statement on Form S-3 filed herewith and any
and all pre-effective and post-effective amendments to said Registration Statement, and any
subsequent Registration Statement for the same offering which may be filed under Rule 462 (b),
and generally to do all such things in our names and on our behalf in our capacities as officers
and directors to enable Eclipsys Corporation to comply with the provisions of the Securities Act
of 1933, as amended, and all requirements of the Securities and Exchange Commission, hereby
ratifying and confirming our signatures as they may be signed by our said attorneys, or any of
them, or their substitute or substitutes, to said Registration Statement and any and all
amendments thereto or to any subsequent Registration Statement for the same offering which
may be filed under Rule 462 (b).

Pursuant to the requirements of the Securities Act of 1933, as amended, this Registration
Statement has been signed by the following persons in the capacities and on the dates indicated.

Signature Title Date
/s/ HARvVEY J. WILSON Chief Executive Officer and November 20, 2000
Harvey J. Wilson Chairman of the Board of
Directors (Principal Executive
Officer)
/s/ GREGORY L. WILSON Chief Financial Officer and November 20, 2000
Gregory L. Wilson Treasurer (Principal Accounting

and Financial Officer)

/s/ STEVEN A. DENNING Director November 20, 2000
Steven A. Denning

/s/ G. FRepD DiBonA Director November 20, 2000
G. Fred DiBona

/s! EUGENE V. FIFE Director November 20, 2000
Eugene V. Fife
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Signature Title Date

Director

William E. Ford

/s! JAY B. PIEPER Director November 20, 2000

Jay B. Pieper
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