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Item 1.01 Entry into a Material Definitive Agreement

On March 28, 2005, HealthStream, Inc., a Tennessee corporation (the “Company”), entered into a Stock Purchase Agreement with Data Management &
Research, Inc., a Tennessee corporation (“DMR”), and Mel B. Thompson (the “Seller”), the owner of 100% of the stock of DMR. On the same day and in
accordance with the terms of the Stock Purchase Agreement, the Company acquired 100% of the stock of DMR from the Seller for $10.6 million resulting in
DMR becoming a wholly-owned subsidiary of the Company (the “DMR Transaction”). The terms of the Stock Purchase Agreement are summarized below.

In the transaction, the Seller received cash and shares of common stock of the Company as provided in Item 2.01 below.

The Stock Purchase Agreement contains customary representations and warranties from the Company and the Seller, including representations and warranties
about DMR’s business, assets, operations, and liabilities. The Stock Purchase Agreement also includes indemnifications by the Company and Seller for losses
resulting from breaches or misrepresentations under the Stock Purchase Agreement.

In connection with the DMR Transaction, the Seller has entered into a consulting agreement with the Company and has agreed not to compete with the
Company for a period of three (3) years. In addition, certain employees of DMR have entered into employment agreements with DMR.

The descriptions contained herein of the Stock Purchase Agreement entered into in connection with the DMR Transaction are qualified in their entirety by
reference to the Stock Purchase Agreement attached hereto as Exhibit 2.1. In addition, on March 29, 2005, the Company issued a press release announcing the
completion of the DMR Transaction, the text of which is set forth in Exhibit 99.1 and incorporated herein by reference.

Item 2.01 Completion of Acquisition or Disposition of Assets.

Pursuant to the terms of the Stock Purchase Agreement discussed in Item 1.01 above, the Company acquired 100% of the stock of DMR in consideration for
the following combination of cash and securities delivered to Seller or in escrow as follows:

•  $9.0 million of cash paid at closing to the Seller;

•  $100,000 payable in cash to be held in escrow for 120 days from March 28, 2005;

•  159,745 shares of the common stock of the Company, subject to a 12 month lock-up agreement, delivered at the closing to Seller; and

•  319,489 shares of the common stock of the Company to be held in escrow until the date that is 18 months after March 28, 2005.

The purchase price is subject to a post-closing adjustment based on the amount of DMR’s working capital as of the closing.

Item 2.02 Results of Operations and Financial Condition.

On March 29, 2005, the Company issued a press release announcing the acquisition of DMR and updating its fiscal year 2005 guidance, the text of which is
set forth in Exhibit 99.1.
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Item 3.02 Unregistered Sale of Equity Securities.

On March 28, 2005, as described in Item 2.01 above, as part of the consideration for the acquisition of the DMR business, the Company issued to Seller a
total of 479,234 shares of the Company’s common stock, no par value per share, 319,489 shares of which are to be held in escrow until the date that is
18 months after March 28, 2005.

Pursuant to the Stock Purchase Agreement, the aggregate offering price of the common stock issued to Seller was $1.5 million, which amount includes the
shares to be held in escrow as provided above.

The issuance of the common stock to Seller is exempt from registration under the Securities Act of 1933, as amended, pursuant to Section 4(2) of the
Securities Act of 1933 and Regulation D promulgated thereunder.

Item 9.01 Financial Statements and Exhibits.

(a) Financial Statements of Business Acquired

The Company intends to provide the financial statements of DMR for the periods specified in Rule 3-05 of Regulation S-X under cover of a Form 8-K/A
within the time allowed for such filing by Item 9.01(a)(4) of this Form 8-K.

(b) Pro Forma Financial Information

The Company intends to provide the pro forma financial information required by Article 11 of Regulation S-X under cover of a Form 8-K/A within the time
allowed for such filing by Item 9.01(b)(2) of this Form 8-K.

(c) Exhibits

     
 2.1 

 

Stock Purchase Agreement, dated as of March 28, 2005, by and among HealthStream, Inc., Mel B. Thompson and Data Management &
Research, Inc. (Pursuant to Item 601(b)(2) of Regulation S-K, the schedules and exhibits to this agreement are omitted, but will be provided
supplementally to the Securities and Exchange Commission upon request).

 
 99.1  Press Release dated March 29, 2005.
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SIGNATURE

     Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned, hereunto duly authorized.
     
Date: March 29, 2005 HEALTHSTREAM, INC.

 
 

 

 By:  /s/ Arthur E. Newman   
  Arthur E. Newman  
  Chief Financial Officer  
 

 



 
                                                                 EXHIBIT 2.1 
 
 
 
                            STOCK PURCHASE AGREEMENT 
 
     This Stock Purchase Agreement (the "Agreement"), dated as of March 28, 
2005, is by and among HealthStream, Inc., a Tennessee corporation ("Buyer"), Mel 
B. Thompson (the "Seller") and Data Management & Research, Inc., a Tennessee 
corporation (the "Company"). Capitalized terms used in this Agreement are 
defined as set forth in Annex A attached hereto. Buyer, Seller and the Company 
are sometimes referred to individually as a "Party" and collectively as the 
"Parties." 
 
     WHEREAS, Seller owns 100 shares of common stock of the Company (the 
"Shares"), which Shares constitute all of the issued and outstanding shares of 
capital stock of the Company; 
 
     WHEREAS, Seller desires to sell, and Buyer desires to purchase, all of the 
Shares, for the consideration and on the terms set forth in this Agreement; and 
 
     WHEREAS, the Company, in consideration of the anticipated benefits to be 
received by the Company in connection with the closing of the transactions 
contemplated hereby, and in order to induce Buyer to enter into this Agreement, 
has agreed to be a Party to this Agreement for certain purposes as set forth 
herein. 
 
     NOW, THEREFORE, in consideration of the mutual benefits to be derived from 
the Agreement, the representations, warranties, conditions and promises 
hereinafter contained, and other consideration, the receipt and sufficiency of 
which consideration are hereby acknowledged, each of the Parties hereby agrees 
as follows: 
 
                                   ARTICLE I 
                      SALE AND TRANSFER OF SHARES; CLOSING 
 
     Section 1.1. Sale and Transfer of Shares. Subject to the terms and 
conditions of this Agreement, at the Closing, Seller shall sell and transfer the 
Shares to Buyer, and Buyer shall purchase the Shares from Seller. 
 
     Section 1.2. Purchase Price. The purchase price (the "Purchase Price") for 
the Shares shall be $10,550,000, adjusted initially by the Estimated Closing 
Adjustment Amount and finally by the Closing Adjustment Amount. In accordance 
with Section 1.4(b), at the Closing, the Purchase Price, prior to adjustment by 
the Closing Adjustment Amount, shall be delivered as follows: 
 
          (a) $8,950,000, adjusted by the Estimated Closing Adjustment Amount, 
if applicable, payable in cash by Buyer to Seller by wire transfer of 
immediately available funds (the "Cash Consideration"); 
 
          (b) $100,000, payable in cash by Buyer to the Escrow Agent by wire 
transfer of immediately available funds to be held pursuant to the Escrow 
Agreement (the "Cash Escrow"); 
 
          (c) the number of shares of HealthStream Stock having a value equal to 
$500,000, with the value of each share of HealthStream Stock to be equal to the 
Average Price (such HealthStream Stock delivered to Seller at the Closing, the 
"Closing Stock"); and 
 
          (d) the number of shares of HealthStream Stock having a value equal to 
$1,000,000, with the value of each share of HealthStream Stock to be equal to 
the Average Price (such HealthStream Stock delivered to the Escrow Agent to be 
held pursuant to the Escrow Agreement, the "Escrow Stock"). 
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The Closing Adjustment Amount shall be paid by Buyer or Seller, as the case may 
be, following the Closing in accordance with Section 1.6. 
 
     Section 1.3. Closing. The closing of the transactions contemplated by this 
Agreement (the "Closing") will take place at the offices of Bass, Berry & Sims 
PLC, 315 Deaderick Street, Suite 2700, Nashville, Tennessee 37238-3001 at 2:00 
p.m. (local time) on the later of (i) the satisfaction or waiver of all the 
closing conditions set forth in Article V of this Agreement, or (ii) March 28, 
2005, or at such other time and place as Buyer and Seller may agree in writing 
(the date of the Closing, the "Closing Date"). Subject to the provisions of 
Article VI, failure to consummate the purchase and sale provided for in this 
Agreement on the date and time and at the place determined pursuant to this 
Section 1.3 will not result in the termination of this Agreement and will not 
relieve any Party of any obligations under this Agreement. In such event, the 
Closing will occur as soon as practicable, subject to Article VI. 
 
     Section 1.4. Closing Obligations. In addition to any other documents to be 
delivered under other provisions of this Agreement, at the Closing: 
 
          (a) Seller shall deliver, or cause to be delivered, to Buyer: 
 
               (i) certificates representing the Shares, duly endorsed (or 
     accompanied by duly executed stock powers), for transfer to Buyer; 
 
               (ii)  releases  in  substantially  the form  attached  hereto  as 
     Exhibit A, executed by Seller and the Company Key Employees (the 
     "Releases"); 
 
               (iii) a consulting  agreement in substantially  the form attached 
     hereto as Exhibit B, executed by Seller (the "Consulting Agreement"); 
 
               (iv) employment agreements in substantially the form attached 
     hereto as Exhibit C, executed by the Company Management Employees (the 
     "Employment Agreements"); 
 
               (v) a noncompetition, nondisclosure and nonsolicitation agreement 
     in substantially the form attached hereto as Exhibit D, executed by Seller 
     (the "Noncompetition Agreement"); 
 
               (vi) an escrow agreement relating to the Cash Escrow in 
     substantially the form attached hereto as Exhibit E, executed by Seller and 
     the Escrow Agent (the "Cash Escrow Agreement"); and 
 
               (vii) an escrow agreement relating to the Escrow Stock in 
     substantially the form attached hereto as Exhibit F, executed by Seller and 
     the Escrow Agent (the "Stock Escrow Agreement"). 
 
          (b) Buyer shall deliver, or caused to be delivered, to Seller or the 
Escrow Agent, as applicable: 
 
               (i) the Cash Consideration to Seller by wire transfer of 
     immediately available funds to an account specified in writing by Seller; 
 
               (ii) the stock certificates for the Closing Stock to Seller; 
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               (iii) the Cash Escrow Agreement, executed by Buyer and the Escrow 
     Agent, together with the delivery to the Escrow Agent of the Cash Escrow by 
     wire transfer to an account specified by the Escrow Agent; 
 
               (iv) the Stock Escrow Agreement, executed by Buyer and the Escrow 
     Agent, together with the delivery to the Escrow Agent of the stock 
     certificates for the Escrow Stock; 
 
               (v) the Consulting Agreement, executed by Buyer; 
 
               (vi) the Employment Agreements, executed by Buyer; and 
 
               (vii) the Noncompetition Agreement, executed by Buyer. 
 
     Section 1.5. Estimated Closing Adjustment Amount. 
 
 
          (a) The "Estimated Closing Adjustment Amount" (which may be a positive 
or negative number) will be an amount equal to (i) the Working Capital of the 
Company as reflected on the Estimated Closing Balance Sheet (as prepared and 
delivered pursuant to Section 1.5(b) below), minus (ii) $0. If the Estimated 
Closing Adjustment Amount is negative, such amount will be subtracted from the 
cash portion of the Purchase Price payable by Buyer to Seller pursuant to 
Section 1.4(b)(i). If the Estimated Closing Adjustment Amount is positive, such 
amount will be added to the cash portion of the Purchase Price payable by Buyer 
to Seller pursuant to Section 1.4(b)(i). 
 
          (b) No earlier than five (5) Business Days and no later than one (1) 
Business Day prior to the Closing Date, Seller shall cause an estimated balance 
sheet of the Company as of the Closing Date (the "Estimated Closing Balance 
Sheet") to be prepared and delivered to Buyer, which will be accompanied by an 
estimated calculation of the Working Capital of the Company as of the Closing 
Date. 
 
     Section 1.6. Closing Adjustment Amount. 
 
 
          (a) The "Closing Adjustment Amount" will be an amount (which shall be 
a positive number) equal to the difference between (i) the Working Capital of 
the Company as reflected on the Closing Balance Sheet and (ii) the Working 
Capital of the Company as reflected on the Estimated Closing Balance Sheet. If 
the Working Capital of the Company as reflected on the Closing Balance Sheet is 
greater than the Working Capital of the Company as reflected on the Estimated 
Closing Balance Sheet, then the Closing Adjustment Amount will be paid by wire 
transfer of immediately available funds by Buyer to Seller to the account 
specified by Seller. If the Working Capital of the Company as reflected on the 
Estimated Closing Balance Sheet is greater than the Working Capital of the 
Company as reflected on the Closing Balance Sheet, then the Closing Adjustment 
Amount will be paid to Buyer to an account specified by Buyer from and to the 
extent of the Cash Escrow held by the Escrow Agent under the Cash Escrow 
Agreement, and any remaining amount payable to Buyer by wire transfer of 
immediately available funds by Seller to Buyer to an account specified by Buyer. 
Within three (3) Business Days after the calculation of the Closing Adjustment 
Amount becomes binding and conclusive on the Parties pursuant to Sections 1.6(c) 
and 1.6(d), Seller or Buyer, as the case may be, will make the payment provided 
for in this Section 1.6(a) and/or Buyer and Seller will deliver joint written 
instructions to the Escrow Agent under the Cash Escrow Agreement directing that 
the appropriate amount be paid to Buyer from the Cash Escrow with any remaining 
amount of the Cash Escrow, if any, being distributed to Seller. If the payment 
provided for in this Section 1.6(a) is not made within 10 Business Days after 
such Closing Adjustment Amount becoming binding and conclusive on a Party, 
interest at the rate of 5% per annum shall accrue and be payable on the Closing 
Adjustment Amount. 
 
                                       3 



 
 
          (b) Buyer shall prepare a balance sheet of the Company as of the 
Closing Date (the "Closing Balance Sheet"), which will include a calculation of 
the Working Capital of the Company as of the Closing Date. Buyer shall deliver 
the Closing Balance Sheet to Seller within forty-five (45) days following the 
Closing Date (the date of such delivery, the "Delivery Date"). 
 
          (c) If within fifteen (15) days following the Delivery Date, Seller 
has not given Buyer written notice of his objection to the Closing Balance Sheet 
calculation (which notice must contain (i) a statement of Seller's calculation 
of the Company's Working Capital as of the Closing Date and (ii) the basis of 
Seller's objection), then the Working Capital amount reflected in the Closing 
Balance Sheet will be binding and conclusive on the Parties and will be used in 
computing the Closing Adjustment Amount. 
 
          (d) If Seller duly gives Buyer such notice of objection within fifteen 
(15) days following the Delivery Date, and if Seller and Buyer fail to resolve 
the issues outstanding with respect to the Closing Balance Sheet and the 
calculation of the Working Capital reflected in the Closing Balance Sheet within 
fifteen (15) days of Buyer's receipt of the objection notice from Seller, Seller 
and Buyer shall submit the issues remaining in dispute to Lattimore Black Morgan 
& Cain, PC (the "Independent Accountants") for resolution. If issues are 
submitted to the Independent Accountants for resolution, (i) Seller and Buyer 
shall furnish or cause to be furnished to the Independent Accountants such work 
papers and other documents and information relating to the disputed issues as 
the Independent Accountants may request and are available to that Party or its 
agents and shall be afforded the opportunity to present to the Independent 
Accountants any material relating to the disputed issues and to discuss the 
issues with the Independent Accountants; (ii) the determination by the 
Independent Accountants, as set forth in a notice to be delivered to Seller and 
Buyer within thirty (30) days of the submission to the Independent Accountants 
of the issues remaining in dispute, will be final, binding and conclusive on 
Seller and Buyer; and (iii) Seller and Buyer shall pay equal percentages of the 
fees and costs of the Independent Accountants in connection with such 
determination, unless one Party's calculation of the Working Capital of the 
Company as of the Closing Date differs from the calculation of the Working 
Capital of the Company as of the Closing Date by the Independent Accountants by 
more than 33.33% in which case such Party shall then pay one-hundred percent 
(100%) of the Independent Accountant's fees and costs in connection with such 
determination. In the event that both Parties' calculation of the Closing 
Adjustment Amount differs from the determination of the Independent Accountant 
by more than 33.33%, then the Party whose calculation differs from the 
determination of the Independent Accountants by the greatest amount shall pay 
one-hundred percent (100%) of the Independent Accountant's fees and costs. 
 
                                   ARTICLE II 
            REPRESENTATIONS AND WARRANTIES OF SELLER AND THE COMPANY 
 
     Seller and the Company, jointly and severally, represent and warrant to 
Buyer as follows: 
 
     Section 2.1. Organization and Good Standing. 
 
 
          (a) Schedule 2.1(a) contains a complete and accurate list of the 
Company's jurisdiction of incorporation and any other jurisdictions in which it 
is qualified to do business as a foreign corporation. The Company is a 
corporation duly organized, validly existing and in good standing under the laws 
of its jurisdiction of incorporation, with full corporate power and authority to 
conduct its business as it is now being conducted, to own or use its properties 
and assets and to perform all of its obligations under the Applicable Contracts. 
The Company is duly qualified to do business as a foreign corporation and is in 
good standing under the laws of each state or other jurisdiction in which either 
the 
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ownership or use of the properties owned or used by it, or the nature of the 
activities conducted by it, requires such qualification. 
 
          (b) True and complete copies of the Charter and Bylaws of the Company, 
as currently in effect, have been delivered to Buyer. 
 
          (c) The Company does not, directly or indirectly, own, and has not 
agreed to purchase or otherwise acquire, the capital stock or other equity 
interests of, or any interest convertible into or exchangeable or exercisable 
for capital stock or other equity interests of, any Person. 
 
     Section 2.2. Authority; No Conflict. 
 
 
          (a) This Agreement constitutes the valid and binding obligation of 
each of Seller Parties, enforceable against each of Seller Parties in accordance 
with its terms. Upon the execution and delivery by Seller or the Company, 
respectively, of each document or instrument to be executed or delivered by 
Seller and the Company at Closing pursuant to Section 1.4(a) or any other 
provision of this Agreement (collectively, the "Seller Closing Documents"), each 
of the Seller Closing Documents will constitute the valid and binding obligation 
of Seller and the Company, as applicable, enforceable against Seller and the 
Company, as applicable, in accordance with its terms. The Company has all 
requisite corporate power and authority and Seller has all requisite power, 
authority and capacity, to execute and deliver this Agreement and the Seller 
Closing Documents and to consummate the transactions contemplated hereby and 
thereby. The execution and delivery of this Agreement by the Company and the 
consummation of the transactions contemplated hereby have been duly and validly 
authorized and approved by the Company, and no other corporate action on the 
part of the Company is necessary to authorize the execution and delivery of this 
Agreement by the Company or the consummation of the transactions contemplated 
hereby. 
 
          (b) Except as set forth in Schedule 2.2(b), neither the execution and 
delivery of this Agreement by Seller Parties nor the consummation of the 
transactions contemplated hereby will, directly or indirectly (with or without 
notice or lapse of time): 
 
               (i) conflict with or violate the Charter or Bylaws of the 
     Company; 
 
               (ii) conflict with or violate, or give any Governmental Authority 
     or other Person the right to challenge any of the transactions contemplated 
     hereby or exercise any remedy or obtain any relief under, any Legal 
     Requirement or any Order to which any Seller Party, or any of the assets 
     owned or used by the Company, may be subject; 
 
               (iii) cause the Company to become subject to, or to become liable 
     for, the payment of any Tax; 
 
               (iv) breach any provision of any Applicable Contract, or give any 
     Person the right to declare a default under, exercise any remedy under, 
     accelerate the maturity or performance of or payment under, or cancel, 
     terminate or modify, any Applicable Contract; or 
 
               (v) result in the imposition or creation of any Lien upon or with 
     respect to any of the assets owned or used by the Company. 
 
          (c) Except as set forth in Schedule 2.2(c), no Selling Party is or 
will be required to give any notice to or obtain any consent or approval from 
(i) any Governmental Authority, (ii) any party 
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to any Applicable Contract, or (iii) any other Person, in connection with the 
execution and delivery of this Agreement or the consummation of the transactions 
contemplated hereby. 
 
     Section 2.3. Capitalization. The authorized equity securities of the 
Company consist of 1,000 shares of common stock, of which 100 shares are issued 
and outstanding and are defined herein as the "Shares." Seller is and will be on 
the Closing Date the record and beneficial owner of the Shares, free and clear 
of any Liens. All of the Shares have been duly authorized and validly issued and 
are fully paid and non-assessable. The Shares have not been issued in violation 
of, and, except as set forth in Schedule 2.3, the capital stock of the Company 
is not subject to, any preemptive or subscription rights or rights of first 
refusal. None of the Shares were issued in violation of the Securities Act or 
any other Legal Requirement. There are no options, warrants, calls, 
subscriptions, convertible securities, or other rights, agreements or 
commitments that obligate the Company to issue, transfer or sell any shares of 
capital stock of the Company. Except as set forth in Schedule 2.3, there are no 
outstanding or authorized stock appreciation, phantom stock, profit 
participation, or similar rights with respect to the Company. There is no 
obligation, contingent or otherwise, of the Company to repurchase, redeem or 
otherwise acquire any Shares. There are no voting trusts, proxies or other 
agreements to which any Seller is a party with respect to the voting or transfer 
of any Shares. 
 
     Section 2.4. Financial Statements. 
 
 
          (a) Attached as Schedule 2.4(a) are copies of (i) the unaudited 
balance sheets of the Company as of December 31 in each of 2002, 2003 and 2004, 
and the related unaudited income statements for the years then ended, (ii) an 
unaudited balance sheet of the Company as of December 31, 2004 (the "2004 
Balance Sheet"), and (iii) an unaudited balance sheet of the Company as of 
February 28, 2005 and the related unaudited income statement for the two months 
then ended (the financial statements referred to in clauses (i), (ii) and (iii) 
above, including the notes thereto, if any, the "Financial Statements"), each of 
which are true and correct in all material respects. The Financial Statements 
fairly present in all material respects (and the financial statements to be 
delivered pursuant to Section 4.7 will fairly present in all material respects) 
the financial condition and results of operations of the Company as at the 
respective dates of and for the periods referred to in such Financial 
Statements. The 2004 Balance Sheet has been prepared in accordance with GAAP. 
The Financial Statements have been prepared from the books and records of the 
Company (which books and records are accurate and complete in all material 
respects) and reflect the consistent application of accounting principles 
throughout the periods involved, except as disclosed in the notes to the 
Financial Statements. 
 
          (b) Attached as Schedule 2.4(b) is a copy of a management 
representation letter, dated as of March 9, 2005, provided to Ernst & Young LLP 
(the "Management Representation Letter"). The Management Representation Letter 
is true and correct in all material respects. 
 
     Section 2.5. Real Property. 
 
 
          (a) The Company does not own any real property. 
 
          (b) Schedule 2.5(b) lists (i) all real property with respect to which 
the Company holds a leasehold interest or subleasehold interest, or otherwise 
has a license or other right to use (the "Leased Real Property"), and (ii) each 
agreement, contract or other arrangement under which the Company leases or 
otherwise has the right to use any such Leased Real Property (listing, with 
respect to each such agreement, the date of the agreement and any amendments 
thereto, any assignments thereof, the names of the parties to the agreement, the 
address of the Leased Real Property, the rentable square footage and annual rent 
thereunder, the expiration date, and the existence of any renewal terms). The 
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Company enjoys peaceful and undisturbed possession of the Leased Real Property. 
The Company has not entered into any subleases, arrangements, licenses or other 
agreements relating to the use or occupancy of all or any portion of the Leased 
Real Property by any Person other than the Company. 
 
          (c) The Leased Real Property, and the use of the Leased Real Property 
by the Company for the purposes for which it is currently being used, conforms 
to all applicable fire, safety, zoning and building laws and ordinances, laws 
relating to the disabled, and other applicable Legal Requirements. To the 
Knowledge of Seller Parties, there are no pending or threatened eminent domain, 
condemnation, zoning, or other Proceedings affecting the Leased Real Property 
that would result in the taking of all or any part of the Leased Real Property 
or that would prevent or hinder the continued use of the Leased Real Property as 
currently used in the conduct of the Company Business. All Leased Real Property 
has adequate rights of access to dedicated public ways and is served by water, 
electric, sewer and other necessary facilities and services. 
 
     Section 2.6. Personal Property. 
 
 
          (a) Except for the personal property of Seller set forth on Schedule 
2.6(a) that will be distributed to Seller prior to the Closing (the "Seller 
Personal Property"), the Company has good and valid title to, or a valid and 
enforceable right to use under a contract listed in Schedule 2.15(a), all 
property and assets (whether tangible or intangible) used or held for use by the 
Company in connection with its business, including all such assets reflected in 
the 2004 Balance Sheet or acquired since December 31, 2004 (the "2004 Balance 
Sheet Date"), free and clear of all Liens other than (i) any Lien for Taxes not 
yet due and payable, (ii) any landlord's, carriers', warehousemen's, mechanics', 
materialmen's or similar Liens arising or incurred in the ordinary course of 
business with respect to obligations that are not yet due or delinquent, and 
(iii) any Liens identified on Schedule 2.6(a) (the "Permitted Liens"). 
 
          (b) Each item of machinery, equipment, furniture, and other tangible 
personal property used or held for use by the Company in connection with its 
business is in good repair and good operating condition, ordinary wear and tear 
excepted, and is suitable for the purposes for which it is presently used. All 
such tangible personal property is in the possession of the Company. 
 
     Section 2.7. Taxes. 
 
 
          (a) The Company has timely filed all Tax Returns required to be filed 
by it in accordance with applicable Legal Requirements, other than any Tax 
Returns in respect of which the Company has been the beneficiary of any 
extension of time within which to file any such Tax Returns as disclosed on 
Schedule 2.7(a). All such Tax Returns are true and complete. Except as set forth 
in Schedule 2.7(a), no such Tax Return has been audited or examined by any 
taxing authority, court or other Governmental Authority, and, to the Knowledge 
of Seller Parties, no such audit or examination is threatened. True and complete 
copies of such Tax Returns for the past three years and any examination reports 
and statements of deficiencies relating thereto assessed against or agreed to by 
the Company have been delivered to Buyer. 
 
          (b) All Taxes due and owing by the Company (whether or not shown on 
any Tax Return) have been paid. All Taxes that the Company is or was required by 
applicable Legal Requirements to withhold or collect have been withheld or 
collected, and, to the extent required, have been properly paid on a timely 
basis to the appropriate Governmental Authority or other Person. The (i) unpaid 
Taxes of the Company (computed consistent with the Company's historical 
accounting principles and practices provided that such principles and practices 
are consistent with applicable Tax law) do not 
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exceed the reserve for Taxes (rather than any reserve for deferred Taxes 
established to reflect timing differences between book and tax income) set forth 
on the face of the 2004 Balance Sheet (rather than in any notes thereto), and 
(ii) reserve set forth on the 2004 Balance Sheet represents a reasonable 
estimate of the Taxes due with respect to the periods ended December 31, 2004. 
 
          (c) There is no dispute or claim concerning (i) any Liability of the 
Company for additional Taxes, or (ii) any obligation of the Company to file Tax 
Returns or pay Taxes in any jurisdiction in which it does not file Tax Returns 
or pay Taxes, either (x) claimed or raised by any Governmental Authority in any 
notice or other communication provided to the Company, or (y) as to which any 
Seller Party has Knowledge. No assessment or other Proceeding by any taxing 
authority, court or other Governmental Authority is pending, or to the Knowledge 
of the Company, threatened, with respect to the Taxes or Tax Returns of the 
Company. There are no Liens for Taxes (other than Taxes not yet due and payable) 
upon any assets of the Company. 
 
          (d) There are no outstanding agreements, waivers or arrangements 
extending the statutory period of limitations applicable to any claim for or the 
period for the collection or assessment of Taxes due by the Company for any 
taxable period. 
 
          (e) The Company does not have any liability for Taxes of any Person 
other than the Company (i) under Treasury Regulations Section 1.1502-6 (or any 
similar provision of applicable law); or (ii) as a transferee or successor by 
contract or otherwise. The Company has not been a member of an "affiliated 
group" within the meaning of Section 1504(a) of the Code. The Company is not a 
party to any Tax allocation agreement, Tax sharing agreement, Tax indemnity 
agreement or similar agreement. 
 
          (f) None of the assets of the Company is "tax-exempt use property" 
within the meaning of Section 168(h) of the Code. 
 
          (g) The Company has not made any payments, is not obligated to make 
any payments, and is not a party to any agreement that under certain 
circumstances could obligate it to make payments, that (i) will not be 
deductible under Section 280G of the Code (including any payments required to be 
made in connection with the consummation of the transactions contemplated 
hereby), or (ii) to any employee that would not be deductible under Section 162 
of the Code. 
 
          (h) No closing agreement pursuant to Section 7121 of the Code or any 
similar provision of applicable law has been entered into with respect to the 
Company or any of its assets. 
 
          (i) The Company has been a validly electing S corporation within the 
meaning of Sections 1361 and 1362 of the Code at all times during its existence, 
and the Company will be an S corporation until the consummation of the Closing. 
 
          (j) There are no joint ventures, partnerships or other arrangements or 
contracts to which the Company is a party that could be treated as a partnership 
for federal income tax purposes. 
 
          (k) The Company has no potential liability for any Tax under Section 
1374 of the Code. The Company has not, in the past ten years, (i) acquired 
assets from another corporation in a transaction in which the Company's Tax 
basis for the acquired assets was determined, in whole or in part, by reference 
to the Tax basis of the acquired assets (or any other party) in the hands of the 
transferor or (ii) acquired the stock of any corporation which is a qualified 
subchapter S subsidiary. 
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     Section 2.8. Employees. 
 
 
          (a) Schedule 2.8(a) sets forth a complete and accurate list of (i) 
each employee of the Company, including each employee on leave of absence or 
layoff status, and (ii) each director of the Company, giving, with respect to 
each such individual, name, job title, current annual salary with the Company, 
any bonuses paid by the Company in addition to such annual salary during the 
twelve (12) months preceding the date of this Agreement, vacation and sick leave 
that is accrued but unused, and services credited for purposes of vesting and 
eligibility to participate under any Employee Benefit Plan (in each case, to the 
extent applicable). 
 
          (b) There is no collective bargaining agreement in effect between the 
Company and any labor unions or organizations in respect of its employees. The 
Company has not experienced any organized slowdown, work interruption strike or 
work stoppage by its employees, and, to the Knowledge of Seller Parties, there 
is no strike, labor dispute or union organization activities pending or 
threatened affecting the Company. 
 
          (c) The Company is, and since January 1, 2002 (the "Compliance Date"), 
has been, in compliance with all Legal Requirements regarding employment and 
employment practices, terms and conditions of employment, wages and hours, 
benefits, equal employment opportunity, anti-discrimination, immigration, 
occupational health and safety, unfair labor practices and collective 
bargaining, except where such noncompliance would not have a Material Adverse 
Effect. 
 
          (d) Except as set forth in Schedule 2.8(d), the Company is not a party 
to any employment, non-competition, severance or other contract or agreement 
with any employee or director of the Company. To the Knowledge of Seller 
Parties, no employee or director of the Company is bound by any contract or 
agreement that purports to limit the ability of such director or employee to 
engage in or continue or perform any conduct, activity, duties or practice 
relating to the business of the Company, or that requires the employee to 
transfer, assign, or disclose information concerning his work to anyone other 
than the Company. 
 
     Section 2.9. Employee Benefits. 
 
 
          (a) Schedule 2.9(a) lists all employment, consulting, executive 
compensation, bonus, deferred compensation, incentive compensation, stock 
purchase, stock option or other equity-based, retention, change in control, 
severance or termination pay, hospitalization or other medical, life, disability 
or other insurance, supplemental unemployment benefits, profit-sharing, pension 
or retirement plans, programs, agreements or arrangements, and each other fringe 
or other employee benefit plan, program, agreement or arrangement (including any 
"employee benefit plan", within the meaning of Section 3(3) of ERISA), 
sponsored, maintained or contributed to or required to be contributed to by the 
Company or by any ERISA Affiliate for the benefit of any employee or former 
employee of the Company, or any beneficiaries thereof, or with respect to which 
the Company may have any Liability (the "Employee Benefit Plans"). 
 
          (b) Each Employee Benefit Plan is and has been maintained and 
administered in compliance with its terms and with the applicable requirements 
of ERISA, the Code and any other applicable Legal Requirements, except where 
such noncompliance would not have a Material Adverse Effect. The Company has 
timely paid all contributions, premiums and expenses payable to or in respect of 
each Employee Benefit Plan under the terms thereof and in accordance with 
applicable Legal Requirements. Neither the Company, nor, to the Knowledge of 
Seller Parties, any other Person, has engaged in any transaction with respect to 
any Employee Benefit Plan that would be reasonably likely to 
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subject the Company or Buyer to any Tax or penalty (civil or otherwise) imposed 
by ERISA, the Code or other applicable Legal Requirements with respect to any 
Employee Benefit Plan. 
 
          (c) With respect to each Employee Benefit Plan, the Company has 
delivered to Buyer complete copies of each of the following documents; (i) a 
copy of each Employee Benefit Plan (including any amendments thereto); (ii) a 
copy of the three most recent Form 5500 and annual report, if any, required 
under ERISA or the Code; (iii) a copy of the most recent Summary Plan 
Description, if any, required under ERISA; (iv) if the Employee Benefit Plan is 
funded through a trust or any third party funding vehicle, a copy of the trust 
or other funding agreement (including any amendments thereto); and (v) if the 
Employee Benefit Plan is intended to be qualified under Section 401(a) of the 
Code, the most recent determination letter received from the Internal Revenue 
Service. 
 
          (d) No Employee Benefit Plan is a "multiemployer plan," as such term 
is defined in Section 3(37) of ERISA or a plan that is subject to Title IV of 
ERISA. 
 
          (e) None of the Employee Benefit Plans that are "welfare benefit 
plans," within the meaning of Section 3(1) of ERISA, provide for continuing 
benefits or coverage after termination or retirement from employment, except for 
COBRA rights under a "group health plan" as defined in Section 4980B(g) of the 
Code and Section 607 of ERISA. 
 
          (f) Each Employee Benefit Plan that is intended to be qualified under 
Section 401(a) of the Code has received a determination from the Internal 
Revenue Service that it is so qualified and, to the Knowledge of Seller Parties, 
there are no facts or circumstances that would be reasonably likely to adversely 
affect the qualified status of any such Employee Benefit Plan. 
 
          (g) Except as set forth in Schedule 2.9(g), the consummation of the 
transactions contemplated hereby will not (i) result in an increase in or 
accelerate the vesting of any of the benefits available under any Employee 
Benefit Plan, or (ii) except for the Change in Control Payments, otherwise 
entitle any current or former director or employee of the Company to any 
severance pay, bonus payments or other payment from the Company. 
 
          (h) There are no pending or, to the Knowledge of Seller Parties, 
threatened, Proceedings that have been asserted relating to any Employee Benefit 
Plan by any employee or beneficiary covered under any Employee Benefit Plan or 
otherwise involving any Employee Benefit Plan (other than routine claims for 
benefits). No examination or audit of any Employee Benefit Plan by any 
Governmental Authority is currently in progress or, to the Knowledge of Seller 
Parties, threatened. The Company is not a party to any agreement or 
understanding with the Pension Benefit Guaranty Corporation, the Internal 
Revenue Service or the Department of Labor. 
 
     Section 2.10. Compliance with Legal Requirements. Except as set forth on 
Schedule 2.10, the Company is, and at all times since the Compliance Date, has 
been, in compliance with all Legal Requirements, including any Legal 
Requirements related to escheat laws, that are or were applicable to the 
operation of its business or the ownership or use of any of its assets, except 
where such noncompliance would not have a Material Adverse Effect. The Company 
has not received, at any time since the Compliance Date, any notice or other 
communication from any Governmental Authority or other Person regarding any 
actual, alleged or potential violation of or failure to comply with any Legal 
Requirement. 
 
     Section 2.11. Governmental Authorizations. Schedule 2.11 contains a true 
and complete list of each Governmental Authorization that is held by the 
Company. Each such Governmental Authorization 
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is valid and in full force and effect. Except as set forth in Schedule 2.11, the 
Company is, and at all times since the Compliance Date, has been, in compliance 
with each such Governmental Authorization. Except as set forth in Schedule 2.11, 
the Company has not received, at any time since the Compliance Date, any notice 
or other communication from any Governmental Authority or other Person regarding 
(a) any actual, alleged or potential violation of or failure to comply with any 
term or requirement of any such Governmental Authorization, or (b) any actual, 
proposed, or potential revocation, suspension, cancellation or termination of, 
or modification to, any such Governmental Authorization. The Governmental 
Authorizations listed in Schedule 2.11 collectively constitute all of the 
Governmental Authorizations necessary to permit the Company to lawfully conduct 
and operate its business in the manner it is currently conducted. 
 
     Section 2.12. Legal Proceedings; Orders. 
 
 
          (a) Except as set forth in Schedule 2.12(a), there are no pending 
Proceedings or claims, whether oral or in writing (i) by or against the Company 
or that otherwise relate to or may affect the business of, or any of the assets 
owned or used by, the Company, or (ii) that challenge, or that may have the 
effect of preventing, delaying, making illegal or otherwise interfering with, 
any of the transactions contemplated hereby. To the Knowledge of Seller Parties, 
except as set forth in Schedule 2.12(a), no such Proceeding or claim, whether 
oral or in writing, has been threatened, and no event has occurred or 
circumstance exists that may give rise to or serve as a basis for the 
commencement of any such Proceeding or claim. Except as set forth in Schedule 
2.12(a), there have not been any orders, judgments or decrees rendered against, 
or any settlements effected by, the Company in connection with any Proceedings 
or claims, whether oral or in writing, brought by or against the Company or that 
otherwise relate to or may affect the business of, or any of the assets owned or 
used by, the Company. 
 
          (b) There are no Orders outstanding (i) against the Company or that 
otherwise relate to or may affect the business of, or any of the assets owned or 
used by, the Company; or (ii) that challenge, or that may have the effect of 
preventing, delaying, making illegal or otherwise interfering with, any of the 
transactions contemplated hereby. To the Knowledge of Seller Parties, no such 
Order has been threatened, and no event has occurred or circumstance exists that 
may give rise to or serve as a basis for the commencement of any such Order. 
 
     Section 2.13. Environmental Matters. 
 
 
          (a) The Company is and has been in compliance with all Environmental 
Laws, and does not have any Liability under any Environmental Laws with respect 
to the Leased Real Property or any other properties and assets (whether real, 
personal, or mixed) in which the Company (or any predecessor) has or had an 
interest, except where such noncompliance or Liability would not have a Material 
Adverse Effect. 
 
          (b) There are no Hazardous Materials present on or in the environment 
at the Leased Real Property. There has been no emission, disposal, discharge or 
other release or, to the Knowledge of Seller Parties, threat of release, of any 
Hazardous Materials at or from the Leased Real Property or, during the period of 
the Company's ownership or lease thereof, at, on, under or from any property 
formerly owned or leased by the Company. 
 
          (c) The Company has not received any citation, notice or other 
communication from any Governmental Authority regarding any alleged, actual or 
potential violation of any Environmental Law, or any alleged, actual or 
potential obligation to undertake or bear the cost any Liabilities under any 
Environmental Law. 
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     Section 2.14. Insurance. Schedule 2.14 contains a true and complete list of 
(a) all policies of property, fire and casualty, products liability, workers' 
compensation and other forms of insurance under which any of the assets or 
properties of the Company are covered or otherwise relating to the business of 
the Company, and (b) all life insurance policies covering the life of any 
employee of the Company for which the Company or any employee of the Company has 
paid any premiums. Such policies are in full force and effect, and the Company 
or such employee have paid all premiums due, and have otherwise performed all of 
its obligations under, all such policies of insurance. Neither the Company nor 
any employee of the Company has received any notice of (a) cancellation or 
intent to cancel, or (b) an increase or intent to increase premiums, with 
respect to such insurance policies, and is not aware of any basis for any such 
action. True and complete copies of such insurance policies have been made 
delivered to Buyer. 
 
     Section 2.15. Contracts. 
 
 
          (a) Schedule 2.15(a) lists each contract, agreement or other 
commitment to which the Company is a party or by which the Company is otherwise 
bound, excluding the agreements disclosed in Schedule 2.5(b), Schedule 2.8(d) 
and Schedule 2.16(c) (such contracts, agreements and obligations, together with 
the agreements disclosed in Schedule 2.5(b), Schedule 2.8(d) and Schedule 
2.16(c), the "Applicable Contracts"): 
 
          (b) Except as set forth in Schedule 2.15(b): 
 
 
               (i) Each Applicable Contract is valid and binding and in full 
     force and effect. 
 
               (ii) The Company and, to the Knowledge of Seller Parties, each 
     other party to any Applicable Contract is, and at all times since January 
     1, 2003, has been, in compliance with all applicable terms and requirements 
     of each Applicable Contract, except where such noncompliance would not have 
     a Material Adverse Effect. 
 
               (iii) Since January 1, 2003, the Company has not given to, or 
     received from, any other party to any Applicable Contract, any notice or 
     other communication regarding any actual or alleged breach of or default 
     under any Applicable Contract by the Company or any other party to such 
     Applicable Contract. 
 
          (c) True and complete copies of each of the Applicable Contracts have 
been delivered to Buyer. 
 
     Section 2.16. Intellectual Property. 
 
 
          (a) The term "Intellectual Property Assets" means all intellectual 
property owned, licensed (as licensor or licensee) or used by the Company, 
including: 
 
               (i) the Company's name, all fictional business names, trade 
     names, trade dress, registered and unregistered trademarks, registered and 
     unregistered service marks, and applications for any of the foregoing 
     (collectively, "Marks"); 
 
               (ii) all patents, patent applications, and inventions and 
     discoveries that may be patentable or unpatentable worldwide (collectively, 
     "Patents"); 
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               (iii) all registered and unregistered copyrights in both 
     published works and unpublished works, and copyright applications 
     (collectively, "Copyrights"); 
 
 
               (iv) all rights in Internet web sites and Internet domain names 
     (collectively, "Internet Rights"); 
 
 
               (v) all computer software (excluding off-the-shelf software 
     components licensed to the Company pursuant to non-negotiable standard 
     form, mass-market or "shrink wrap" licenses involving payments of less than 
     $3,000 on an annual basis) (the "Software"); 
 
               (vi) all confidential or proprietary know-how, information, 
     customer lists, technical information, data, process technology, plans, 
     drawings, and blue prints pertaining to the business of the Company and 
     maintained by the Company as trade secrets (collectively, "Trade Secrets"); 
     and 
 
               (vii) all general know-how, business information, customer and 
     supplier lists, technical information, data processing technology, plans, 
     drawings and blue prints pertaining to the business of the Company but 
     which are not Trade Secrets (collectively, "Business Knowledge"). 
 
          (b) Schedule 2.16(b) contains a true and complete list of the 
Intellectual Property Assets (other than the Trade Secrets) in each case 
listing, as applicable, (i) the title of the application or registration, (ii) 
the name of the applicant/registrant and current owner, (ii) the jurisdiction 
where the application/registration is located, (iv) the application or 
registration number, (v) filing date, and (vi) whether each such Intellectual 
Property Asset is owned or licensed. 
 
          (c) Schedule 2.16(c) contains a true and complete list of agreements 
and contracts under which the Company licenses any Intellectual Property Assets 
(as a licensor or licensee). The Intellectual Property Assets constitute all of 
the intellectual property necessary to the conduct of the Company business as 
currently conducted. The Company has good and valid title to, or a valid and 
enforceable right to use under an agreement listed in Schedule 2.16(c), each of 
the Intellectual Property Assets, free and clear of all Liens. The Company has 
the right to use without payment to a third party each of the Intellectual 
Property Assets, other than any payment required under any agreement listed in 
Schedule 2.16(c). Neither this Agreement nor the transactions contemplated by 
this Agreement, including the assignment to Buyer by operation of law or 
otherwise of any contracts or agreements to which the Company is a party, will 
result in (i) Buyer granting to any Person any right to or with respect to any 
Intellectual Property Assets; or (ii) Buyer being bound by, or subject to, any 
non-compete or other restriction on the operation or scope of its business. 
 
          (d) To the Knowledge of Seller Parties, none of the Intellectual 
Property Assets is infringed by any patent, proprietary right, trade name, 
trademark, trade dress, service mark, copyright, domain name or other 
intellectual property or proprietary right of any other Person or, to the 
Knowledge of Seller Parties, has been challenged or threatened in any way. None 
of the Intellectual Property Assets infringes or interferes with or is alleged 
to infringe or interfere with any patent, trade name, trademark, trade dress, 
service mark, copyright, domain name or other intellectual property right of any 
other Person, or misappropriates any trade secret or proprietary rights of any 
other Person. 
 
          (e) There are no pending or, to the Knowledge of Seller Parties, 
threatened, Proceedings asserting that any of the Intellectual Property Assets 
is infringed by the intellectual property 
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rights of any other Person or that any of the Intellectual Property Assets 
infringes or interferes with any intellectual property or proprietary rights of 
any other Person, or otherwise relating to the Intellectual Property Assets. 
 
          (f) All Patents, Marks and Copyrights that have been registered, and 
all Internet Rights, are in compliance with all formal Legal Requirements 
(including the payment of any required maintenance fees), and are valid and 
enforceable. 
 
          (g) The Company has taken all commercially reasonable precautions to 
protect the secrecy, confidentiality and value of all Trade Secrets. The Trade 
Secrets are not part of the public knowledge or literature, and, to the 
Knowledge of Seller Parties, the Trade Secrets have not been used, divulged, or 
appropriated either for the benefit of any Person (other than the Company) or to 
the detriment of the Company. To the Knowledge of Seller Parties, the Business 
Knowledge has not been appropriated either for the benefit of any Person (other 
than the Company) or to the detriment of the Company. 
 
          (h) To the extent that any work, invention or material relating to the 
business of the Company has been developed or created by any employee or third 
party for the Company, the Company has entered into a written agreement with 
such employee or third party with respect thereto and thereby has obtained 
ownership of, and is the exclusive owner of, all intellectual property in such 
work, including all Marks, Copyrights, Patents, Trademarks and Trade Secrets, 
material or invention by operation of law or by valid assignment. The Company 
has not licensed any computer software source code included in the Intellectual 
Property Assets to any Person in source code format. 
 
          (i) Except as set forth in Schedule 2.16(i), all proprietary software 
of the Company conforms in all material respects to the specifications and 
documentation therefor and is otherwise in compliance with applicable law. No 
open source, public source or freeware software, code or other technology, or 
any modification or derivative thereof, including, without limitation, any 
version of any software licensed pursuant to any GNU general public license or 
limited general public license, was or is, used in, incorporated into, 
integrated or bundled with, or used in the development or compilation (other 
than generally available commercial compilers) of, any Intellectual Property 
Assets. 
 
          (j) To the Knowledge of Seller Parties, the Company is not barred from 
seeking patents on material potentially patentable inventions by "on-sale" or 
similar bars to patentability or by failure to apply for a patent on such 
inventions within the time required. 
 
     Section 2.17. Accounts Receivable. Attached as Schedule 2.17 are the 
accounts receivable of the Company as of March 22, 2005, and such accounts 
receivable and each account receivable that will be on the accounting records of 
the Company as of the Closing Date represent or will represent valid obligations 
arising from sales actually made or services actually performed by the Company 
in the ordinary course of business. Except to the extent paid prior to the 
Closing Date, such accounts receivable are or will be as of the Closing Date 
current and collectible net of the respective reserves shown on Schedule 2.17 or 
on the accounts records of the Company as of the Closing Date, as the case may 
be (which reserves are adequate and calculated consistent with past practice 
and, in the case of the reserve as of the Closing Date, will not represent a 
greater percentage of the accounts receivable reflected as of the Closing Date 
than the reserve reflected in Schedule 2.17 represented of the accounts 
receivable reflected therein and will not represent a material adverse change in 
the composition of such accounts receivable in terms of aging). Subject to such 
reserves, each of such accounts receivable either has been or will be collected 
in full, without any set-off, within ninety (90) days after the day on which it 
first becomes due and payable. There is no contest, claim, defense or right of 
set off, other than returns in the ordinary course of business, with any account 
debtor of an account receivable relating to the amount or validity of such 
account receivable. 
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     Section 2.18. Sufficiency of Assets. The assets of the Company constitute 
all of the assets, other than the Seller Personal Property, tangible and 
intangible, of any nature whatsoever, used in or necessary to operate the 
business of the Company in the manner presently conducted by the Company. 
 
     Section 2.19. No Undisclosed Liabilities. Except as set forth in Schedule 
2.19, the Company has no Liabilities except for Liabilities reflected or 
reserved against in the 2004 Balance Sheet and current Liabilities incurred in 
the ordinary course of business of the Company since the 2004 Balance Sheet 
Date. 
 
     Section 2.20. Material Adverse Change. Since the 2004 Balance Sheet Date, 
there has not been any material adverse change in the business, operations, 
assets, results of operations or financial condition of the Company, and, to the 
Knowledge of Seller Parties, no event has occurred or circumstance exists that 
may reasonably be expected to result in such a material adverse change. 
 
     Section 2.21. Absence of Certain Changes and Events. Except as set forth in 
Schedule 2.21, since the 2004 Balance Sheet Date, (i) the Company has conducted 
its business in the ordinary course of business, and (ii) the Company has not 
taken any action that, if taken during the period from the date of this 
Agreement through the Closing Date, would require the prior consent of Buyer 
pursuant to the provisions of Section 4.2(b). 
 
     Section 2.22. Material Customers. Schedule 2.22 sets forth a true and 
complete list of (a) each of the top fifteen (15) customers of the Company (by 
volume in dollars of sales to such customers), for the twelve-month period ended 
December 31, 2004 (the "Material Customers"), and the amount of revenues 
accounted for by the Material Customers during such period. Since December 31, 
2004, there has been no material adverse change in the business relationship of 
the Company with any Material Customer. The Company has not received any notice, 
and Seller Parties do not have any Knowledge, that any Material Customer has any 
intention to terminate or materially reduce services purchased from the Company 
on account of the transactions contemplated hereby or otherwise. 
 
     Section 2.23. Transactions with Related Persons. Except as set forth in 
Schedule 2.23, (i) neither Seller nor any employee, officer, or director of the 
Company, or any Related Person thereof (together, the "Company Related 
Persons"), is, or at any time since January 1, 2003 has been, involved in any 
business arrangement or relationship with, or otherwise is a party to any 
Applicable Contract (other than any employment or other agreements disclosed 
pursuant to Schedule 2.8(d)), and (ii) no Company Related Person owns, directly 
or indirectly, any property or right, tangible or intangible, used by the 
Company in the current conduct of its business. 
 
     Section 2.24. Securities Laws Matters. Seller (i) understands that the 
shares of HealthStream Stock to be issued pursuant to this Agreement have not 
been, and, as of the date of issuance, will not be, registered under the 
Securities Act, or under any state securities laws, and are being offered and 
sold in reliance upon federal and state exemptions for transactions not 
involving any public offering, (ii) understands that such shares will be 
characterized as "restricted securities" under the Securities Act and may be 
resold without registration under the Securities Act, only in certain limited 
circumstances, (iii) is familiar with SEC Rule 144, as presently in effect, and 
understands the resale limitations imposed thereby and by the Securities Act; 
(iv) is acquiring HealthStream Stock solely for his own account for investment 
purposes, and not with a view to the distribution thereof, (v) is a 
sophisticated investor with knowledge and experience in business and financial 
matters, (vi) has received certain information concerning Buyer and has had the 
opportunity to obtain additional information as desired in order to evaluate the 
merits and the risks inherent in holding shares of HealthStream Stock, (vii) is 
able to bear the economic risk and lack of liquidity inherent in holding 
HealthStream Stock, (viii) is an Accredited Investor and (ix) understands 
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that the certificates evidencing the shares of HealthStream Stock to be issued 
pursuant to this Agreement will bear the following legend and the legend set 
forth in Section 7.5: 
 
         "The shares represented by this certificate have not been registered 
         under the Securities Act of 1933, as amended. Such shares have been 
         acquired for investment and may not be offered for sale, sold, 
         transferred, pledged or hypothecated in the absence of an effective 
         registration statement covering such shares under the Securities Act or 
         an opinion of counsel satisfactory to the Company that such 
         registration is not required." 
 
     Section 2.25. Brokers or Finders. Except as set forth in Schedule 2.25, 
Seller Parties have not incurred and will not incur any liability for brokerage 
or finders' fees or agents' commissions or other similar payment in connection 
with the transactions contemplated hereby. 
 
     Section 2.26. HIPAA Compliance. The operations of the Company are 
compatible with, and if engaged indirectly by a Covered Entity (as defined at 45 
CFR Section 160.103) would comply with, the Standards for Privacy of 
Individually Identifiable Health Information (45 CFR Part 160 and Part 164, 
Subparts A and E) ("Privacy Standards"). The operations of the Company, as 
currently structured, are compatible with, and if engaged indirectly by a 
Covered Entity will comply, as of April 20, 2005, with the Security Standards 
for the Protection of Electronic Protected Health Information (45 CFR Part 164, 
Subparts A and C) ("Security Standards"). The Company has in effect agreements 
with its customers that satisfy the requirements of 45 CFR Section 164.504(e) 
and 45 CFR Section 164.314(a), such agreements permit the Company to provide its 
services effectively, and the Company is not in breach of any such agreements. 
The Company has not received any complaints from any person regarding the 
Company's or any of its agents, employees or contractors' uses or disclosures 
of, or security practices regarding, individually identifiable health-related 
information. None of the Company, the Company Management Employees or the Seller 
is aware of any misuse, improper disclosure or security incident (each as 
determined by reference to the Privacy Standards, Security Standards or state 
law, as applicable), by the Company or any of its agents, employees or 
contractors, involving individually identifiable health-related information. 
 
     Section 2.27. Change in Control Payments; Transaction Expenses; Employee 
Benefit Plan Payments. 
 
 
          (a) The aggregate amount of the Change in Control Payments equals 
$592,081.66. Schedule 2.27(a) identifies each Person, including any taxing 
authority, to whom any Change in Control Payment is owed or to whom any Change 
in Control Payment has been made, with the amount owed to such Person specified. 
 
          (b) The aggregate amount of the Transaction Expenses equals 
$11,396.00. Schedule 2.27(b) identifies each Person to whom any Transaction 
Expense is owed or to whom any Transaction Expense has been made, with the 
amount owed to such Person specified. 
 
          (c) The aggregate amount of the Employee Benefit Plan Payments equals 
$16,807.88. Schedule 2.27(c) identifies each Person, including any taxing 
authority, to whom any Employee Benefit Plan Payment is owed or to whom any 
Employee Benefit Plan Payment has been made, with the amount owed to such Person 
specified. 
 
     Section 2.28. Disclosure. No representation or warranty or other statement 
made by any Seller Party in this Agreement, the certificate to be delivered 
pursuant to Section 5.1(h)(iv), and any other document or agreement delivered or 
to be delivered by any Seller Party in connection with the transactions 
contemplated hereby contains or will contain any untrue statement or omits or 
will omit to 
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state a material fact necessary to make any of them, in light of the 
circumstances in which it was made, not misleading. 
 
                                  ARTICLE III 
                     REPRESENTATIONS AND WARRANTIES OF BUYER 
 
     Buyer represents and warrants to Seller as follows: 
 
     Section 3.1. Organization and Good Standing. Buyer is a corporation duly 
organized, validly existing and in good standing under the laws of the State of 
Tennessee, with full corporate power and authority to conduct its business as it 
is now being conducted. 
 
     Section 3.2. Authority and No Conflict. 
 
 
          (a) This Agreement constitutes the valid and binding obligation of 
Buyer, enforceable against Buyer in accordance with its terms. Upon the 
execution and delivery by Buyer of each document and instrument to be executed 
and delivered at Closing by Buyer pursuant to Section 1.4(b) or any other 
provision of this Agreement (collectively, the "Buyer Closing Documents"), each 
of the Buyer Closing Documents will constitute the valid and binding obligation 
of Buyer enforceable against Buyer in accordance with its terms. Buyer has all 
requisite corporate power and authority to execute and deliver this Agreement 
and the Buyer Closing Documents and to consummate the transactions contemplated 
hereby and thereby. The execution and delivery of this Agreement by Buyer and 
the consummation of the transactions contemplated hereby have been duly and 
validly authorized and approved by Buyer, and no other corporate action on the 
part of Buyer is required to authorize the execution and delivery of this 
Agreement by Buyer, or the consummation of the transactions contemplated hereby. 
 
          (b) Neither the execution and delivery of this Agreement by Buyer, nor 
the consummation of the transactions contemplated hereby will, directly or 
indirectly (with or without notice or lapse of time): 
 
               (i) conflict with or violate the Charter or Bylaws of Buyer; 
 
               (ii) conflict with or violate, or give any Governmental Authority 
     or other Person the right to challenge any of the transactions contemplated 
     hereby or exercise any remedy or obtain any relief under, any Legal 
     Requirement applicable to Buyer or any Order to which Buyer may be subject; 
     or 
 
               (iii) breach any provision of any contract or agreement of Buyer, 
     or give any Person the right to declare a default under, exercise any 
     remedy under, accelerate the maturity or performance of or payment under, 
     or cancel, terminate, or modify, any such contract or agreement. 
 
          (c) Buyer is not and will not be required to give any notice to or 
obtain any consent from any Governmental Authority or any other Person in 
connection with the execution and delivery of this Agreement or the consummation 
of the transactions contemplated hereby. 
 
     Section 3.3. Legal Proceedings; Orders. There are no Proceedings or claims 
pending or, to the Knowledge of Buyer, threatened, against Buyer that challenge, 
or that may have the effect of preventing, delaying, making illegal or otherwise 
interfering with, any of the transactions contemplated 
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hereby. There are no Orders outstanding or, to the Knowledge of Buyer, 
threatened, against Buyer that challenge, or that may have the effect of 
preventing, delaying, making illegal or otherwise interfering with, any of the 
transactions contemplated hereby. 
 
     Section 3.4. Investment Intent. Buyer is acquiring the Shares for its own 
account and not with a view to their distribution within the meaning of Section 
2(11) of the Securities Act. 
 
     Section 3.5. Brokers or Finders. Except as disclosed on Schedule 3.5, Buyer 
has not incurred and will not incur any liability for brokerage or finders' fees 
or agents' commissions or other similar payment in connection with the 
transactions contemplated hereby. 
 
     Section 3.6. Capitalization. The authorized HealthStream Stock consists of 
75,000,000 shares, of which 20,667,515 shares were issued and outstanding at 
December 31, 2004. All of the issued and outstanding shares of HealthStream 
Stock have been duly authorized, are validly issued, fully paid and 
nonassessable. The shares of HealthStream Stock to be delivered as part of the 
Purchase Price, when issued in accordance with this Agreement, will be duly 
authorized, validly issued, fully paid and nonassessable. 
 
     Section 3.7. SEC Reports. Buyer has filed with the SEC all forms, reports 
and documents (collectively, "Filings") required to be filed with the SEC by it 
pursuant to the Securities Act and the Exchange Act, all of which complied at 
the time filed in all material respects with all applicable requirements of the 
Securities Act and the Exchange Act. None of such Filings, at the time filed, 
contained any untrue statement of a material fact or omitted to state a material 
fact required to be stated therein or necessary in order to make the statements 
therein, in light of the circumstances under which they were made, not 
misleading, except to the extent any such statements have been modified or 
superceded by a later Filing filed prior to the date hereof. 
 
                                   ARTICLE IV 
                              PRE-CLOSING COVENANTS 
 
     Section 4.1. Access and Investigation. Between the date of this Agreement 
and the Closing Date, and upon reasonable advance notice received from Buyer, 
Seller shall cause the Company to (a) afford Buyer and its agents and 
representatives, and the agents and representatives of any Persons providing 
financing to Buyer in connection with the transactions contemplated hereby 
(collectively, the "Buyer Group"), full access, during regular business hours, 
to the Company's properties, facilities, contracts, books and records, and other 
documents and data, such rights of access to be exercised in a manner that does 
not unreasonably interfere with the operations of the Company, (b) furnish to 
the Buyer Group copies of all such contracts, books and records, and other 
existing document and data that the Buyer Group may reasonably request, (c) 
furnish the Buyer Group with such additional financial, operating, and other 
relevant data and information as the Buyer Group may reasonably request, and (d) 
otherwise cooperate and assist, to the extent reasonably requested by Buyer 
Group, with Buyer Group's investigation of the properties, assets and financial 
condition of the Company. Buyer will be provided access prior to the Closing to 
the Company's employees, significant customers, significant suppliers, and other 
Persons having business relations with the Company, at such times and in the 
manner mutually agreed to by Buyer and Seller. 
 
     Section 4.2. Operation of the Business of the Company. 
 
 
          (a) Except as contemplated by this Agreement or with the prior written 
consent of Buyer, between the date of this Agreement and the Closing Date, 
Seller shall cause the Company to (i) 
 
 
 
 
                                       18 



 
 
conduct its business in the ordinary course of business, (ii) use commercially 
reasonable efforts to preserve intact the current business organization of the 
Company, keep available the services of the Company's officers, employees, and 
agents, and maintain the Company's relations and good will with suppliers, 
customers, landlords, creditors, employees, agents and others having business 
relationships with the Company, (iii) confer with Buyer prior to implementing 
operational decisions of a nature which are either material in respect of the 
business of the Company or outside the ordinary course of business, and (iv) 
upon reasonable request from Buyer, periodically report to Buyer concerning the 
status of the business, operations and finance of the Company. 
 
          (b) Without limiting the generality of Section 4.2(a), except as 
contemplated by this Agreement, between the date of this Agreement and the 
Closing Date, the Company shall not, without the prior written consent of Buyer, 
take any of the following actions: 
 
               (i) issue, sell, repurchase, redeem or acquire any shares of 
     capital stock of the Company, or grant or enter into any rights, warrants, 
     options, agreements or commitments with respect to the issuance of such 
     capital stock; 
 
               (ii) except for the distribution of the Seller Personal Property, 
     declare, set aside or pay any dividend or other distribution (whether in 
     cash, securities or property or other combination thereof) in respect of 
     any shares of capital stock of the Company; 
 
               (iii) adjust, split, combine, subdivide or reclassify any shares 
     of capital stock of the Company; 
 
               (iv) amend the Charter or Bylaws of the Company; 
 
               (v) except for the payment of the Change in Control Payments, pay 
     or increase (except in the ordinary course of business) any salaries 
     payable to any employee or director of the Company, or pay any bonuses to 
     any employee or director of the Company; 
 
               (vi) adopt, amend, or increase the payments or benefits under, 
     any Employee Benefit Plan; 
 
               (vii) except as set forth in Section 4.9, enter into, amend or 
     terminate, or waive or assign any material right under (1) any contract or 
     agreement of the Company having a value per contract, or involving payments 
     by or to the Company, of at least $50,000 in the aggregate, (2) any 
     contract or agreement with any Material Customer; (3) any joint venture, 
     partnership or other similar agreement; (4) any agreement or contract with 
     any Company Related Person, or (5) any other material contract or 
     agreement. 
 
               (viii) acquire assets or other properties of any Person outside 
     of the ordinary course of business; 
 
               (ix) except for the distribution of the Seller Personal Property, 
     sell, lease, or otherwise dispose of any assets or properties of the 
     Company other than dispositions of obsolete or unsaleable inventory or 
     equipment in the ordinary course of business; 
 
               (x) make any capital expenditure (or series of capital 
     expenditures) or commitments for capital expenditures in excess of $10,000 
     individually or $25,000 in the aggregate; 
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               (xi) make any loans or advances to any Person, except for 
     advances to employees of the Company for expenses incurred in the ordinary 
     course of business; 
 
               (xii) incur, assume, or guaranty any indebtedness for borrowed 
     money or capitalized lease obligations in excess of $25,000 or outside of 
     the ordinary course of business, consistent with past practice; 
 
               (xiii) fail to keep in full force and effect insurance comparable 
     in amount and scope to insurance now carried by the Company; 
 
               (xiv) permit or allow any of the assets of the Company to be 
     subject to any Lien other than any Permitted Lien; 
 
               (xv) cancel, waive, settle or compromise any Proceeding disclosed 
     in Schedule 2.12(a); 
 
               (xvi) cancel, waive or settle any claims or rights with a value 
     to the Company in excess of $10,000; 
 
               (xvii) make any change in connection with its accounts payable or 
     accounts receivable terms, policies or procedures; 
 
               (xviii) make any material change in the accounting or tax methods 
     used the Company; or 
 
               (xix) enter into any agreement, whether oral or written, to do 
     any of the foregoing. 
 
     Section 4.3. Required Approvals; Reasonable Best Efforts. As promptly as 
practicable after the date of this Agreement, Seller shall, and shall cause the 
Company to, make all filings required by Legal Requirements to be made by the 
Company or Seller in order to consummate the transactions contemplated hereby, 
and to obtain all consents required in connection with the transactions 
contemplated hereby as set forth in Schedule 2.2(c). In addition, between the 
date of this Agreement and the Closing Date, each Party will use reasonable best 
efforts to cause the conditions in Article V to be satisfied. 
 
     Section 4.4. Notification. Between the date of this Agreement and the 
Closing Date, Buyer or Seller Parties, as the case may be, shall promptly notify 
the other Party in writing if such Party becomes aware of (i) any fact or 
condition that causes or constitutes a breach of any of the representations and 
warranties of such Party made as of the date of this Agreement, or (ii) the 
occurrence after the date of this Agreement of any fact or condition that would 
or be reasonably likely to cause or constitute a breach of any such 
representation or warranty had that representation or warranty been made as of 
the time of the occurrence of, or such Party's discovery of, such fact or 
condition. If any such fact or condition requires any change to the Schedules, 
Seller Parties shall promptly deliver to Buyer a supplement to the Schedules 
specifying such change. In addition, between the date of this Agreement and the 
Closing Date, Buyer or Seller Parties, as the case may be, shall promptly notify 
the other Party of the occurrence of any breach of any covenant of such Party in 
this Article IV or of the occurrence of any event that may make the satisfaction 
of any conditions in Section 5.1 or Section 5.2 impossible or unlikely. No 
disclosure pursuant to this Section 4.4 will prevent or cure any breach of any 
representation or warranty or covenant set forth herein. 
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     Section 4.5. No Negotiation. Until such time as this Agreement is 
terminated pursuant to Section 8.1, Seller Parties shall not, and shall cause 
their respective representatives and agents not to, directly or indirectly, 
solicit, initiate, encourage or entertain any inquiries or proposals from, 
discuss or negotiate with, provide any information to, or consider the merits of 
any inquiries or proposals from, any Person (other than Buyer) relating to any 
merger, consolidation, business combination or similar transaction involving the 
Company, or the sale of the business or assets of the Company (other than sales 
of inventory in the ordinary course of business), or the sale of any capital 
stock of the Company. Seller Parties shall notify Buyer of any such inquiry or 
proposal and the terms thereof within twenty-four (24) hours of receipt or 
awareness of the same by any Seller Party. 
 
     Section 4.6. Payment of Indebtedness by Related Persons. Seller shall cause 
all indebtedness owed to the Company by Seller, the employees of the Company, or 
any Related Person thereof, to be paid in full prior to Closing. 
 
     Section 4.7. Interim Financial Statements. Until the Closing Date, Seller 
shall cause the Company to deliver to Buyer within ten (10) calendar days after 
the end of each month an unaudited balance sheet of the Company as of the last 
day of such month and the related unaudited income statements for the month then 
ended prepared in a manner consistent with the Company's current practices. 
 
     Section 4.8. Change in Control Payments. Prior to the Closing Date, Seller 
shall cause the Company to pay all Change in Control Payments. 
 
     Section 4.9. Termination. Prior to the Closing Date, the Company shall take 
all necessary steps to terminate (a) the Data Management & Research, Inc. Change 
in Control Plan, dated August 1, 2000, (b) the Thompson Special Partnership, 
L.P., (c) the TSP Trust Agreement, (d) the Key Employee Agreements with each of 
Alan R. Houck, Tanya J. Thompson and Kevin Kelley, (e) the Key Staff Member 
Agreements with each of Robin Rose and Martha Thompson, and (f) the Data 
Management & Research, Inc. 401(k) Profit Sharing Plan, and shall provide 
satisfactory evidence to Buyer of such termination. Buyer understands that this 
Section 4.9 requires only formal termination of the Data Management & Research, 
Inc. 401(k) Profit Sharing Plan and that final distributions, solely to the 
extent set forth on Schedule 4.9, may occur following the Closing Date. 
 
     Section 4.10. Section 338(h)(10) Election. 
 
 
          (a) Seller and Buyer shall make a timely, irrevocable and effective 
election under Section 338(h)(10) of the Code and any similar election under any 
applicable state, local or foreign income tax law (collectively, the "Section 
338(h)(10) Elections") with respect to Buyer's purchase of the Shares. 
 
          (b) To facilitate the Section 338(h)(10) Elections, Buyer shall 
deliver to Seller, prior to the Closing Date, drafts of Internal Revenue Service 
Form 8023 and any similar forms under applicable state, local and foreign income 
tax law (collectively, the "Forms"). Seller shall review such Forms and provide 
any proposed revisions to Buyer. Buyer and Seller agree to negotiate in good 
faith such proposed revisions and to attempt to resolve any differences between 
the Parties. The Forms, in the form reasonably agreed by the Parties, shall be 
duly executed by Seller and an authorized person for Buyer at the Closing. Buyer 
shall duly and timely file the Forms as prescribed by Treasury Regulations 
Section 1.338(a)(10)-1 or the corresponding provisions of applicable state, 
local or foreign income tax law. 
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          (c) As soon as practicable after the Closing Date and at least 30 days 
prior to the due date and filing of Internal Revenue Service Form 8883 by either 
Party, Buyer shall provide Seller with a draft of Internal Revenue Service Form 
8883, including the calculation and proposed allocation of the "Aggregate Deemed 
Sales Price" (as such term is defined in the Treasury Regulations) in a manner 
consistent with the requirements of Section 338 of the Code and the Treasury 
Regulations thereunder. Seller shall review such Form 8883 and provide any 
proposed revisions to Buyer at least 10 days prior to the due date of such Form 
8883 for either Party. Buyer and Seller agree to negotiate in good faith such 
proposed revisions and to attempt to resolve any differences between the 
Parties. In the event the Parties reach agreement as to the information to be 
reflected on such Form 8883, the Form shall be revised and timely filed by each 
Party as required by law. Each of Buyer and the Company shall report the 
allocation of the Aggregate Deemed Sales Price (and any adjustments thereto) for 
Tax purposes and file its Tax Returns (including the Form 8883) in a manner 
consistent with any mutually-agreed allocations determined pursuant to this 
Section 4.10(c). In the event the Parties do not reach agreement on the 
information to be reflected on such Form, each Party shall provide to the other 
Party its final version of such Form and shall timely file its final version of 
such Form in the manner required by law. 
 
     Section 4.11. S Corporation Status. The Company and Seller shall not revoke 
the Company's election to be taxed as an S Corporation within the meaning of 
Sections 1361 and 1362 of the Code and shall not take or allow any action that 
would result in the termination of the Company's status as a validly electing S 
corporation within the meaning of Sections 1361 and 1362 of the Code. 
 
     Section 4.12. Anti-Dilution. In the event that, at any time within 90 days 
of the Closing Date, Buyer sells HealthStream Stock pursuant to an Equity 
Financing for a price per share less than the Average Price, then Buyer shall 
issue to Seller, without further consideration, stock certificates representing 
that number of shares of HealthStream Stock (rounded to the nearest whole 
number) equal to (a) $1,500,000 divided by the Equity Financing Price, minus (b) 
the sum of the Closing Stock and the Escrow Stock. 
 
                                   ARTICLE V 
                              CONDITIONS TO CLOSING 
 
     Section 5.1. Conditions to Obligations of Buyer. The obligations of Buyer 
to consummate the transactions contemplated by this Agreement are subject to the 
satisfaction at or prior to the Closing of each of the following conditions (any 
of which may be waived in writing, in whole or in part, by Buyer): 
 
          (a) Representations and Warranties. (i) Each of the representations 
and warranties of Seller and the Company in Article II of this Agreement must 
have been accurate in all material respects as of the date of this Agreement, 
and must be accurate in all material respects as of the Closing Date as if made 
on the Closing Date, without giving effect to any supplement to the Schedules 
made after the date hereof, and (ii) each of the representations and warranties 
of Seller and the Company in Article II of the Agreement that contains an 
express materiality qualification must have been accurate in all respects as of 
the date of this Agreement, and must be accurate in all respects as of the 
Closing Date as if made on the Closing Date, without giving effect to any 
supplement to the Schedules. 
 
          (b) Covenants. All of the covenants and obligations that Seller 
Parties are required to perform or to comply with pursuant to this Agreement at 
or prior to the Closing must have been duly performed and complied with in all 
material respects. 
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          (c) Consents. All consents required to be obtained from, and all 
declarations or filings required to be made with, any Governmental Authority or 
other Person in connection with the transactions contemplated hereby, including 
those set forth on Schedule 2.2(c), must have obtained. 
 
          (d) No Proceedings. Since the date of this Agreement, there must not 
have been commenced or threatened against Buyer, or against any Affiliate 
thereof, any Proceeding (i) involving any challenge to, or seeking Damages or 
other relief in connection with, the transactions contemplated hereby, or (ii) 
that may have the effect of preventing, delaying, making illegal, imposing 
limitations or conditions on, or otherwise interfering with, any of the 
transactions contemplated hereby. 
 
          (e) No Claim regarding Stock Ownership or Sales Proceeds. There must 
not have been made or threatened by any Person any claim asserting that such 
Person (i) is the holder or the beneficial owner of, or has the right to acquire 
or to obtain beneficial ownership of, any stock of, or any other voting, equity, 
or ownership interest in, the Company, or (ii) is entitled to all or any portion 
of the Purchase Price payable for the Shares (except as otherwise contemplated 
herein). 
 
          (f) No Conflict. Neither the consummation nor the performance of the 
transactions contemplated hereby will, directly or indirectly (with or without 
notice or lapse of time), conflict with or result in a violation of, or cause 
Buyer or any Affiliate thereof to suffer any material adverse consequence under, 
any Order issued by any court or other Governmental Authority since the date of 
this Agreement or any Legal Requirement enacted or promulgated since the date of 
this Agreement. 
 
          (g) Officers and Directors. Each of the officers and directors of the 
Company must have resigned effective as of the Closing. 
 
 
          (h) Closing Deliveries. Seller must have caused the documents and 
instruments required by Section 1.4(a) and the following documents to be 
delivered (or tendered subject only to Closing) to Buyer: 
 
               (i) estoppel letters in substantially the form of Exhibit G, 
     executed by each lessor leasing the Leased Real Property to the Company; 
 
               (ii) the Charter and all amendments thereto of the Company, duly 
     certified as of a recent date by the Secretary of Tennessee; 
 
               (iii) certificates dated as of a date not earlier than the third 
     Business Day prior to Closing as to the good standing of the Company, 
     executed by the appropriate officials of the jurisdiction of the Company's 
     incorporation and each jurisdiction in which the Company is licensed or 
     qualified to do business as a foreign corporation as specified in Schedule 
     2.1(a); 
 
               (iv) a certificate dated as of the Closing Date, executed by 
     Seller and the Company, certifying as to the satisfaction of the conditions 
     set forth in Sections 5.1(a) and (b); and 
 
               (v) such other documents as Buyer may reasonably request for the 
     purpose of evidencing the satisfaction of any condition referred to in this 
     Section 5.1, or otherwise facilitating the consummation or performance of 
     any of the transactions contemplated hereby. 
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          (i) Due Diligence Review. Buyer must be reasonably satisfied with the 
results of its due diligence investigations with respect to the business, 
operations, affairs, prospects, properties, assets, Liabilities, and condition 
of the Company. 
 
          (j) Material Adverse Change. Between the date hereof and Closing, 
there shall have been no material adverse change in the business, operations, 
prospects, assets, results of operations or condition of the Company, and no 
event shall have occurred or circumstance shall exist that may reasonably be 
expected to result in such a material adverse change. 
 
     Section 5.2. Conditions to Obligations of Seller. The obligations of Seller 
to consummate the transactions contemplated by this Agreement are subject to the 
satisfaction at or prior to the Closing of each of the following conditions (any 
of which may be waived in writing, in whole or in part, by Seller): 
 
          (a) Representations and Warranties. Each of the representations and 
warranties of Buyer in Article III of this Agreement must have been accurate in 
all material respects as of the date of this Agreement, and must be accurate in 
all material respects as of the Closing Date as if made on the Closing Date, 
without giving effect to any supplement to the Schedules. 
 
          (b) Covenants. All of the covenants and obligations that Buyer is 
required to perform or to comply with pursuant to this Agreement at or prior to 
the Closing must have been duly performed and complied with in all material 
respects. 
 
          (c) No Conflict. Neither the consummation nor the performance of the 
transactions contemplated hereby will, directly or indirectly (with or without 
notice or lapse of time), conflict with, or result in a violation of, or cause 
Seller to suffer any material adverse consequence under, any Order issued by any 
court or other Governmental Authority since the date of this Agreement or any 
Legal Requirement enacted or promulgated since the date of this Agreement. 
 
          (d) Closing Deliveries. Buyer must have delivered the documents and 
instruments required by Section 1.4(b) and the following documents to Seller: 
 
               (i) the Charter and all amendments thereto of Buyer, duly 
    certified as of a recent date by the Secretary of State of Tennessee; 
 
               (ii) a certificate dated as of a date not earlier than the third 
     Business Day prior to Closing as to the good standing of Buyer, executed by 
     the Secretary of State of Tennessee; 
 
               (iii) a certificate, dated as of the Closing Date, executed by 
     Buyer, certifying as to the satisfaction of the conditions set forth in 
     Sections 5.2(a) and (b); and 
 
               (iv) such other documents as Seller may reasonably request for 
     the purpose of evidencing the satisfaction of any condition referred to in 
     this Section 5.2, or otherwise facilitating the consummation or performance 
     of any of the transactions contemplated hereby. 
 
                                   ARTICLE VI 
                                   TERMINATION 
 
     Section 6.1. Termination Events. By written notice given prior to or at the 
Closing, subject to Section 6.2, this Agreement may 
be terminated as follows: 
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          (a) by Buyer, in the event a material breach of this Agreement has 
been committed by any Seller Party and such breach has not been waived in 
writing by Buyer; 
 
          (b) by Seller, in the event a material breach of this Agreement has 
been committed by Buyer, and such breach has not been waived in writing by 
Seller; 
 
          (c) by Buyer, if the satisfaction of any of the conditions to Buyer's 
obligation to close the transactions contemplated hereby as set forth in Section 
5.1 becomes impossible (other than through the failure of Buyer to comply with 
its obligations under this Agreement), and Buyer has not waived such condition 
in writing on or before such date; 
 
          (d) by Seller, if the satisfaction of any of the conditions to 
Seller's obligation to close the transactions contemplated hereby as set forth 
in Section 5.2 becomes impossible (other than through the failure of Seller to 
comply with their obligations under this Agreement), and Seller has not waived 
such condition in writing on or before such date; 
 
          (e) by mutual consent of Buyer and Seller; and 
 
          (f) by Buyer or Seller, if the Closing has not occurred on or before 
June 30, 2005, or such later date as the Parties may agree upon, unless the 
terminating party(ies) is in material breach of this Agreement. 
 
     Section 6.2. Effect of Termination. Each Party's right of termination under 
Section 6.1 is in addition to any other rights it may have under this Agreement 
or otherwise, and the exercise of such right of termination will not be an 
election of remedies. If the Agreement is terminated pursuant to Section 6.1, 
all obligations of the Parties under this Agreement will terminate, except that 
the obligations in this Article VI, Section 7.1, Section 7.2 and Article IX will 
survive; provided, however, that termination of this Agreement will not preclude 
a Party from bringing an indemnification claim against any other Party to this 
Agreement for a breach arising prior to such termination pursuant to the terms 
and conditions set forth herein. 
 
                                  ARTICLE VII 
                              ADDITIONAL AGREEMENTS 
 
     Section 7.1. Public Announcements. Any public announcement or similar 
publicity with respect to this Agreement or the transactions contemplated hereby 
will be issued at such time and in such manner as the Parties may agree; 
provided, however, that in the case of announcements, statements or 
acknowledgments that any Party is required by applicable Legal Requirements to 
make, issue or release, the making, issuing or releasing of any such 
announcement, statements or acknowledgment by the Party so required to do by 
applicable Legal Requirements will not constitute a breach of this Agreement if 
such Party has given, to the extent reasonably possible, notice thereof to the 
other Parties not less than one (1) Business Day prior to such disclosure and 
has attempted, to the extent reasonably possible, to clear such announcement, 
statement or acknowledgment with the other Parties. 
 
     Section 7.2. Non-Disclosure Agreement. The Mutual Confidentiality and 
Non-Disclosure Agreement, dated as of December 15, 2004, entered into by and 
between Buyer and the Company (the "Non-Disclosure Agreement") will remain in 
full force and effect following the date of this Agreement, whether or not the 
Closing occurs, in accordance with the terms thereof. 
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     Section 7.3. Customers and Other Business Relationships. After the Closing, 
Seller will cooperate with Buyer in its efforts to continue and maintain for the 
benefit of Buyer those business relationships of Seller relating to the business 
of the Company, including relationships with suppliers, customers, landlords, 
creditors, lessors and employees. After the Closing, Seller will refer all 
customer inquiries relating to the business of the Company to Buyer. 
 
     Section 7.4. Tax Matters. 
 
 
          (a) Seller shall prepare or cause to be prepared all Tax Returns of 
the Company for all Tax periods ending on or prior to the Closing Date which are 
required to be filed after the Closing Date, including the Tax Return for the 
short period ending on the Closing Date. Seller shall provide Buyer with a copy 
of such Tax Returns at least thirty (30) days prior to the due date for any such 
return and shall make any change requested by Buyer if Buyer has received an 
opinion of counsel that such historical practice is not in conformity with 
applicable law. Buyer shall execute and file such Tax Returns. 
 
          (b) Buyer and Seller shall cooperate fully, as and to the extent 
reasonably requested by the other Party, in connection with the filing of Tax 
Returns pursuant to this Section 7.4 and any audit, litigation or other 
Proceeding with respect to such Tax Returns. Such cooperation shall include 
Buyer's retention and (upon Seller's request) the provision of records and 
information which are reasonably relevant to any such audit, litigation or other 
Proceeding. Seller Parties shall retain all of their books and records with 
respect to Tax matters pertinent to the Company relating to any taxable period 
beginning before the Closing Date until the expiration of the statute of 
limitations. 
 
     Section 7.5. Lock-Up Agreement. 
 
          (a) Except with the prior written consent of Buyer, Seller will not, 
directly or indirectly, sell, offer, contract or grant any option to sell 
(including without limitation any short sale), grant any right or warrant to 
purchase, lend, pledge, transfer, establish an open "put equivalent position" 
within the meaning of Rule 16a-1(h) under the Exchange Act or otherwise dispose 
of the risk of owning any shares of HealthStream Stock received pursuant to this 
Agreement for a period commencing on the date hereof and continuing until (i) in 
the case of the Closing Stock or any HealthStream Stock issued pursuant to 
Section 4.12, the date that is 12 months following the Closing Date, and (iii) 
in the case of the Escrow Stock, the date that is 18 months following the 
Closing Date. The foregoing sentence shall not apply to the transfer of any or 
all of such shares of HealthStream Stock owned by Seller, either during his 
lifetime or on death, by gift, will or intestate succession to the immediate 
family of the undersigned or to a trust the beneficiaries of which are 
exclusively the undersigned and/or a member or members of his immediate family; 
provided, however, that in any such case it shall be a condition to such 
transfer that the transferee executes and delivers to Buyer an agreement stating 
that the transferee is receiving and holding the shares of HealthStream Stock 
subject to the provisions of this Section, and there shall be no further 
transfer of such shares of HealthStream Stock except in accordance with this 
Section. Seller also agrees and consents to the entry of stop transfer 
instructions with Buyer's transfer agent and registrar against the transfer of 
such shares of HealthStream Stock except in compliance with the foregoing 
restrictions. 
 
          (b) Seller understands that the certificates evidencing the shares of 
HealthStream Stock to be issued pursuant to this Agreement will bear the 
following legend: 
 
         "The shares represented by this certificate are subject to contractual 
         restrictions on transfer expiring after a specified holding period, 
         pursuant to that certain Stock Purchase Agreement dated as of March 28, 
         2005 (the "Agreement"), by and among the 
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         HealthStream, Inc. (the "Issuer"), Data Management & Research, Inc. and 
         Mel B. Thompson. Prior to the expiration of such holding period, such 
         shares may not be sold, transferred or assigned and the Issuer shall 
         not be required to give effect to any attempted sale, transfer or 
         assignment except to the extent such sale, transfer or assignment is in 
         compliance with the Agreement. Upon the written request of the holder 
         of this certificate, the Issuer agrees to remove this restrictive 
         legend (and any stop order placed with the transfer agent) when the 
         holding period has expired." 
 
 
                                  ARTICLE VIII 
                                 INDEMNIFICATION 
 
     Section 8.1. Survival. All representations, warranties, covenants, and 
obligations in this Agreement, the Schedules attached hereto, the certificates 
delivered pursuant to Article V, and any other certificate or document delivered 
pursuant to this Agreement will survive the Closing to the extent contemplated 
by Section 8.6. The waiver of any condition based on the accuracy of any 
representation or warranty, or on the performance of or compliance with any 
covenant or obligation, will not affect the right to indemnification, 
reimbursement, or other remedy based on such representations, warranties, 
covenants and obligations. 
 
     Section 8.2. Indemnification by Seller Indemnifying Persons. Subject to the 
terms and conditions of this Article VIII, Seller and (subject to the last 
sentence of this Section 8.2) the Company (the "Seller Indemnifying Persons"), 
jointly and severally, shall indemnify and hold harmless Buyer and its 
Affiliates, stockholders, officers, directors, employees, agents and 
representatives (collectively, the "Buyer Indemnified Persons"), and shall 
reimburse the Buyer Indemnified Persons for, any losses, liabilities, claims, 
diminution of value, damages, and expenses (including reasonable attorneys' fees 
and expenses), whether or not involving a third-party claim (collectively, 
"Damages"), arising, directly or indirectly, from or in connection with: 
 
          (a) any breach of any representation or warranty made in Article II of 
this Agreement, the Schedules attached hereto (including any supplements 
thereto), the certificate to be delivered by Seller and the Company pursuant to 
Section 5.1(h)(iv), and any certificate or document delivered at Closing by 
Seller Parties pursuant to this Agreement; 
 
          (b) any breach of any covenant or obligation of Seller Parties in this 
Agreement; and 
 
          (c) any liability or obligation for Taxes payable for all taxable 
periods ending on or prior to the Closing Date and the portion through the end 
of the Closing Date for any taxable period that includes (but does not end on) 
the Closing Date (i) payable by the Company or (ii) for which the Company 
otherwise has any liability or obligation as a transferee or successor, or 
pursuant to any contractual obligation or otherwise. 
 
Notwithstanding the foregoing, on and after the Closing, the obligation of the 
Company to indemnify the Buyer Indemnified Persons will terminate and be of no 
further force and effect. 
 
     Section 8.3. Indemnification by Buyer. Subject to the terms and conditions 
of this Article VIII, Buyer shall indemnify and hold harmless Seller and 
Seller's Affiliates, Related Persons, agents and representatives (collectively, 
the "Seller Indemnified Persons"), and shall reimburse Seller Indemnified 
Persons for, any Damages arising, directly or indirectly, from or in connection 
with: 
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          (a) any breach of any representation or warranty made by Buyer in this 
Agreement, the certificate to be delivered by Buyer pursuant to Section 
5.2(d)(iii), and any certificate or document delivered at Closing by Buyer 
pursuant to this Agreement; and 
 
          (b) any breach of any covenant or obligation of Buyer in this 
Agreement. 
 
     Section 8.4. Limitations on Indemnification by Seller Indemnifying Persons. 
Notwithstanding anything contained herein to the contrary, the obligation of 
Seller Indemnifying Persons to indemnify the Buyer Indemnified Persons pursuant 
to Section 8.2 is subject to the following limitations and qualifications: 
 
          (a) Seller Indemnifying Persons will not have any indemnification 
liability under Section 8.2(a) until the total amount of Damages incurred or 
suffered by the Buyer Indemnified Persons hereunder is at least $50,000 (the 
"Basket"), after which Seller Indemnifying Persons will have indemnification 
liability for the total amount of Damages; 
 
          (b) any indemnification claims brought by or on behalf of the Buyer 
Indemnified Persons must be brought within the time periods set forth in Section 
8.6(a) below; 
 
          (c) except for liabilities arising out of Sections 2.2(a) (Authority), 
2.3 (Capitalization), 2.7 (Taxes), other than liabilities relating to Tennessee 
state and local taxes resulting from the Section 338(h)(10) Elections, and 2.9 
(Employee Benefits), and subject to Section 8.10, the Seller Indemnifying 
Persons' maximum aggregate liability under Section 8.2(a) shall not exceed 
$1,000,000; and 
 
          (d) subject to Section 8.10, the Seller Indemnifying Persons' maximum 
aggregate liability under Section 8.2(a) with respect to liabilities arising out 
of Sections 2.2(a) (Authority), 2.3 (Capitalization), 2.7 (Taxes) and 2.9 
(Employee Benefits) shall not exceed $10,550,000. 
 
     Section 8.5. Limitations on Indemnification by Buyer. Notwithstanding 
anything contained herein to the contrary, the obligation of Buyer to indemnify 
Seller Indemnified Persons pursuant to Section 8.2 is subject to the following 
limitations and qualifications: 
 
          (a) Buyer will not have any indemnification liability under Section 
8.3(a) until the total amount of Damages incurred or suffered by Seller 
Indemnified Persons hereunder exceeds the Basket, after which Buyer will have 
indemnification liability for the total amount of Damages; 
 
          (b) any indemnification claims brought by or on behalf of Seller 
Indemnified Persons must be brought within the time periods set forth in Section 
8.6(b) below; and 
 
          (c) subject to Section 8.10, Buyer's maximum aggregate liability under 
Section 8.3(a) shall not exceed $1,000,000. 
 
     Section 8.6. Time Limitations. 
 
 
          (a) If the Closing occurs, Seller Indemnifying Persons will have no 
indemnification liability under this Article VIII with respect to (i) any claims 
made under Section 8.2(a) or (ii) any claims made under Section 8.2(b) relating 
to any covenant or obligation to be performed and complied with by Seller 
Parties on or prior to the Closing Date, unless on or before the date that is 
eighteen (18) months following the Closing Date, Buyer notifies Seller of a 
claim specifying the factual basis of that claim in 
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reasonable detail to the extent then known by Buyer; provided, however, that (x) 
any claims with respect to Sections 2.7, 2.9 and 2.13 made under Section 8.2(a), 
or any claims made under Section 8.2(c), may be made at any time prior to the 
seventh (7th) anniversary of the Closing Date; and (y) any claims with respect 
to Sections 2.2(a) and 2.3, or a claim for indemnification or reimbursement not 
based upon any covenant or obligation to be performed and complied with prior to 
the Closing Date may be made at any time. 
 
          (b) If the Closing occurs, Buyer will have no indemnification 
liability under this Article VIII with respect to (i) any claim made under 
Section 8.3(a) or (ii) any claims made under Section 8.3(b) relating to any 
covenant or obligation to be performed and complied with by Buyer on or prior to 
the Closing Date, unless on or before the date that is eighteen (18) months 
following the Closing Date, Seller notifies Buyer of a claim specifying the 
factual basis of that claim in reasonable detail to the extent then known by 
Seller; provided, however, that any claim for indemnification or reimbursement 
made under Section 8.3(b) not based upon any covenant or obligation to be 
performed and complied with prior to the Closing Date may be made at any time. 
 
     Section 8.7. Procedure for Indemnification - Third Party Claims. 
 
 
          (a) Promptly after receipt by an indemnified party under Section 8.2 
or Section 8.3, as the case may be (an "Indemnified Person"), of notice of the 
assertion of any third-party claim against it, such Indemnified Person shall 
give notice to the Person obligated to indemnify such Person under Section 8.2 
or Section 8.3, as the case may be (an "Indemnifying Person"), of the assertion 
of such third-party claim, provided that the failure to notify the Indemnifying 
Person will not relieve the Indemnifying Person of any liability that it may 
have to any Indemnified Person, except to the extent that the Indemnifying 
Person demonstrates that the defense of such third-party claim is prejudiced by 
the Indemnified Person's failure to give such notice. 
 
          (b) If an Indemnified Person gives notice to the Indemnifying Person 
pursuant to Section 8.7(a) of the assertion of a third-party claim, the 
Indemnifying Person will be entitled to participate in the defense of such 
third-party claim and, to the extent that the Indemnifying Person wishes (unless 
(i) the Indemnifying Person is also a Person against whom the third-party claim 
is made and the Indemnified Person determines in good faith that joint 
representation would be inappropriate, or (ii) the Indemnifying Person fails to 
provide reasonable assurance to the Indemnified Person of its financial capacity 
to defend such third-party claim and provide indemnification with respect to 
such third-party claim), by providing written notice thereof to the Indemnified 
Person within ten (10) days of the delivery of such notice pursuant to Section 
8.7(a), to assume the defense of such third-party claim with counsel 
satisfactory to the Indemnified Person. After notice from the Indemnifying 
Person to the Indemnified Person of its election to assume the defense of such 
third-party claim, the Indemnifying Person will not, so long as it diligently 
conducts such defense, be liable to the Indemnified Person under this Article 
VIII for any fees of other counsel or any other expenses of any Indemnified 
Person with respect to the defense of such third-party claim, in each case 
subsequently incurred by the Indemnified Person in connection with the defense 
of such third-party claim, other than reasonable costs of investigation. If the 
Indemnifying Person assumes the defense of a third-party claim, (x) such 
assumption will conclusively establish for purposes of this Agreement that the 
claims made in that third-party claim are within the scope of and subject to 
indemnification, and (y) no compromise or settlement of such third-party claims 
may be effected by the Indemnifying Person without the Indemnified Person's 
consent unless (A) there is no finding or admission of any violation of Legal 
Requirement or any violation of the rights of any Person by any Indemnified 
Person; and (B) the sole relief provided is monetary damages that are paid in 
full by the Indemnifying Person, and the Indemnified Person will have no 
liability with respect to any compromise or settlement of such third-party 
claims effected without its consent. If notice is given to an Indemnifying 
Person of the assertion of any third-party claim and the Indemnifying Person 
does not, 
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within ten (10) days after the Indemnified Person's notice is given, give notice 
to the Indemnified Person of its election to assume the defense of such 
third-party claim, the Indemnifying Person will be bound by any determination 
made in such third-party claim or any compromise or settlement effected by the 
Indemnified Person. 
 
          (c) Notwithstanding the foregoing, if an Indemnified Person determines 
in good faith that there is a reasonable probability that a third-party claim 
may adversely affect such Indemnified Person other than as a result of monetary 
damages for which it would be entitled to indemnification under this Agreement, 
the Indemnified Person may, by notice to the Indemnifying Person, assume the 
exclusive right to defend, compromise or settle such third-party claim, but the 
Indemnifying Person will not be bound by any determination of any third-party 
claim so defended for the purposes of this Agreement or any compromise or 
settlement effected without its consent (which may not be unreasonably 
withheld). 
 
          (d) With respect to any third-party claim subject to indemnification 
under this Article VIII: (i) both the Indemnified Person and the Indemnifying 
Person, as the case may be, shall keep the other Person fully informed of the 
status of such third-party claim and any related Proceedings at all stages 
thereof where such Person is not represented by its own counsel, and (ii) the 
Indemnified Persons and Indemnifying Persons shall render to each other such 
assistance as they may reasonably require of each other and cooperate in good 
faith with each other in order to ensure the proper and adequate defense of any 
third-party claim. 
 
          (e) With respect to any third-party claim subject to indemnification 
under this Article VIII, the Parties shall cooperate in such a manner as to 
preserve in full (to the extent possible) the confidentiality of all 
confidential information and the attorney-client and work-product privileges. In 
connection therewith, each party agrees that: (i) it will use its reasonable 
best efforts, in respect of any third-party claim in which it has assumed or has 
participated in the defense, to avoid production of confidential information 
(consistent with applicable law and rules of procedure), and (ii) all 
communications between any Parties hereto and counsel responsible for or 
participating in the defense of any third-party claim will, to the extent 
possible, be made so as to preserve any applicable attorney-client or 
work-product privilege. 
 
     Section 8.8. Procedure For Indemnification - Other Claims. A claim for 
indemnification for any matter not involving a third-party claim may be asserted 
by notice to the party from whom indemnification is sought and will be paid 
promptly after such notice. 
 
     Section 8.9. Materiality Qualifications. For purposes of calculating the 
amount of Damages to which the Buyer Indemnified Persons and Seller Indemnified 
Persons are entitled under this Article VIII (but not for purposes of 
determining whether a representation or warranty has been breached), the terms 
"material," "materiality," and "Material Adverse Effect" will be disregarded. 
 
     Section 8.10. Other Actions. Notwithstanding anything to the contrary in 
this Article VIII, any liabilities arising from criminal activity, willful 
misstatements, willful omission, willful breaches, willful nonfulfillments and 
willful violations or for fraud shall survive the periods set forth in Section 
8.6 and shall not be subject to the limitations on liability set forth in 
Sections 8.4 and 8.5. 
 
     Section 8.11. Exclusive Remedy. Each of the Parties agrees that its sole 
recourse for any breach or default hereunder, or for any other matter as to 
which indemnification is provided to it in this Article VIII, shall be limited 
to (a) the indemnification provisions set forth herein, (b) any equitable relief 
to which it is entitled, and (c) any action based on the fraud or willful 
misconduct of any Party. 
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                                   ARTICLE IX 
                               GENERAL PROVISIONS 
 
     Section 9.1. Expenses. Buyer shall bear its costs and expenses incurred in 
connection with the preparation, execution, and performance of this Agreement 
and the transactions contemplated hereby, including all fees and expenses of 
Buyer's agents and representatives and all transfer, documentary, sales, use or 
other similar Taxes arising in connection with the transactions contemplated 
hereby. The Company shall bear the costs and expenses of Seller Parties incurred 
in connection with the preparation, execution, and performance of this Agreement 
and the transactions contemplated hereby, including all fees and expenses of 
Seller Parties' agents and representatives; provided, however, that in no event 
shall such costs, fees and expenses exceed the amount set forth on Schedule 
2.27(b). 
 
     Section 9.2. Assignment; No Third Party Beneficiaries. No party may assign 
any of its rights or delegate any of its obligations under this Agreement 
without the prior written consent of the other Parties, except that Buyer may 
assign any of its rights and delegate any of its obligations under this 
Agreement to any Affiliate of Buyer, provided that no such assignment or 
delegation will relieve Buyer from any of its obligations hereunder. Subject to 
the preceding sentence, this Agreement will apply to, be binding in all respects 
upon, and inure to the benefit of the successors and permitted assigns of the 
Parties. Nothing in this Agreement will be construed to give any Person other 
than the Parties to this Agreement any legal or equitable right under or with 
respect to this Agreement or any provision of this Agreement, except such rights 
as will inure to a successor or permitted assignee pursuant to this Section 9.2. 
 
     Section 9.3. Notices. All notices, consents, waivers, and other 
communications under this Agreement must be in writing and must be delivered (a) 
personally, (b) by national overnight courier with confirmation of next-day 
delivery or (c) by facsimile and will be deemed given (i) when so delivered 
personally, (b) if sent by national overnight courier, two (2) days after the 
date of mailing, to the addresses set forth below or (c) if sent by facsimile, 
upon confirmation of transmission by the transmitting equipment (or to such 
other addresses and facsimile numbers as a Party may designate by notice to the 
other Parties): 
 
                  If to Seller or the Company (prior to the Closing Date): 
 
                           Mel B. Thompson 
                           508 Autumn Springs Court, Suite 1D 
                           Franklin, Tennessee 37067 
                           Facsimile: 615-224-1575 
 
                  with a copy to: 
 
                           Waller Lansden Dortch & Davis, PLLC 
                           511 Union Street, Suite 2700 
                           Nashville, Tennessee 37219 
                           Attn:  George W. Bishop III 
                           Facsimile: 615-244-6804 
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                  If to Buyer or the Company (following the Closing Date): 
 
                           HealthStream, Inc.. 
                           209 10th Avenue South, Suite 450 
                           Nashville, Tennessee 37204 
                           Attn:  Legal Department 
                           Facsimile:  615-301-3200 
 
                  with a copy to: 
 
                           Bass, Berry & Sims PLC 
                           315 Deaderick Street, Suite 2700 
                           Nashville, Tennessee 37238-3001 
                           Attn:  J. Page Davidson 
                           Facsimile:  615-742-2753 
 
     Section 9.4. Entire Agreement; Modification. This Agreement (together with 
the Annexes, Schedules and Exhibits attached to this Agreement and the other 
documents delivered pursuant to this Agreement) and the Non-Disclosure Agreement 
constitute the entire agreement among the Parties and supersede all prior 
agreements, whether written or oral, between the Parties with respect to the 
subject matter hereof and thereof. This Agreement may not be amended except by a 
written agreement signed by each of the Parties to this Agreement. 
 
     Section 9.5. Waiver; Remedies Cumulative. Neither the failure nor any delay 
by any Party in exercising any right under this Agreement or the documents 
referred to in this Agreement will operate as a waiver of such right, and no 
single or partial exercise of any such right will preclude any other or further 
exercise of such right or the exercise of any other right. To the maximum extent 
permitted by applicable law, (a) no claim or right arising out of this Agreement 
or the documents referred to in this Agreement can be discharged by one Party, 
in whole or in part, by a waiver or renunciation of the claim or right unless in 
writing signed by the other Parties; (b) no waiver that may be given by a Party 
will be applicable except in the specific instance for which it is given; and 
(c) no notice to or demand on one Party will be deemed to be a waiver of any 
obligation of such Party or of the right of the Party giving such notice or 
demand to take further action without notice or demand as provided in this 
Agreement or the documents referred to in this Agreement. The rights and 
remedies of the Parties to this Agreement are cumulative and not alternative. 
 
     Section 9.6. Severability. If any provision of this Agreement is held 
invalid or unenforceable by any court of competent jurisdiction, the other 
provisions of this Agreement will remain in full force and effect, and the 
Agreement shall be deemed modified to the least extent necessary and not in a 
manner that would deprive any Party of the benefit of its bargain. 
 
     Section 9.7. Headings; Construction. The headings of Articles and Sections 
in this Agreement are provided for convenience only and will not affect its 
construction or interpretation. All Annexes, Exhibits and Schedules to this 
Agreement are incorporated into and constitute an integral part of this 
Agreement as if fully set forth herein. All words used in this Agreement will be 
construed to be of such gender or number as the context requires. All references 
to documents, instruments or agreements will be deemed to refer as well to all 
addenda, exhibits, schedules or amendments thereto. The language used in the 
Agreement will be construed, in all cases, according to its fair meaning, and 
not for or against any Party hereto. The Parties acknowledge that each Party has 
reviewed this Agreement and that rules of construction to the effect that any 
ambiguities are to be resolved against the drafting Party will not be available 
in the interpretation of this Agreement. 
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     Section 9.8. Jurisdiction. The Parties agree that the state and federal 
courts located in Davidson County, Tennessee, will be the sole venue and will 
have sole jurisdiction for the resolution of all disputes arising hereunder. 
Process in any action or proceeding referred to in the preceding sentence may be 
served on any Party anywhere in the world. 
 
     Section 9.9. Governing Law. This Agreement will be governed by and 
construed under the laws of the State of Tennessee without regard to any 
conflicts of laws principles that would require the application of any other 
law. 
 
     Section 9.10. Execution of Agreement; Counterparts. This Agreement may be 
executed in one or more counterparts, each of which will be deemed to be an 
original copy of this Agreement and all of which, when taken together, will be 
deemed to constitute one and the same agreement. The exchange of copies of this 
Agreement and of signature pages by facsimile, or by .pdf or similar imaging 
transmission, will constitute effective execution and delivery of this Agreement 
as to the parties and may be used in lieu of the original Agreement for all 
purposes. Signatures of the parties transmitted by facsimile, or by .pdf or 
similar imaging transmission, will be deemed to be their original signatures for 
any purpose whatsoever. 
 
     Section 9.11. Further Assurances. The parties shall cooperate reasonably 
with each other and with their respective representatives and agents in 
connection with any steps required to be taken as part of their respective 
obligations under this Agreement, and the parties agree (a) to furnish upon 
request to the other parties such further information, (b) to execute and 
deliver to each other such other documents, and (c) to do such other acts and 
things, all as the other parties may reasonably request, for the purpose of 
carrying out the intent of this Agreement and the transactions contemplated 
hereby. 
 
                  [REMAINDER OF PAGE INTENTIONALLY LEFT BLANK] 
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     IN WITNESS WHEREOF, the parties have executed this Agreement as of the date 
first written above. 
 
                       BUYER: 
                       HEALTHSTREAM, INC. 
 
                       By:               /s/ Robert A. Frist, Jr. 
                                -------------------------------------------- 
                       Name:    Robert A. Frist, Jr. 
                       Its:     Chief Executive Officer 
 
 
                       SELLER: 
 
 
                                /s/ Mel B. Thompson 
                       -------------------------------------------- 
                       Mel B. Thompson 
 
 
                       COMPANY: 
                       DATA MANAGEMENT & RESEARCH, INC. 
 
                       By:               /s/ Mel B. Thompson 
                                -------------------------------------------- 
                       Name:    Mel B. Thompson 
                       Its:     President/CEO 
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                                     ANNEX A 
 
                                  DEFINED TERMS 
 
     Capitalized terms used in this Agreement have the meanings set forth below: 
 
     "2004 Balance Sheet" has the meaning set forth in Section 2.4. 
 
 
     "2004 Balance Sheet Date" has the meaning set forth in Section 2.6. 
 
 
     "Accredited Investor" has the meaning set forth in Regulation D promulgated 
under the Securities Act. 
 
     "Affiliate" means, with respect to any Person, any other Person 
controlling, controlled by, or under common control with such first Person. 
 
     "Agreement" has the meaning set forth in the first paragraph of this 
Agreement. 
 
     "Applicable Contracts" has the meaning set forth in Section 2.15(a). 
 
     "Average Price" means the average closing price of HealthStream Stock on 
The Nasdaq Stock Market's National Market System for the 30 trading days 
immediately prior to the second trading day prior to the Closing Date. 
 
     "Basket" has the meaning set forth in Section 8.4(a). 
 
     "Business Day" means any day other than Saturday or Sunday or any other day 
on which banks in the State of New York are permitted or required to be closed. 
 
     "Business Knowledge" has the meaning set forth in Section 2.16(a)(vii). 
 
     "Buyer" has the meaning set forth in the first paragraph of this Agreement. 
 
     "Buyer Closing Documents" has the meaning set forth in Section 3.2(a). 
 
     "Buyer Group" has the meaning set forth in Section 4.1. 
 
     "Cash Escrow" has the meaning set forth in Section 1.2. 
 
     "Cash Escrow Agreement" has the meaning set forth in Section 1.4(a)(vi). 
 
     "Cash Consideration" has the meaning set forth in Section 1.2. 
 
     "Change in Control Payments" means any payments made or to be made by the 
Company to the Company Key Employees or any other Person pursuant to that 
certain Data Management & Research, Inc. Change in Control Plan dated as of 
August 1, 2000 or otherwise as a result of the consummation of the transactions 
contemplated by this Agreement, including any Taxes paid or payable by the 
Company as a result of such payments. 
 
     "Closing" has the meaning set forth in Section 1.3. 
 
 



 
 
     "Closing Balance Sheet" has the meaning set forth in Section 1.6(b). 
 
     "Closing Date" has the meaning set forth in Section 1.3. 
 
     "Closing Stock" has the meaning set forth in Section 1.2. 
 
     "Closing Adjustment Amount" has the meaning set forth in Section 1.6(a). 
 
     "Code" means the Internal Revenue Code of 1986, as amended. 
 
     "Company" has the meaning set forth in the first paragraph of this 
Agreement. 
 
     "Company Management Employees" means Alan Houck, Tanya Thompson, Kevin 
Kelley, Robin Rose, Gary Tomcik, Nicholas Dowd and Martha Thompson. 
 
     "Company Key Employees" means Alan Houck, Tanya Thompson, Kevin Kelley, 
Robin Rose, Martha Thompson and any other employee of the Company who has rights 
under an agreement or plan upon a change in control of the Company. 
 
     "Compliance Date" has the meaning set forth in Section 2.8(c). 
 
     "Consulting Agreement" has the meaning set forth in Section 1.4(a)(iii). 
 
     "Company Related Persons" has the meaning set forth in Section 2.23. 
 
     "Copyrights" has the meaning set forth in Section 2.16(a)(iii). 
 
     "Damages" has the meaning set forth in Section 8.2. 
 
     "Delivery Date" has the meaning set forth in Section 1.6(b) 
 
 
     "Employee Benefit Plans" has the meaning set forth in Section 2.9(a). 
 
     "Employee Benefit Plan Payments" means any payments made or to be made by 
the Company to any Person in connection with or as a result of the termination 
of the Employee Benefit Plans (including payments made under the safe harbor 
provisions thereof) pursuant to Section 4.9, including any Taxes paid or payable 
by the Company as a result of such payments. 
 
     "Employment Agreements" has the meaning set forth in Section 1.4(a)(iv). 
 
     "Environmental Laws" means all domestic or foreign federal, state, local 
and municipal Legal Requirements concerning pollution or the protection of the 
environment. 
 
     "Equity Financing" means a financing by Buyer through the issuance of 
shares of HealthStream Stock and specifically excludes the issuance of shares of 
HealthStream Stock (a) pursuant to awards (including but not limited to options 
and restricted stock) granted to employees, officers or directors of, or 
consultants to, Buyer or any Affiliate of Buyer pursuant to Buyer's stock 
incentive plans or stock option plans, (b) pursuant to or upon conversion, 
exercise or exchange of any convertible securities, options, warrants or other 
stock purchase rights issued or granted prior to the date of this Agreement, (c) 
pursuant to a merger, consolidation, acquisition or similar business 
combination, (d) in connection with any stock split, stock dividend, 
recapitalization or the like, (e) pursuant to any borrowing, direct or indirect, 
or any 
 
 



 
 
lease arrangement, from financial institutions or other persons by Buyer, 
including any type of loan or payment evidenced by any type of debt instrument, 
or (f) in connection with strategic transactions that are not for the purpose of 
raising equity financing for Buyer and involve Buyer and other entities having a 
business relationship with Buyer, including joint ventures and marketing and 
distribution arrangements. 
 
     "Equity Financing Price" means the price per share of HealthStream Stock 
sold in an Equity Financing. 
 
     "ERISA" means the Employee Retirement Income Security Act of 1974, as 
amended. 
 
     "ERISA Affiliate" means any entity that is considered a single employer 
with the Company under Section 414 of the Code. 
 
     "Escrow Agent" means SunTrust Bank, or any successor named pursuant to the 
Cash Escrow Agreement or Stock Escrow Agreement. 
 
     "Escrow Consideration" means the Cash Escrow and the Escrow Stock. 
 
 
     "Escrow Stock" has the meaning set forth in Section 1.2. 
 
     "Estimated Closing Adjustment Amount" has the meaning set forth in Section 
1.5(a). 
 
     "Estimated Closing Balance Sheet" has the meaning set forth in Section 
1.5(b). 
 
     "Exchange Act" means the Securities Exchange Act of 1934, as amended. 
 
     "Filings" has the meaning set forth in Section 3.7. 
 
     "Financial Statements" has the meaning set forth in Section 2.4. 
 
     "Forms" has the meaning set forth in Section 4.10(b). 
 
     "GAAP" means generally accepted accounting principles for financial 
reporting in the United States. 
 
     "Governmental Authority" means any domestic or foreign federal, state, 
local or municipal court, legislature, executive or regulatory authority, agency 
or commission, or other governmental entity, authority or instrumentality. 
 
     "Governmental Authorization" means any consent, license, or permit issued, 
granted, given, or otherwise made available by or under the authority of any 
Governmental Authority or pursuant to any Legal Requirement. 
 
     "Hazardous Materials" means any (a) pollutant, contaminant, waste, 
petroleum, petroleum products, asbestos or asbestos-containing material, 
radioactive materials, polychlorinated biphenyls, mold, urea formaldehyde and 
radon gas, and (b) any other chemicals, materials or substances defined or 
regulated as "hazardous waste," "hazardous material," "hazardous substance," 
"extremely hazardous waste," "restricted hazardous waste," "biohazardous waste," 
"biomedical waste," "medical waste," "sharps," "contaminant," "pollutant," 
"toxic waste", "toxic substance" or words of similar import, under any 
Environmental Law. 
 



 
 
     "HealthStream Stock" means Buyer's common stock, no par value per share. 
 
     "Indemnified Person" has the meaning set forth in Section 8.7(a). 
 
     "Indemnifying Person" has the meaning set forth in Section 8.7(a). 
 
     "Independent Accountants" has the meaning set forth in Section 1.6(d). 
 
     "Intellectual Property Assets" has the meaning set forth in Section 
2.16(a). 
 
     "Internet Rights" has the meaning set forth in Section 2.16(a)(iv). 
 
     "Knowledge of Buyer" (and any similar expression) means any matters 
actually known by, or which should be known following reasonable inquiry by, the 
executive officers or directors of Buyer. 
 
     "Knowledge of Seller Parties" (and any similar expression) means any 
matters actually known by, or which should be known following reasonable inquiry 
by, Seller or any Company Management Employee. 
 
     "Leased Real Property" has the meaning set forth in Section 2.5(b). 
 
     "Legal Requirements" means any domestic or foreign federal, state, local or 
municipal laws, ordinances, codes or regulations. 
 
     "Liability" or "Liabilities" means, with respect to any Person, any 
liability or obligation of such Person of any kind, character or description, 
whether known or unknown, absolute or contingent, accrued or unaccrued, 
liquidated or unliquidated, secured or unsecured, joint or several, due or to 
become due, vested or unvested, executory, determined, determinable or 
otherwise, and whether or not the same is required to be accrued on the 
financial statements of such Person. 
 
     "Lien" means any charge, claim, lien, option, pledge, security interest, 
mortgage, or other encumbrance. 
 
     "Management Representation Letter" has the meaning set forth in Section 
2.4(b). 
 
     "Marks" has the meaning set forth in Section 2.16(a)(i). 
 
     "Material Adverse Effect" means any event, change, occurrence, effect, fact 
or circumstance having, or that would reasonably be expected to have, a material 
adverse effect on the business, operations, prospects, assets, results of 
operations or financial condition of the Company in an amount in excess of (a) 
$10,000 individually or (b) $25,000 in the aggregate when combined with any 
breach of any representation or warranty made in Article II of this Agreement 
that contains a materiality qualification. 
 
     "Material Customer" has the meaning set forth in Section 2.22. 
 
     "Noncompetition Agreement" has the meaning set forth in Section 1.4(a)(v). 
 
     "Non-Disclosure Agreement" has the meaning set forth in Section 7.2. 
 
     "Order" means any order, injunction, judgment, decree, ruling, assessment 
or arbitration award of any Governmental Authority or arbitrator. 
 



 
 
     "Party" has the meaning set forth in the first paragraph of this Agreement. 
 
     "Patents" has the meaning set forth in Section 2.16(a)(ii). 
 
     "Permitted Liens" has the meaning set forth in Section 2.6(a). 
 
     "Person" means any individual, partnership, limited partnership, 
corporation, business trust, limited liability company, limited liability 
partnership, joint stock company, trust, unincorporated association, joint 
venture or other entity, or any Governmental Authority. 
 
     "Privacy Standards" has the meaning set forth in Section 2.26. 
 
     "Proceeding" means any action, arbitration, audit, hearing, investigation, 
litigation, or suit (whether civil, criminal, administrative, judicial or 
investigative, whether formal or informal, whether public or private) commenced, 
brought, conducted, or heard by or before, or otherwise involving, any 
Governmental Authority or arbitrator. 
 
     "Purchase Price" has the meaning set forth in Section 1.2. 
 
     "Related Person" means, with respect to any individual, (a) such 
individual's spouse, siblings, children, sibling's children, or parents, and (b) 
an entity, the beneficiaries, stockholders, partners or owners, or persons 
holding a controlling interest of which, consist of such individual and/or such 
other individuals referred to in clause (a). 
 
     "Releases" has the meaning set forth in Section 1.4(a)(ii). 
 
     "SEC" means the Securities and Exchange Commission. 
 
     "Securities Act" means the Securities Act of 1933, as amended. 
 
     "Security Standards" has the meaning set forth in Section 2.26. 
 
     "Section 338(h)(10) Elections" has the meaning set forth in Section 
4.10(a). 
 
     "Seller" has the meaning set forth in the first paragraph of this 
Agreement. 
 
     "Seller Closing Documents" has the meaning set forth in Section 2.2(a). 
 
     "Seller Indemnified Persons" has the meaning set forth in Section 8.3. 
 
     "Seller Indemnifying Persons" has the meaning set forth in Section 8.2. 
 
     "Seller Parties" means Seller and the Company. 
 
 
     "Seller Personal Property" has the meaning set forth in Section 2.6(a). 
 
     "Shares" has the meaning set forth in the Recitals of this Agreement. 
 
     "Software" has the meaning set forth in Section 2.16(a)(v). 
 



 
 
     "Stock Escrow Agreement" has the meaning set forth in Section 1.4(a)(vii). 
 
     "Taxes" means any income, payroll, employment, excise, property, franchise, 
withholding, social security, unemployment, disability, sales, use, transfer or 
other tax, fee, assessment, charge or duty of any kind, and any interest, 
penalties, additions or additional amounts thereon, imposed, assessed or 
collected by or under the authority of, any Governmental Authority. 
 
     "Tax Returns" means any returns, information returns, reports, statements, 
schedules, notices, forms or other documents or information (including any 
amendment thereof) filed with or submitted to, or required to be filed with or 
submitted to, any Governmental Authority in connection with the determination, 
assessment, collection, or payment of any Tax or in connection with the 
administration, implementation, or enforcement of or compliance with any Legal 
Requirement relating to any Tax. 
 
     "Trade Secrets" has the meaning set forth in Section 2.16(a)(vi). 
 
     "Transaction Expense" means all costs, fees and expenses incurred by the 
Company, other than the Change in Control Payments, that are or will become 
payable upon the Closing or otherwise in connection with the transactions 
contemplated by this Agreement and the Seller Closing Documents or that were 
incurred in anticipation of or in the course of the transactions contemplated by 
this Agreement and the Seller Closing Documents, including without limitation 
(1) the fees and expenses of Waller Lansden Dortch & Davis, PLLC (which are in 
the amount set forth in Schedule 2.27(b)), and (2) the fees and expenses of 
Byrd, Proctor & Mills, P.C. (which are in the amount set forth in Schedule 
2.27(b)). 
 
     "Working Capital" means the current assets of the Company minus the current 
liabilities of the Company (including all accruals for unpaid Taxes and all 
accruals relating to Employee Benefit Plans), as determined in accordance with 
GAAP, after taking into account the payment or accrual of the Change in Control 
Payments, Transaction Expenses and Employee Benefit Plan Payments. For 
illustration purposes, the Working Capital of the Company as of December 31, 
2004, without taking into account the payment of the Change in Control Payments, 
Transaction Expenses, and Employee Benefit Plan Payments, is set forth on Annex 
B. 
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PRESS RELEASE 
 
                                             CONTACT: 
                                             Arthur Newman 
    For Immediate Release:                   Chief Financial Officer 
                                             (615) 301-3178 
                                             ir@healthstream.com 
 
                                             MEDIA: 
                                             Mollie Elizabeth Condra 
                                             Communications & Investor Relations 
                                             HealthStream 
                                             (615) 301-3237 
                                             mollie.condra@healthstream.com 
 
 
HEALTHSTREAM ACQUIRES DATA MANAGEMENT & RESEARCH, INC.; REVISES GUIDANCE 
 
NASHVILLE, TENN. -(BUSINESSWIRE)--MARCH 29, 2005--HealthStream, Inc. (NASDAQ: 
HSTM) announced today that it has acquired Data Management & Research, Inc. 
(DMR). DMR is a Nashville area company, exclusively focused on offering 
healthcare organizations a wide range of quality and satisfaction surveys, data 
analyses of survey results, and other research-based measurement tools. 
 
"The executive leadership at each of our 29 health system customers relies on 
our analyses to help direct their decisions and investments with regard to human 
capital development," said Mel Thompson, DMR founder and CEO. DMR's series of 
Quality Check(R) surveys covers a wide range of organizational development 
issues, including questions about learning opportunities, communication, and the 
clarity of organizational goals. 
 
"DMR has earned a solid reputation among the nation's healthcare organizations 
for delivering decision-critical data analyses and results to hospital and 
health system executives," stated HealthStream founder and CEO, Robert A. Frist, 
Jr. "Many of the nation's leading hospitals and health systems are represented 
in DMR's customer list, including Ascension Health, BayCare Health System, 
Community Health Systems, LifePoint Hospitals, Triad Hospitals, and HCA." 
 
"DMR equips healthcare organizations with data-driven roadmaps for 
organizational and workforce development," said Mr. Frist. "Using these maps, 
HealthStream's educational programs can lead healthcare organizations on the 
path of organizational development. HealthStream's learning solutions are 
designed to support healthcare organizations in becoming safer, more effective 
organizations by training and developing their staff." 
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"With DMR, HealthStream is positioned to become a more valuable strategic 
partner in helping healthcare organizations recruit, retain, and develop their 
workforce," said Mr. Frist. 
 
TERMS OF THE TRANSACTION 
HealthStream has purchased all of the shares of DMR for approximately $10.6 
million, consisting of approximately $9.1 million of cash consideration and 
479,234 shares of HealthStream common stock. A portion of the consideration is 
subject to escrow. 
 
For the year ended December 31, 2004, DMR's revenue was $5.2 million. For the 
period of April 1, 2005 through December 31, 2005, DMR's revenue and net income 
are expected to be in the range of $4.0 to $4.25 million and $750,000 to 
$900,000, respectively. The 2005 earnings projections incorporate additional 
expense in sales, marketing, and product development as well as added capital 
expenditures, which collectively are intended to enable us to develop new 
products, enhance their technology, and introduce their product offering to 
HealthStream's customers. 
 
UPDATED 2005 GUIDANCE 
Our previously communicated revenue guidance for 2005 was $23-24 million, an 
increase of 15-20% over the 2004 results. With the inclusion of DMR, our 
guidance for 2005 is now $27-28 million or 35-40% growth over 2004 results. Our 
previous earnings guidance for 2005 indicated break-even in the first quarter, 
which we reiterate. For the second quarter, we now expect to have a modest net 
loss primarily due to the cost associated with our annual eLearning Summit. 
During the third quarter of 2005, we will adopt a new accounting rule which will 
require us to expense the fair value of stock options. We have not yet completed 
our analysis of the impact on our operational results for 2005, and, 
accordingly, our guidance does not reflect the impact of the expensing of stock 
options. Excluding the impact of this charge, net income for the second half of 
2005 is now projected to improve over previous guidance as a result of the 
accretive impact of the DMR operations. 
 
Our post-closing cash, investments and related interest receivable is 
approximately $7.7 million. We expect that our capital expenditures for the full 
year 2005 will increase to $3.5 million, which is up $500,000 from previous 
guidance due to planned investments in the DMR operations. 
 
ABOUT HEALTHSTREAM 
HealthStream (NASDAQ: HSTM) is a leading provider of learning solutions for the 
healthcare industry. Over 1.1 million contracted healthcare professionals have 
selected the Internet-based HealthStream Learning Center(TM), HealthStream's 
learning platform. The Company's learning products and services are used by 
healthcare organizations to meet the full range of their training needs, while, 
concurrently, supporting business 
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objectives. Once subscribed to the HealthStream Learning Center(TM), customers 
benefit from increased compliance, reduced risks, and improved learning 
effectiveness. In addition, HealthStream has pioneered a new collaboration with 
some of the top medical device and pharmaceutical companies to assist in their 
product launches and education initiatives within the Company's nationwide 
network of hospital customers. (www.healthstream.com) 
 
This press release includes certain forward-looking statements (statements other 
than solely with respect to historical fact) that involve risks and 
uncertainties regarding HealthStream. These statements are based upon 
management's beliefs, as well as assumptions made by and data currently 
available to management. This information has been, or in the future may be, 
included in reliance on the "safe harbor" provisions of the Private Securities 
Litigation Reform Act of 1995. These forward-looking statements are subject to 
the ability of the Company to integrate the operations of DMR successfully and 
the other risks and uncertainties set forth in the Company's Annual Report on 
Form 10-K and other filings with the SEC. Investors are cautioned that such 
results or events predicted in these statements may differ materially from 
actual future events or results. Such forward-looking information should not be 
regarded as a representation or warranty by the Company that such projections 
will be realized. Many of the factors that will determine the Company's future 
results are beyond the ability of the Company to control or predict. Readers 
should not place undue reliance on forward-looking statements, which reflect 
management's views only as of the date hereof. The Company undertakes no 
obligation to update or revise any such forward-looking statements. 
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