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Prospectus

5,360,000 shares

L& CPOCRATES

Epocrates, Inc.

Common stock

This is an initial public offering of common stobl¢ Epocrates, Inc. We are selling 3,574,285 shafreemmon stock. The selling stockholders
identified in this prospectus are selling an addiil 1,785,715 shares of common stock. We willreokive any proceeds from the sale of
shares of common stock by the selling stockholders.

We have been approved to list our common stockl@nNASDAQ Global Market under the symbol "EPOC."

Per share Total
16.0C $ 85,760,00

Initial public offering price

Underwriting discounts and commissic 1.1z $ 6,003,20

14.8¢ $ 53,185,36

$
$
Proceeds to us, before expen $
$

Proceeds to the selling stockholders, before exgs 14.8¢ $ 26,571,43

We have granted the underwriters an option forreogdesf 30 days to purchase from us up to 804,@ltenal shares of common stock at the
initial public offering price, less the underwrigimiscounts and commissions.

Investing in our common stock involves a high degeeof risk. See "Risk factors" beginning on page 12.

Neither the Securities and Exchange Commission n@ny state securities commission has approved or digproved of these securities ¢
passed on the adequacy or accuracy of this prospest Any representation to the contrary is a crimin&offense.

The underwriters expect to deliver the shares of gomon stock on or about February 7, 2011.

J.P.Morgan Piper Jaffray




William Blair & Company JMP Securities

February 1, 2011
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We have not authorized anyone to provide any inédion other than contained or incorporated by esfee in this prospectus or in any free
writing prospectus prepared by or on behalf of umavhich we have referred you. We take no resibditg for, and can provide no assuran

as to the reliability of, any other information tleghers may give you. We are not making an offéhese securities in any jurisdiction where
the offer is not permitted. You should not assuha the information contained in this prospectuscisurate as of any date other than the date
on the front of this prospectus.

No action is being taken in any jurisdiction ouésttie United States to permit a public offeringpof common stock or possessior

distribution of this prospectus in that jurisdictid®ersons who come into possession of this praspétjurisdictions outside the United States
are required to inform themselves about and torgkseny restrictions as to this offering and th&trddution of this prospectus applicable to
jurisdiction.

Until February 26, 2011 (25 days after the datthisf prospectus), all dealers that buy, sell adgraur common stock, whether or not
participating in this offering, may be requireddeliver a prospectus. This is in addition to thaldes' obligation to deliver a prospectus when
acting as underwriters and with respect to thesolohallotments or subscriptions.
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Prospectus summary
Our business

Epocrates is a leading provider of mobile drugnesiee tools to healthcare professionals and inigeaservices to the healthcare industry.
Most commonly used on mobile devices at the pdimtoe, our products help healthcare professiomalse more informed prescribing
decisions, enhance patient safety and improveipegptoductivity. Our user network consists of ogae million healthcare professionals,
including over 300,000, or over 45% of, U.S. phigsis. We offer our products on all major U.S. melplatforms including Apple® (iPhone®
iPod touch® and iPad®), Android™, BlackBerry®, P&lrand Windows® Mobile devices. To date, we havekedrwith all of the top 20
global pharmaceutical companies by sales and d@irlividual pharmaceutical brands to engage Withlthcare professionals through our
interactive services.

Our proprietary drug content is the most frequentigd mobile reference product and provides hemithgrofessionals with convenient access
to information they need at the point of care. Hezlre professionals are able to access informatioh as dosing, drug/drug interactions,
pricing and insurance coverage for thousands afdyrgeneric and over-the-counter drugs. Physidiauss Epocrates for accurate content and
innovative offerings and use our products more #manother mobile drug reference tool. Our stroramt has enabled us to build a large and
active network of users, which enhances our ahititpnarket our interactive services.

Through our interactive services, we provide thaltheare industry, primarily pharmaceutical companaccess to our user network to deliver
targeted information and conduct market researehdast-effective manner. Our services include Ded® clinical messages that deliver
product news and alerts to healthcare professio@alsVirtual Representative Services, includinggldetailing, sampling, patient literature
delivery and the ability to contact drug manufaetar are designed to supplement and replicatecthéti@s of pharmaceutical sales
representatives.

We generate revenue by providing healthcare cormepanith interactive services to communicate withrmetwork of users and through the
sale of subscriptions to our premium drug and céihieference tools to healthcare professional2009, we recognized total net revenue of
$93.7 million, compared to $83.3 million for 200&tal net revenues were $73.7 million for the mmenths ended September 30, 2010
compared to $66.2 million for the nine months en8egdtember 30, 2009. Our income before taxes &y#ar ended December 31, 2009 was
$14.4 million, compared to a $13.9 million for thear ended December 31, 2008. Our income befoes ax the nine months ended
September 30, 2010 was $3.3 million compared ta §8llion for the nine months ended September 8092

Market opportunity
Physicians

Physicians are seeking ways to address growingraskmgitive complexities, increasing reimbursemeatpures and a constantly changing
regulatory environment. As a result, physiciansiaceeasingly adopting technology solutions thatt#a them to respond to these challenges
and improve practice efficiencies and patient cBrgsicians are also overburdened with informagiod challenged with keeping current on
medical developments and news. Therefore, physigiaed access to relevant and reliable clinicakimétion at the point of care to help
reduce medical errors and make informed prescribeajsions. We believe these trends and the quaElityr products and services will
continue to strengthen our user network.




Table of Contents
Pharmaceutical companie

Pharmaceutical companies are seeking to improvguhbty and frequency of their interactions withypicians and other healthcare
professionals. Pharmaceutical companies are fauatent expirations and fewer new drug approvalschviesult in reduced revenues and
profit. Additionally, pharmaceutical sales reprasdimes have restricted access to, and limited tirtle, busy physicians. As a result, many
pharmaceutical companies are changing the traditisales model and reducing the size of their Jategs.

In 2008, pharmaceutical companies spent over $difti@n on professional promotional activities inding detailing, journal advertisements
and ePromotion, according to SDI's 2009 Promotiénalits. An increasing proportion of this annuabphaceutical promotional spend may
redirected from traditional promotion, such as saépresentatives and print medium, to electron@noels. We believe the effectiveness of
interactive services and size of our network wilhkle us to capture a greater portion of this spend

Electronic health records

The Health Information Technology for Economic &lthical Health Act, or HITECH Act, passed as pafrthe American Recovery and
Reinvestment Act of 2009, was intended to fundiacdntivize the adoption of Electronic Health Retsyror EHR, by physicians. By 2016,
$19.2 billion of government subsidies for EHR immplntation are expected to be distributed.

EHR systems have had limited adoption by physicthresto the required information technology reseunvestment, usability concerns and
potential workflow disruption. While EHR adoptiosincreasing, as of 2009, solo and small grouptipechad the lowest rate of adoption.
Solo and small group practices are seeking a dtesttive, easy to implement and remotely-hostedipob.

Our solutions
Physicians

Physicians and other healthcare professionals offien to Epocrates numerous times throughout dlyefar quick access to drug and clinical
information. We provide healthcare professional$wsiccess to current drug information, specificaliljted and formatted for use at the point
of care. Our in-house team of pharmacists and plays proactively collect, analyze and distribievant drug information that physicians
utilize to make more informed clinical decisionaur@rug reference tool is available on all majogLUmobile platforms in order to provide
physicians with flexibility in their choice of mdbidevice.

Physicians report that the use of our proprietaing deference tool reduces the likelihood of adeehag events, improves patient safety and
saves time. More than 50% of physician users redavoiding one or more medical errors every wae&ording to a survey conducted by
Epocrates of over 2,800 physician users in 201@.itRahally, over 40% of respondents reported savirage than 20 minutes per day.

Pharmaceutical companie

We provide access to physicians segmented by metieaialty and other characteristics, allowingrfwre targeted communications. Our
established trust with physicians and knowledg#neir information preferences increase their régepess to communications from
pharmaceutical companies delivered through ouricesyOur interactive services enable pharmacduizapanies to increase
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the effectiveness of interactions with physicidfa. example, we believe communication to physicthnsugh our DocAlert messaging serv
creates significant return on investment for pham@aéical companies in the form of increased prpsion volume and accurate message recall.
Our demonstrated return on investment generatematemd expanded business from our pharmaceulieatsc

Electronic health records

We are developing an affordable, easy-to-use EHRumt that will serve the needs of solo and snralig practices and will allow users to
qualify for subsidies under the HITECH Act. We ek our experience developing information technplogls used by physicians at the pu
of care provides us the insight and experiencestiver a product that physicians will find easyié¢arn and use.

Our strengths
We believe that we have the following key competitstrengths:
Recognized and trusted brand with healthcare prafesals

Our brand is recognized and endorsed among hesdthcafessionals as a trusted and accurate sofidregand clinical information.
Epocrates is the preferred mobile provider to fet& communication between physicians and pharoteed companies, according to SDI's
Mobile and Social Media Study conducted in 2009. Wgkeve our trusted brand has contributed sigaifity to the growth of our network and
our revenues.

Large and active networ

Our large and active user network is a valuabletdss our business. We currently have over onéianikctive healthcare professional users,
including over 45% of U.S. physicians. Epocratexpcts are widely used by general and specialtgiptans and we have extensive
geographic reach with users in all 50 states. Actiosse demographics, Epocrates has become arairppag of the daily clinical workflow of
users in our network, resulting in frequent usewfproducts and services. For these reasons, hexydéhe breadth and loyalty of our user
network are not easily replicated.

Proprietary drug reference tool

Our proprietary drug content is developed and coratily updated by a team of physicians and phassteeiho work to ensure accuracy and
relevance. This team also works to provide objecsind reliable information to our network. We betie¢he quality, relevance and ease of use
of our content drive our ability to attract andaiatusers.

Powerful business mod

Our user network is primarily composed of healtbganofessionals who access our free drug referemmint. A smaller percentage of our
users purchase one or more of our premium druglmdal reference tools. Regardless of whetheeathcare professional pays for a
subscription or uses our free version, our netvprdvides a base for generating multiple revenweasts from healthcare industry clients. By
providing our clients, primarily pharmaceutical quamies, with opportunities to engage with our neknad physicians, we monetize our
network while incurring limited incremental expessh addition, we believe our revenue generatérgises enhance the product offerings to
our users with additional free content that they relect to download.

3
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Proven technology architectur

Our mobile products are not dependent on continacasss to the Internet, and therefore are fasaaressible to our users. Our infrastructure
is designed to seamlessly control and deploy rotarsient to a large number of users in a custortéaahy, allowing for simple and efficient
downloads and updates of our clinical informatidfe believe these attributes are a significant athgenin supporting our network.

Extensive industry relationship

We have developed relationships with key participamthe healthcare industry. Our large clieneba®vides us with diversification across
healthcare industry, including pharmaceutical comigs market research companies and healthcarepaye also collaborate with other
important healthcare organizations, including maldschools and associations and government agencies

Experienced management tea

Our management team includes experienced healtlpt@emaceutical and information technology industtecutives with operational
experience, a thorough understanding of the made#@and extensive relationships with pharmacdutmapanies and other existing and
potential clients.

Our strategy

Our strategy is to strengthen our leadership poséis a provider of proprietary drug reference @her point of care tools to healthcare
professionals. Helping physicians and other heatthprofessionals improve patient care, reduce cakdirors and save time is central to the
success of our business. By expanding our interasgrvice offerings, we will provide pharmaceutmampanies additional opportunities to
more effectively engage with our user network. keégments of our strategy include:

Strengthen and maintain our networ

We believe that our focus on the needs of healehpeofessionals is the foundation of our succedssaritical to the growth of our business.
We intend to meet healthcare professionals' evglwigeds by continuing to invest significant clihjcievelopment and marketing resources in
our products. We plan to strengthen our networkditinuing to deliver innovative products for hbaakre professionals that easily integrate
into their workflow.

Further integrate our products into physicians' dffe workflow

We are an established part of the workflow of mphysicians and are working to become further irgtegt into their daily practices. We plan
to develop applications and products that furttidramce practice productivity and efficiency andwlphysicians to more conveniently access
patient medical data. A key element of our straisdp leverage our deep understanding of physiciaeeds, workflow and preferences to
create an innovative EHR solution that will furtietegrate our products into our users' daily pcast

Develop our solutions for new technology platforr

Our strategy is to make our products availableglthcare professionals on the mobile device df twice. As the leading developer of
mobile drug and clinical reference tools, we ardl pasitioned to take advantage of the new hardwaick software entering the market. Our
drug reference was the first




Table of Contents

medical application available on the iPhone platf@nd is also available on the iPad. In additioa launched the Epocrates drug reference
product on the Google Android and Palm webOS opwyatystems in February 2010.

Expand our pharmaceutical offering

Pharmaceutical companies are embracing new andatine means to reach physicians in a more effiaead cost-effective manner. The
increased adoption of information technology solusi has created a substantial opportunity for heale companies to leverage mobile
devices and the Internet to reach physicians, diefuthose in our network. We will continue to ergdabur offerings and promote our
electronic services as a highly-trusted and tacthelt@nnel to reach healthcare professionals.

Corporate information

We were incorporated in California in August 198 &ircle Communications, Inc. In September 1999 changed our name to

ePocrates, Inc., and in May 2006, we reincorporatéselaware and changed our name to EpocratesWicdave offices located at 1100 Park
Place, Suite 300, San Mateo, California 94403,%hMillstone Road, Building 400, Suite 100, Easnd&or, New Jersey 08520. Our
telephone number is (650) 22700. Our website address is www.epocrates.cominfbemation contained in, or that can be accesisexligh,
our website is not part of this prospectus. Unthescontext indicates otherwise, as used in tlaspgectus, the terms "Epocrates,” "we," "us"
and "our" refer to Epocrates, Inc. We use DocAleEpocrates®, Epocrates Honors®, Epocrates ID®¢cEgtes Lab™, Epocrates
MedTools®, Epocrates Rx®, Epocrates Rx Pro®, EgesrBx®, Epocrates QuickSurvey®, Epocrates Quicki&®, Epocrates

MedInsight®, EssentialPoints® and MedCafe® as treahis in the United States and other countriesothiér trademarks and trade names
mentioned in this prospectus are the property @f tiespective owners.
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Common stock offered by t

Common stock offered by the selling

stockholder:

Ovel-allotment optior

The offering

3,574,285 share

1,785,715 share

804,000 share

Common stock to be outstanding after

the offering

Use of proceeds

Risk factors

NASDAQ Global Market symbc

22,282,384 share

We plan to use the net proceeds of this offeringatp aggregate cumulative dividends to the holdé
our Series B preferred stock (approximately $28l6an accrued through September 30, 2010 (and
accruing at a rate of approximately $237,000 pentimg and the remainder for general corporate
purposes, including working capital, research aedbtbpment, sales and marketing and capital
expenditures. We may also use a portion of thepreeteeds to acquire or invest in complementary
businesses, products and technologies. We wilteg®ive any of the proceeds from the sale of shares
by the selling stockholder

See the section of this prospectus entitled "Raskadrs” and other information included in this
prospectus for a discussion of factors you shoatéfally consider before deciding to invest in gsar
of our common stocl

EPOC

The number of shares of our common stock to beaanding immediately after this offering is basedl®,708,099 shares outstanding as of
September 30, 2010, on an as-converted basis xahdles:

. 5,598,246 shares of common stock issuable upoexbeise of outstanding options under our 2008 tyducentive Plan as of
September 30, 2010, with a weighted average exeprise of $8.45 per share;

. 58,950 shares of common stock issuable upon thaged restricted stock units under our 2008 Egliicentive Plan as of

September 30, 2010;

. 1,309,992 shares of common stock reserved andablaifor future issuance under our 2008 Equity itige Plan as of September !
2010; and
. 16,540 shares of common stock, on an as-convesasd,lissuable upon the exercise of an outstandamgant to purchase Series B

preferred stock with an exercise price of $5.71gtwre, which will automatically convert into a wart to purchase shares of our
common stock upon the completion of this offering.
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Except as otherwise indicated, all informationhis tprospectus assumes:

. a one-for-0.786 reverse stock split of our commoels which was completed on January 28, 2011,
. the conversion of all outstanding shares of oufgpred stock into 11,089,201 shares of common stipoi the closing of this offerini
. the payment of aggregate cumulative dividends duke holders of our Series B preferred stock (@gprately $28.6 million accrue

through September 30, 2010) with a portion of teeproceeds of this offering;
. the filing of our amended and restated certificdtancorporation immediately prior to the closinfitbis offering; anc

. no exercise of the underwriters' c-allotment option
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Summary financial data

The following tables summarize our historical fineh data. The statements of operations for thesyeaded December 31, 2007, 2008 and
2009 are derived from our audited financial statetsiécluded elsewhere in this prospectus. Thermstants of operations data for the nine
months ended September 30, 2009 and 2010 and ldecbasheet data as of September 30, 2010 areeddrivm our unaudited financial
statements included elsewhere in this prospectus uhaudited financial statements have been preparéhe same basis as the annual auditec
financial statements and, in the opinion of our agement, reflect all adjustments necessary fofdingresentation of the financial informat

set forth in those statements. Our historical tesare not necessarily indicative of our operatagylts or financial condition to be expected in
the future. You should read this data together #ithfinancial statements and related notes indwdsewhere in this prospectus and the
information under the section of this prospectutitled "Management's discussion and analysis @frfaial condition and results of operatior

Statements of operations data

Nine Months Ended

Years Ended December 31, September 30,
2007 2008 2009 2009 2010
(in thousands, except per share date

Total revenues, nt $ 65,61, $ 83,34f $ 93,65. $ 66,24¢ $ 73,70
Total cost of revenues( 22,80t 24,78t 29,45; 21,94 23,33(
Gross profil 42,80¢ 58,55¢ 64,20: 44,30: 50,37:
Operating expenses:(

Sales and marketir 16,88’ 18,16 22,70« 16,30¢ 22,01

Research and developme 10,51¢ 12,43( 14,66 10,55¢ 14,51:

General and administrati 11,98 14,88¢ 11,58: 8,63( 11,24¢

Change in fair value of contingent

consideratior — — — — 88t

Total operating expens 39,38¢ 45,48" 48,95« 35,49: 48,65
Income from operation 3,417 13,07« 15,24¢ 8,812 1,71¢
Interest and other income (expense), 1,19¢ 87C (801) (60€) 1,55(C
Income before income tax 4,61z 13,94 14,44 8,20¢ 3,26¢
Benefit (provision) for income tax 21,12¢ (6,510 (6,78¢) (4,050 (2,142)
Net income 25,73¢ 7,43¢ 7,65¢ 4,15¢ 1,124
Less: accretion of Series B mandato

redeemable preferred stock dividel 3,74 3,52 3,52 2,64: 2,64:
Less: allocation of net income to

participating preferred stockholde 14,96¢ 2,29( 2,43 887 —
Net income (loss) available to comm

stockholder—basic $ 7,027 $ 1621 $ 1,70 $ 626 $ (1,519
Undistributed earnings -allocated tc

common stockholdet 1,447 21¢ 20t 76 —
Net income (loss) available to comm

stockholder—diluted $ 847/ $ 1,84 $ 190¢ $ 702 $ (1,519
Net income (loss) per common st—

basic $ 118 $ 021 $ 022 $ 0.08 $ (0.20
Net income (loss) per common sk—

diluted $ 106 $ 01¢ $ 020 $ 0.07 $ (0.20
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Nine Months Ended
Years Ended December 31, September 30,
2007 2008 2009 2009 2010
(in thousands, except per share date

Weighted average shares use

computing net loss per common

shar—basic 5,967 7,841 7,75¢ 7,81¢ 7,51
Weighted average shares use

computing net loss per common

shar—diluted 7,96¢ 9,85% 9,491 9,59¢ 7,51
Pro forma net income per sh—basic

(unaudited)(2 $ 0.37 $ 0.0¢
Pro forma net income per sh—diluted

(unaudited)(2 $ 0.3« $ 0.0f
Pro forma weighted average comir

shares outstandi—basic 20,71( 20,61¢
Pro forma weighted average comn

shares outstandi—diluted 22,45( 22,24¢
1) Includes sto-based compensation in the following amou
Cost of revenue $ 17¢ % 156 % 21z % 158 $ 21¢
Sales and marketir 1,127 67€ 1,221 952 1,32(
Research and developme 747 511 89¢ 59t 1,237
General and administratiy 1,13¢ 2,27¢ 2,201 1,62( 1,92¢
) See Note 2 to our audited financial statementarfioexplanation of the method used to calculatéfigroa basic and diluted net income per share ofrcom

stock.

Balance sheet data

As of September 30, 2010

Pro Forma
Actual As Adjusted(1)
(in thousands)
Cash, cash equivalents, and s-term investment $ 70,17¢ $ 93,79¢
Working capital 35,58¢ 59,20¢
Total asset 122,24( 144,44.
Deferred revenu 55,61¢ 55,61¢
Other lon¢-term obligations 18,26! 18,16¢
Mandatorily redeemable convertible preferred st 72,63: —
Accumulated defici (44,715 (44,715
Total stockholders' equity (defici (34,962) 59,97(
1) The pro forma as adjusted summary balance sheetdaif September 30, 2010 gives effect to thearsion of all outstanding shares of our prefertedlsinto

an aggregate of 11,089,201 shares of common sfomk the closing of this offering and the paymenagfregate cumulative dividends due to the holdeosir
Series B preferred stock (approximately $28.6 onillaccrued through September 30, 2010) and givésefueffect to the sale of 3,574,285 shares ofcoammor
stock at an initial public offering price of $16.per share after deducting underwriting discountsestimated offering expenses payable b

9




Table of Contents

Other financial data

Nine Months Ended

Years Ended December 31, September 30,
2007 2008 2009 2009 2010
(unaudited)
(in thousands)

Adjusted EBITDA(1) $ 8,22t $ 1848 $ 21,81¢ $ 13,64¢ $ 9,87¢
Net cash provided by operatil

activities 23,36¢ 16,82: 17,01¢ 11,45: 9,78¢
Capital expenditure (6,309 (2,860 (2,617 (1,823 (3,08¢)
1) Adjusted EBITDA is an unaudited number and reprisseat income (loss) before interest income, isteegpense, other income (expense), net, benefit

(provision) for income taxes, depreciation and aimation, building rent recorded as interest expesgock-based compensation and the change imitheafue
of contingent consideratio

Adjusted EBITDA is not a measure of liquidity cdlted in accordance with U.S. generally acceptedwatting principles, or GAAP, and
should be viewed as a supplement to—not a sulesfibt—our results of operations presented on tiséstif GAAP. Adjusted EBITDA does
not purport to represent cash flow provided bysed in, operating activities as defined by GAARr §tatement of cash flows presents our
cash flow activity in accordance with GAAP. Furtimere, adjusted EBITDA is not necessarily comparébmilarlytitled measures reportt
by other companies.

We believe adjusted EBITDA is used by and is usefithvestors and other users of our financiakstegnts in evaluating our operating
performance because it provides them with an aafdititool to compare business performance acraspaoies and across periods. We bel
that:

. EBITDA is widely used by investors to measure a pany's operating performance without regard to $iechs as interest expense,
taxes, depreciation and amortization, which cay gabstantially from company to company dependipgnuaccounting methods and
book value of assets, capital structure and théadeby which assets were acquired; and

. investors commonly adjust EBITDA information toreihate the effect of stock-based compensation esggeand other charges, which
can vary widely from company to company and impaimparability.

Our management uses adjusted EBITDA:

. as a measure of operating performance to assistniparing performance from period to period on@siient basis;

. as a measure for planning and forecasting ovexpkeations and for evaluating actual results aganch expectations;

. in communications with the board of directors, ktasders, analysts and investors concerning oanfiral performance; ar
. as a significant performance measurement includedii bonus plar

10
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The table below sets forth a reconciliation ofinebme (loss) to adjusted EBITDA:

Nine Months Ended

Years Ended December 31, September 30,
2007 2008 2009 2009 2010
(unaudited)
(in thousands)
Net income $ 2573¢ $ 7,43 $ 765¢ $ 4,15¢ $ 1,12/
Interest incomu (1,714 (1,180 (127 (109 (73)
Interest expens 28t 85t 85t 641 214
Building rent recorded as intere
expense (285) (855) (855) (641) (214)
Other income (expense), r 233 (545) 73 74 2
Provision (benefit) for income tax (21,12¢) 6,51( 6,78¢ 4,05( 2,14%
Depreciation and amortizatic 1,90¢ 2,64t 2,88¢ 2,15¢ 2,24C
Amortization of purchased intangib — — — — 54¢
Stoclk-based compensatic 3,187 3,62( 4,53¢ 3,32 4,704
Change in fair value of contingent
consideratior — — — — 88t
Gain on sal-leaseback of buildin — — — — (1,689
Adjusted EBITDA 8,22t 18,48 21,81¢ 13,64¢ 9,87¢

11
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Risk factors

Investing in our common stock involves a high degrferisk. This section describes circumstancesvents that could have a negative effec
our business. You should carefully consider thieviohg risk factors and all other information coimtad in this prospectus before purchasing
our common stock. If any of the following riskswcour business, financial condition or resultsoplerations could be materially and
adversely affected. In these circumstances, th&eharice of our common stock could decline andmay lose some or all of your investm
Additional risks and uncertainties not presentlpkm to us or that we currently deem immaterial ralsp impair our business and operatio

Risks related to our business

If we are unable to retain our existing users andtract new users, especially physician users, oevenue will decline and our business w
suffer.

A necessary condition to our long-term successiisability to retain our existing users and attnaeiv users, especially physician users in
specialties of interest to our healthcare cliett®ur interactive services and drug and clinieférence tools. If we are unable to do so, our
revenue could decline materially.

Most of our users use only our free drug refergaroeluct and may stop using the products at anyitteout loss. Most of the paid
subscriptions to our premium drug and clinical refeee products have a term of one year and ous hsee no obligation to renew their
subscriptions when such subscriptions expire. Undgain circumstances, our users may cancel sheiscriptions prior to expiration or simj
stop using the services before the subscriptiotirexp

Factors that may affect the retention rate of ousting users and the rate at which we attract nsers for our drug and clinical reference tools
include:

. our ability to provide current, relevant and relehealthcare content, drug and clinical referanoés, formulary hosting and oth
services that meet the needs of healthcare professi including physicians;

. our ability to provide reliable applications andetohance the functionality, availability, perfornsarand features of our existing and
future services to meet the evolving requirementsexpectations of our existing and future users;

. the availability, price, performance and functidtyabf competing products and services, includioghpeting mobile, Web-based and
traditional products and services, and electropalth records systems that incorporate drug anétalireference tools;

. deterioration of our reputation and brand for a@gson, including user concerns with our privacgticas or our relationships with t|
healthcare industry; and

. the ability of the developers of mobile operatizgtems and mobile devices with which our productscampatible to remain
competitive in the marketplace and to be adoptedriredical practice and practice workflow.

In addition, our paid products compete with freedurcts offered by competitors or those availableugh online resources and searches which
can be accessed through most mobile devices. Tdikbiity of download sites such as the Apple /gtpreSMthat offer numerous free or
low-priced
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competing products at one location has also redtiedemand for our paid subscription products.éifeect the use of such sites to expand,
reducing the number of paying users for our drug) @mical reference tools as a percentage of tars.

In addition to the loss of subscription revenue, ioability to attract or retain users, especiglhysician users, may cause an even more
significant decline in revenue from our interactdggvices. Revenue from such services is tied tlire our ability to maintain a large user
network of healthcare professionals that is ativadb our industry clients.

If we have an insufficient number of users, espeltygphysician users, with desired characteristiay some of our interactive services
those users do not update their mobile devices wiifficient frequency, we may become unable to tiyilfill the demand for some of our
interactive services from healthcare companies.

Our ability to meet the demand for delivering dimlimessages, formularies and other sponsoredriddntasers’' mobile devices is dependent
upon our having a sufficient number of users, egfligghysician users, with desired characteriststgeh as specialty and prescribing habits,
updating their mobile devices through our serveth sufficient frequency during the period for deliy of the service. In addition, we have
established business rules and structured our tdamiyito limit the number of DocAlert messages #rmemix of sponsored and non-sponsored
messages delivered during any single update bgrimsrder to promote the quality of the usergegience with the clinical messaging
service. It is possible that an insufficient numbgusers will update during a given service pefimdour interactive services, or that demand
for promotional clinical messaging sponsorship witeed the available supply for all or a subsetuwfusers. In either of these events, our
healthcare clients could become dissatisfied withservice. As a result, we may be unable to gromiteractive services revenue beyond the
bounds of our business rules and technology streicand changes to such business rules or technstogeture could cause our users'
satisfaction with and response to our interactemvises to decrease, which could make such chédng#sctive in addressing such inability to
grow these revenues.

If the response of our users, especially physiciasers, to our interactive services decreases, tilaes of these services will be reduced ¢
our revenue will decline.

In the past, we have obtained a positive respaase dur users to our interactive services, inclgdiffers to participate in market research
studies, sponsored clinical messaging and otherd@f communication. If, however, our users, patéidy physician users, become less
responsive to receiving communications or partidigain such services, or elect not to use newiseswthat we may offer, the value of these
interactive services will likely decline. This cdutause our revenue to remain flat or to decline.

If we are unable to continue to provide current,lewant and reliable drug and clinical reference ttsoand services, we will be unable
retain and attract users to our services and ouvemue may decline.

Use of our clinical information and interactive\sees is based upon our ability to make availableent, relevant and reliable drug and clin
reference tools, formulary hosting and other sewitiat meet the needs of our users. Our abilithoteo depends on our ability to:

hire and retain qualified physician and pharmagiktors and author:
license accurate and relevant content from thirtigs

contract with health plans and insurers to hoshfdary information; ant
monitor and respond to changes in user interegpégific topics
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For several of the clinical references includedun Epocrates® Essentials and Epocrates® Essebtidilxe products, we are particularly
dependent on third-party content providers. Fomgpla, we license Stedman's Medical Dictionary™Bdition and information regarding
ICD-9 and CPT® codes from third parties.

We cannot assure you that we will be able to cometito develop or acquire needed content at a rebf®nost, that there will not be errors or
omissions in our developed or licensed contenthatr our competitors will not obtain exclusive agéo or develop content that healthcare
professionals consider superior to ours. If anthete risks materialize for any reason, the vafukeocontent and services that we offer would
diminish. As a result, we may be unable to attesct retain users.

If we are unable to maintain credibility of our inebendence, our business and financial condition &suffer.

The credibility of our brand is dependent in lapget on the medical community's continued percepious as independent from our
healthcare industry clients, particularly pharmaicalicompanies. If healthcare professionals belignat we are too closely associated with
such clients as a result of the revenue we redeive their purchase or sponsorship of our intevacsiervices, the credibility of our brand will
diminish. Although we take precautions to remaitejpendent from our healthcare industry clientduiiog separating the development of our
application content from our commercial dealingthveiuch clients and clearly labeling the sourcerasgonsibility of sponsored messages,
programs and activities, we cannot assure youttieatnedical community will view our content as &iéfntly unbiased. If the credibility of ol
brand is damaged, it will be difficult, expensiveddime-consuming to restore the quality of oumidravith healthcare professionals and our
business could suffer.

We are dependent upon our senior executive managemaed other highly specialized personnel and tlos$ or failure to identify, hire,
motivate and retain additional highly specialize@gsonnel could negatively impact our ability to gwaour business.

Our success and the execution of our growth styadegend largely on the continued service of onicseexecutive management team. Several
members of our management team, including our é&asiand Chief Executive Officer, Chief Financidfi€r and Chief Operations Officer
have been with us for a relatively short periodime. Although these executives have joined us wiignificant amount of professional
experience, our future success could be hinderaddiylimited exposure to our business. Moreotreg,loss of any members of our
management team could have a negative impact oalmlity to manage and grow our business effeggivéle cannot assure you that in such
an event we would be able to replace any membeumnmanagement team in a timely manner, or abalhcceptable terms.

Our future success and the execution of our gretviitegy also depend largely on our continuingtgtib identify, hire, develop, motivate and
retain highly specialized personnel, including waifte engineers, clinician authors and other teethnéales and marketing personnel. Our
competitors, employers in other industries, healtegroviders, academic institutions and governaiettities and organizations also often
seek persons with similar qualifications. We carassture you that we will be able to hire or retasufficient number of qualified personnel to
meet our requirements, or that we will be abledsd at salary and benefit costs that are acceptakis.
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If we are unable to adopt new technologies and off@r products and services on new and existing ritelplatforms, we will be unable t
retain and attract users to our services and ouvemue may decline.

To keep pace with technological developments, fyatisreasingly sophisticated client requirementd austain market acceptance, we will
need to continue to deploy new tools and featwesdr clinical information and interactive sengcand develop new offerings with enhanced
performance and functionality at competitive pridasluding the incorporation of sophisticated wal information into our electronic health
record product. Accordingly, we will need to prdyddentify user needs, anticipate technologicalaattes and potentially offer our products
and services on new and existing mobile platforms.

The development and application of new technoloigieslve time, substantial costs and risks. Oubilitg, for technological or other reasons,
to enhance, develop and introduce services in @yimanner, or at all, in response to changing etacknditions or client requirements could
result in our services losing market acceptance tlaerefore adversely affect our operating restilte new technologies may be significant
expensive, and we cannot assure you that we wilibe to implement them quickly and efficiently,atrall. Failure to do so could inhibit our
ability to attract or retain users, which may caoserevenue to decline.

Our software applications and systems may contagfiedtts or errors which could negatively affect owgputation and impair our ability to
retain and attract users to our applications andenits purchasing our services.

While we test our applications and systems for ctsfand errors prior to release, defects or etrave been identified from time to time by our
internal team and by our users and clients aftease. Such defects or errors may occur in theduparticularly with respect to our electronic
health records, or EHR, product, which is signifita more complex than the products and servicaswle currently offer.

Any defects or errors that affect the quality diatality of our products and services or that aairgerruptions to the availability of our servii
could result in:

lost or delayed market acceptance and sales adpplications and services;
loss of users and clients;

inability to attract new users and clients;

product liability or breach of contract suits agdios;

diversion of development resourc

injury to our brand and reputation; a

increased maintenance and warranty ct

While our subscription and interactive serviceseagnents typically contain limitations of liabilignd disclaimers that purport to limit our
liability for damages related to defects in ourtsafe or content, such limitations and disclaimmaes/ not be enforced by a court or other
tribunal or otherwise effectively protect us froalated claims. We maintain liability insurance cagee, including coverage for errors and
omissions. However, it is possible that claims daexceed the amount of our applicable insurancereme, if any, or that this coverage may
not continue to be available on acceptable ternis sufficient amounts. Even if these claims domsult in liability to us, investigating and
defending against them could be expensive and¢onsuming and could divert management's attentiaydrom our operations. In addition,
negative publicity caused by these events may daldmnder market acceptance of our services, dicfyunrelated services.
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The healthcare information market is highly compgtie and we face significant competition for ouray and clinical reference tools and
interactive services.

The markets in which we participate are competitilygramic and subject to developments in technobogythe healthcare industry. Currently,
we compete with other companies for users of thedyof drug and clinical reference tools that weradnd for budget dollars from our
pharmaceutical, managed care and market reseagecitscl

We compete within a broad industry of healthcamteot providers for the attention of healthcarefgssionals, who can choose to use mobile,
online or print media to reference clinical infoiima. Companies providing clinical content includedscape, a division of WebMD, LLC, &
UpToDate, Inc. Competition from each of these sesim@f clinical reference content may lead to acédn in the retention of our existing us
and the rate at which we attract new users foicbmical information.

Our primary competition for the promotional spenditable from our clients in the area of interaetservices is from companies, including
WebMD, that help pharmaceutical companies marleit firoducts, programs and services to healthaafegsionals.

In addition, our market research business compatasnumerous companies which recruit physiciangadicipate in surveys, often by phone,
fax, email or surface mail. We also compete with riacruitment arms of market research companig¢sthe assembled their own survey
panels of healthcare professionals. To the exiemipeting channels are available to access heatdtiprafessionals, including physicians, the
value of our interactive services to our clientseiduced.

Many of our competitors have greater financialhtécal, product development, marketing and othsoueces than we do. They may also be
better able to develop and deploy new productssandgces or to take advantage of new technolobes we are. Our inability, for
technological or other reasons, to enhance, deaidpntroduce services in a timely manner, oflaireresponse to changing market
conditions, technology or client requirements caelsult in our services losing market acceptanoe therefore adversely affect our operating
results. New technologies may be significant angkesive, and we cannot assure you that we wilbbeta implement them quickly and
efficiently, or at all. We cannot assure you thatwill be able to compete successfully againstdlueganizations or any alliances they have
formed or may form.

Moreover, the competitive market in which we paptidde may require us to reduce the prices of owicEs or the rates we charge our clients.
If our competitors offer discounts on certain apglions or services, we may be required to redticespor offer our products on terms less
favorable to us to compete successfully. A reduciiothe prices of our services would reduce ourging. Some of our competitors may
bundle product offerings that compete with oursdi@mmotional purposes or as a long-term pricingtstgry. These practices could, over time,
limit the prices that we can charge for our sersidewe cannot offset price reductions with a esponding increase in sales volume, our
operating results would be adversely affected.

We have invested significant resources in the depehent of an electronic health record product, kthe market for such products is
competitive, our product has not yet been releaaad we have limited experience in that market.

EHRs are significantly more complex than the prasland services that we have historically offecetig¢althcare professionals, involving
sensitive personal health information protectedhgyHealth Insurance Portability and Accountabifigt, or HIPAA, and other laws as well as
sophisticated data exchanges associated with eféctorescribing and other transactions. In addjtiee will be
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dependent upon a number of vendors for componénteervices associated with our EHR productuifiog lab ordering and retrieval,
electronic prescribing and other matters. Manywfampetitors have been participating in this reafkr many years and have invested
significantly more resources in the developmerthefr products than we have. In addition, underAheerican Recovery and Reinvestment

of 2009, incentives to physicians and others wéldvailable beginning in 2011 for the acquisitiond ase of EHRs, but only if those EHRs are
certified and the use of the EHR constitutes "negfioil use” as will be defined by the law. Our EHRguct has not yet been released or
certified, and there is no guarantee that our prodill be certified or that use of it will qualifior "meaningful use." Even if our product meets
these requirements, we may be too late to the rhtol@mpete for the growing numbers of physiciand others expected to adopt such
products in order to qualify for the governmenteintives beginning in 2011. Moreover, even if ourfEptoduct is certified and qualifies for
"meaningful use," numerous factors, including, ot limited to, development delays, unexpectedlgdtial property disputes and our
inability to compete in the market could hindeeali acceptance of the product.

We are not compatible with all mobile platforms.

Our mobile clinical information is not compatibléthvall mobile platforms. While we offer online s&es, the majority of our users and our
interactive services are on mobile devices. We depa the continuing compatibility of our clinidaformation and services with mobile
operating systems and mobile devices and with éwgplmndustry standards and protocols to run ouritaatlinical information.

In addition, we are dependent on the ability ofdbgelopers of mobile platforms with which our diartd clinical reference tools are
compatible to remain competitive in the medical owmity and the general marketplace. To remain cdithge developers of such mobile
platforms may need to timely enhance their produkttselop new operating systems or devices oraéher actions which are outside of our
control. If a mobile platform that is incompatibléth our products achieve widespread use and aageptin the medical community, or if
Internet resources or other non-mobile device nesmubecomes more attractive than what is offesechbbile platforms, we may be unable to
retain or attract users to our products. In paldiclour mobile products are not compatible withmBjan-based devices.

We may not sustain our revenue growth, and we may Ine able to manage future growth effectively.

We have experienced significant revenue growthshat period of time. Our revenue increased fr@®5.& million for the year ended
December 31, 2007 to $93.7 million for the yearezhBecember 31, 2009. You should not rely on owemae growth, gross margins, or
operating results for any prior quarter or annwlqu as an indication of our future operating perfance. If we are unable to maintain
adequate revenue growth in absolute dollars, wemagustain our recent profitability and our shaniee could decline.

Our future operating results depend to a largengxte our ability to successfully manage our aptitéd expansion and growth. To manage our
growth successfully, among other things, we mustcéfely:

. add additional sales and marketing personnel ilowadocations
. control expense:
. maintain and enhance our information technologypstipfor enterprise resource planning, accountimdydesign engineering by

adapting and expanding our systems and tool catedil
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. recruit, hire, train and manage additional qualifiezople; and

. manage operations in multiple locations and tinmeesc

We are increasing our investment in research amdldement, sales and marketing, general and adiratii@ and other functions to grow our
business. We are likely to recognize the costsciassal with these increased investments earlier soane of the anticipated benefits and the
return on these investments, if any, may be lomey develop more slowly than we expect, or maynmaterialize.

If we are unable to manage our growth effectivelg,may not be able to take advantage of marketroymities or develop new products or
enhancements to existing products and we maydaiatisfy client requirements, maintain productligyeexecute our business plan, or resg
to competitive pressures, which could result indowevenue and profitability and a decline in duare price.

Our operating results have fluctuated and are lilgeio continue to fluctuate, which might make our gtterly results difficult to predict and
could cause our stock price to decline or exhibdtiatility.

Our operating results are likely to fluctuate assult of a variety of factors, many of which argside of our control. As a result, comparing
our operating results on a period-to-period basig nmot be meaningful and you should not rely onpast results as an indication of future
performance. Each of the following factors, amotigecs, could cause our operating results to flueté@m quarter to quarter:

. demand for and market acceptance of our serv

. factors relating to pharmaceutical company budgelies and other factors that may affect the tinahgromotional campaigns fi
specific products or demand for our services byatients;

. changes in pharmaceutical company demand as & oésldlays or changes in product approvals, chanmgenarketing strategies,
modifications of client budgets and similar matters

. the length of sales cycles and fulfillment periofil®ur services to pharmaceutical companies aner agiligments of the healthcare
industry;

. expansion of marketing and support operati

. the timing of new product introductions, includiogr new EHR product, and product enhancements loy aar competitors; and

. the cost of being a public company.

The majority of our clinical information subscriptis have terms of one year and our contracts witlother healthcare industry clients for our
interactive services typically range from one tethyears. We cannot assure you that our currens asd other clients will continue to
participate in our existing programs beyond thengeof their existing contracts or that they wilteninto any additional contracts for new
programs that we offer.

In addition, the time between the date of the sigrdf the contract with a client for a program, #weual fulfillment of the services under such
contract and the revenue recognition associateu suith revenues may be lengthy, especially foelacgntracts with multiple deliverables,
and may be subject
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to delays over which we have little or no contmtluding those that result from the client's némdnternal approvals. Other factors that could
affect the timing of our interactive services rewerinclude:

. variations in the marketing budgets allocated ffiertiypes of services we offer;

. the timing of federal Food and Drug Administration,FDA, approval for new pharmaceutical productfoo new approved uses for
existing products;

. regulatory concerns related to the marketing ofipla@eutical products; and

. factors that may affect the timing of promotionafrgaigns for specific products.

Because we recognize revenue from our drug andickih reference tool subscriptions and certain of iomteractive services over the term
at the end of the service period, a significant dawrn in our business may not be reflected immedilgtin our operating results, which may
make it more difficult to evaluate our prospects.

We recognize revenue from subscription agreementghty over the terms of these agreements, whiehiyanically one year. In most cases,
we recognize revenue from our interactive servines the terms of these agreements or upon delfegach service element. As a result, a
significant portion of the revenue we report integoarter is generated from subscription and ser@greements entered into during prior
periods. Consequently, a decline in new or renesuddcriptions or service agreements in any ongeuaay not materially affect our
financial performance in that quarter but will negaly affect our revenue in future quarters. l@isidn, we may be unable to adjust our costs,
many of which are fixed, in response to reduce@mee. Accordingly, the effect of significant deeknin sales and market acceptance of our
services may not be reflected in our short-termite®f operations, which would make our reportesbits less indicative of our future
prospects.

Developments in the healthcare industry could negaty affect our business

Most of our revenue is derived from the healthéadeistry and could be reduced by changes affettaadthcare spending. General reductions
in expenditures by healthcare companies could tré&suh, among other things:

. government regulation or private initiatives thifieet the manner in which healthcare providersredewith patients, pharmaceutical
companies, payors or other healthcare industryoi@aihts, including changes in pricing or meandeifvery of healthcare products and
services;

. consolidation of healthcare companies;

. reductions in governmental funding for healthcare]

. adverse changes in business or economic condgifesting healthcare payors or providers, the plaaeutical industry or oth

healthcare companies.

We are particularly dependent upon pharmaceutmalpanies for our interactive services revenue.liiginess will be harmed if business or
economic conditions or government regulations téauhe reduction of purchases by such clientsnbnrenewal of our agreements with si
clients, or the need to materially revise our dffgs.
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Even if general expenditures by healthcare comgarimain the same or increase, developments ingihcare industry may result in
reduced spending in some or all of the specifiersags of the market we serve or are planning teeséfor example, purchase of our services
could be affected by:

. a decrease in the number of, or the market exdtysivailable to, new drugs coming to market;

. decreases in marketing expenditures by pharmae¢atienpanies as a result of governmental regulatigrivate initiatives that
discourage or prohibit advertising or sponsorskijpvdies by pharmaceutical companies;

. state or federal legislation requiring the dischesof, or otherwise regulating, honorarium paymeatghysicians for participation in
market research activities; and

. changes in the design of health insurance p

In addition, our clients' expectations regardingdiag or potential industry developments may affecatheir budgeting processes and
spending plans with respect to services of thestype provide.

The healthcare industry has changed significantlgcent years and we expect that significant obsmgll continue to occur. However, the
timing and impact of developments in the healthé@adestry are difficult to predict. We cannot assyou that the markets for our services will
continue to exist at current levels or that we Wilve adequate technical, financial and markegsgurces to react to changes in those markets

We may be subject to claims brought against us assult of the services we provide.

Healthcare professionals access information, instuthformation regarding particular medical corahis and the use of particular medicatic
through our drug and clinical reference tools,riat¢ive services and, when launched, our EHR priodiucur content, or content we obtain
from third parties, contains inaccuracies, or weoithuce inaccuracies in the process of implemerttiirg party content, it is possible that
patients, physicians, consumers, the providerhethird party content or others may sue us if treyharmed as a result of such inaccuracies.
We have editorial procedures in place to providaligucontrol of the information that we publishmrovide. However, we cannot assure you
that our editorial and other quality control proagess will be sufficient to ensure that there areemors or omissions in particular content and
we have had content errors in the past. Althoughagteements for the performance of our servicaesago terms and conditions, including
disclaimers of liability, that are intended to redwor eliminate our liability, the law governingetialidity and enforceability of online
agreements and other electronic transactions isiego We could be subject to claims by users adtparties that our online agreements are
unenforceable. A finding by a court that these agrents are invalid and that we are subject toliiglmiould harm our business and financial
condition and require costly changes to our busines

In addition, third parties may assert claims agaiissalleging infringement of copyrights, trademeghts, or other proprietary rights, or

alleging unfair competition or violations of privadghts. We could also be subject to claims fatlemnification resulting from infringement
claims made against our clients and third-partyiserproviders for third-party products and contiait are incorporated into our clinical
information if they are found to infringe the inttual property rights of others, which could ea&se our defense costs and potential damages
Any of these events could be expensive and timswmoing to resolve or defend, may require us to gbamr business practices and could
have a negative effect on our business, operagisglts and financial condition.
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We could be required to spend significant amouhtsre and money to defend ourselves against agly slaims. Although we may be
indemnified against such costs, the indemnifyindgypanay be unable to fulfill its obligations. If gof these claims were to prevail, we coulc
forced to pay damages, comply with injunctionsstop distributing our products and services whiéererengineer them or seek licenses to
necessary technology, which might not be availableeasonable terms, or at all. Even if potentaihts do not result in liability to us,
investigating and defending against these clainuddcoe expensive and time consuming and could tivenagement's attention away from
operations. We maintain general liability insuranogerage, including coverage for errors and omissihowever this coverage may not be
sufficient to cover one or more large claims agaitssor otherwise continue to be available on aed®e terms. Further, the insurer could
disclaim coverage as to any future claim. In additiour business is based on establishing theagpntof our services as trustworthy and
reliable sources of clinical information. Allegat®of impropriety or inaccuracy, even if unfoundeaild therefore harm our reputation and
business.

Healthcare and consumer protection regulations atedjislation create risks and challenges with respeour compliance efforts and oL
business strategies.

The healthcare industry is highly regulated armslisject to changing political, legislative, regalgtand other influences. Existing and new
laws and regulations affecting the healthcare itrgiuuld create unexpected liabilities for us,smus to incur additional costs and restrict our
operations. Many healthcare laws are complex agid #pplication to specific products and servicesy mot be clear, particularly as we
develop and release new and more sophisticatedipt®dnd services. In particular, many existindtheare laws and regulations, when
enacted, did not contemplate the clinical informatind interactive services that we provide. Howebhese laws and regulations may
nonetheless be applied to our services. We aresalsiect to various federal and state consumeegtioh laws. Our failure to accurately
anticipate the application of these laws and regna, or other failure to comply with them, coualekate liability for us, result in adverse
publicity and negatively affect our businesses. Saifithe risks we face from healthcare and consyorgection regulations are as follows:

Regulation of drug and medical device advertising promotion We provide services involving promotion of pmégtion and over-the-
counter drugs and medical devices. Any increasegdnlation of these areas by the FDA, the Fedawdd Commission, or FTC, or other
governmental bodies at the federal, state or lleval, could make it more difficult for us to coatt for certain of our interactive services.
Physician groups and others have criticized the BRArrent policies and have called for restriction advertising of prescription drugs and
for increased FDA enforcement. In response, the lRB#\conducted hearings and sought public comregatding its regulation of
information concerning drugs on the Internet aredrtiationships between pharmaceutical companigshmse disseminating information on
drugs. We cannot predict what actions the FDA dustry participants may take in response to thageisms. It is also possible that new laws
would be enacted that impose restrictions on suatketing and advertising. Our interactive servieagnues could be materially reduced by
additional restrictions on the marketing or ad&émty of prescription drugs and medical devices,théreimposed by law or regulation or by
policies adopted by industry members.

If the FDA, the FTC or another governmental boayl§ that any information available on our websitdistributed by us violates FDA, FTC
or other laws or regulations, they may take regmeor judicial action against us or the advertisesponsor of that information. State attorr
general may also take similar action based on Htaie's consumer protection statutes or otheranexisting laws.

Anti-kickback laws. Healthcare anti-kickback laws prohibit any persr entity from offering, paying, soliciting ceaeiving anything of
value, directly or indirectly, for the referral patients covered by
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federal healthcare programs or the leasing, puioasrdering or arranging for or recommendingléeese, purchase or order of any item,
good, facility or service covered by these prograesny states also have similar anti-kickback |&weg are not necessarily limited to items or
services for which payment is made by a federdtlhesre program. These laws may restrict how wesamde of our clients market products
healthcare providers. The laws in this area aradiyowritten and it is often difficult to determipeecisely how the laws will be applied in
specific circumstances. Penalties for violatingféaeral anti-kickback laws include imprisonmeinte and exclusion from participating,
directly or indirectly, in federal healthcare pragrs. Any determination by a state or federal régnyaagency that any of our practices violate
any of these laws could subject us to civil or éniah penalties and require us to change or termisame portions of our operations. Even an
unsuccessful challenge by regulatory authoritiesusfpractices could result in negative publicitygdt could be costly for us to respond.

Legislation relating to payments to physicia Recent legislation enacted or pending in séwases and enacted at the federal level as part
of the Patient Protection and Affordable Care Au ¢he Healthcare and Education Reconciliationd@010 mandates public disclosure of,
or otherwise regulates or limits the providing adrtain gifts and payments by pharmaceutical comegan physicians. These state laws ma
interpreted to cover honorarium payments made ysiptans for participation in market research atés sponsored by pharmaceutical
companies. Because we currently provide marketareleservices involving participants from our usetwork, the increased adoption and
enforcement of these laws and the application gfparblic disclosure requirements or other limitaianay have a negative impact on the
ability of pharmaceutical companies to sponsordtedivities or the willingness of physicians totdpate in the market research. To date, we
have not experienced a significant reduction inraarket research services business as a restiksd taws in the few jurisdictions in which
they have been enacted and become effective. Hoywseecannot predict how pharmaceutical companigghysicians will respond if such
legislation becomes more widespread or becomestivifeat the federal level. A significant declimethe sponsorship of our market research
services by pharmaceutical companies or the agetitéé represent such companies, or a signifioaeitree in physicians' willingness to
participate in such studies could negatively immastoperating results.

Medical professional regulatiol  The practice of most healthcare professionaireg licensing under applicable state law. In toldj the
laws in some states prohibit business entities fpoacticing medicine. We do not believe that weagggin the practice of medicine and we
have attempted to structure our services, stratetationships and other operations to avoid viotathese state licensing and professional
practice laws. We employ and contract with physisievho provide only medical information to usersne of whom may be consumers, and
we do not intend to provide medical care or adviagy determination that we are a healthcare provéahel acted improperly as a healthcare
provider may result in liability to us.

Anti-spam regulation. We may also be required to comply with cur@nfuture anti-spam legislation by limiting or médihg some of our
interactive services, such as our clinical mesgagihich may result in a reduction in our reverfae such law, the Controlling the Assault of
Non-Solicited Pornography and Marketing Act of 200BCAN-SPAM, became effective in the United Stateslanuary 1, 2004. CAN-SPAM
imposes complex and often burdensome requiremetsrinection with the sending of commercial e-n@AN-SPAM or similar laws may
impose burdens on our user communication pracéindson certain of our services, which in turn cduddm our ability to attract new clients
and increase revenues.

Privacy and other consumer protection regulati The Children's Online Privacy Protection AatGDPPA, applies to operators of
commercial websites and online services directdd. & children under the age of 13 that collecspeal information from children and
operators of general audience
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sites with actual knowledge that they are collectiformation from U.S. children under the age 8f @ur sites are not directed at children and
we employ a kick-out procedure whereby anyone ifleng themselves as being under the age of 1hdufie registration process is not
allowed to register to obtain our clinical inforrmat or participate in our services. COPPA, howeigeg relatively new law, can be applied
broadly and is subject to interpretation by coarid other governmental authorities. The failuradourately anticipate the application or
interpretation of this law could create liabilityrfus, result in adverse publicity and negativéfga our business.

The FTC and many state attorneys general are ayplgderal and state consumer protection lawsdoire that the online collection, use and
dissemination of data, and the presentation of itesbs other electronic content, comply with centatandards for notice, choice, security and
access. Courts may also adopt these developindastdsr A number of states, including Californiaydnanacted laws or are considering the
enactment of laws governing the release of credd or other personal information received fromstoners. In many cases, the specific
limitations imposed by these standards are subjdoterpretation by courts and other governmeatithorities. A determination by a state or
federal agency or court that any of our practicesat meet these standards could result in lighalitd adversely affect our business. New
interpretations of these standards could also requs to incur additional costs and restrict owsitess operations.

In addition, several foreign governments have ratjuhs dealing with the collection and use of peaddnformation obtained from their
citizens. Those governments may attempt to appii saws extraterritorially or through treaties ¢her arrangements with U.S. governmental
entities. We might unintentionally violate such &wuch laws may be modified and new laws may beted in the future which may increase
the chance that we violate them unintentionallyy Aach developments, or developments stemming &éoactment or modification of other
laws, or the failure to accurately anticipate tpplecation or interpretation of these laws couldate liability to us, result in adverse publicity
and negatively affect our business.

In connection with our planned entry into the EHRrket, we have begun to handle personal healthnretion and therefore have become
subject to HIPAA's numerous requirements regarttieghandling and use of the information subjedtstoequirements. The failure to
accurately anticipate the application or intergietaof this law as we develop our EHR product éailure by us to comply with its
requirements could create liability for us, resuladverse publicity and negatively affect our bess.

We rely on Internet service providers, co-locatidata center providers, other third parties and oonwvn systems for key aspects of the
process of providing and updating content to ourems and performing services for our clients, andyafailure or interruption in the service
provided by these third parties or our own systernsld harm our business

Our users expect to be able to update our applitaitind access our services 24 hours a day, saysradveek, without interruption. Howev
we have experienced and expect that we will inflitigre experience interruptions and delays in sevand availability from time to time. We
rely on internal systems, as well as third-partydars, including a co-location service provider &mernet service providers, to provide our
online services.

We have computing and communications hardware tipasocated at our facilities in San Mateo, Qatifia, and in a co-location service
administered by AT&T, Inc. in Redwood City, Califoa. In the event of a catastrophic event at ortbede sites, we may experience an
extended period of system unavailability which conégatively impact our relationship with users addersely affect our brand and our
business. In particular, both of our co-locatiocilfaes are located in the same seismically ackbaation in the San Francisco Bay Area.

23




Table of Contents

Any disruption in the network access or co-locaservices provided by these third-party providerary failure of or by these third-party
providers or our own systems to handle currentghdr volume of use could significantly harm ousiness. We exercise little control over
these third-party vendors, which increases ourenalbpility to problems with services they provide.

Any errors, failures, interruptions or delays expeced in connection with these third-party tecbg@s and interactive services or our own
systems could negatively impact our relationshifib wsers and clients, adversely affect our brardi@ur business and potentially expose |
liability to third parties. Although we maintainsarance for our business, the coverage under digigsogenerally only covers losses due to
our negligence, and therefore may not be adeqoaternpensate us for all losses that may occurddiitian, we cannot provide assurance that
we will continue to be able to obtain adequateriasoe coverage at an acceptable cost.

If the systems we use to provide our services epee security breaches or are otherwise perceitgetle insecure, our business cot
suffer.

We retain and transmit confidential informatiorttwe processing centers and other facilities weteigeovide online services. It is critical that
such facilities and infrastructure remain secure lam perceived by the marketplace as secure. Aigebteach could damage our reputation or
result in liability. We may be required to expemghificant capital and other resources to protgetiast security breaches and hackers or to
alleviate problems caused by breaches. Despitenplementation of security measures, this infradtriee or other systems that we interface
with, including the Internet and related systemay e vulnerable to physical break-ins, hackerpraper employee or contractor access,
computer viruses, programming errors, attacks b farties or similar disruptive problems. As weer the EHR market and begin to handle
personal health information, we become subjectlf®¥A, which increases our liability in the events#curity breaches. Any compromise of
our security, whether as a result of our own systenthe systems that they interface with, coutiice demand for our services and could
subject us to legal claims from our clients andsisacluding claims for breach of contract or loteaf warranty, or regulatory enforcement
actions against us by the government.

We may not be successful in protecting our intetieal property and proprietary rights.

Our success depends to a significant degree oproprietary technology and ability to establishjmein and enforce our intellectual property
rights. We rely on a combination of copyright, #athrk, trade secret, patent and other intellegxagerty laws and confidentiality procedures
to protect our proprietary rights. Despite thesasuees, any of our intellectual property rightsldpbowever, be challenged, invalidated,
circumvented or misappropriated, or such intellacproperty rights may not be sufficient to perostto take advantage of current market
trends or otherwise to provide competitive advaasagvhich could result in redesign efforts, distardnce of certain product offerings or of
competitive harm. Further, the laws of certain ddes do not protect proprietary rights to the saxtent as the laws of the United States.
Therefore, in certain jurisdictions, we may be Uadb protect our proprietary technology adequadgjginst unauthorized third party copying
or use, which could adversely affect our compedifposition.

Our pending patent and trademark registration egfitins may not be allowed, and our competitormstioer third parties may challenge the
validity or scope of our patents or trademark regions. If the patents or trademark registratioesseek do not issue, or if other problems
arise with our intellectual property, our compestiess could be significantly impaired and our hess$, operations and prospects may suffer.
There can also be no assurance that any of owedgsatents or registered trademarks, or any paag@dtsrademarks that may issue in the fu
will adequately protect our
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intellectual property, or that such patents andanaarks will not be challenged by our competitarstber third parties or found by a judicial
authority to be invalid or unenforceable.

We enter into confidentiality and invention assigmmagreements with our employees and consultantsvih the parties with whom we have
strategic relationships and business alliancespan@greements with subscribers limit their usthefsoftware and content provided to them.
These agreements may be breached and we may reoataguate remedies for any such breach. Furth@ssurance can be given that these
agreements will be effective in preventing the uhatized access to, or use of, our clinical aneéofioprietary information or the reverse
engineering of our technology. In any event, tregieements do not prevent our competitors frompeddently developing technology or
authoring clinical information that is substantjadiquivalent or superior to our technology or thi@imation we distribute.

Litigation may be necessary in the future to erdasar intellectual property rights and to proteat ttade secrets. Litigation could result in
substantial costs and diversion of management ress@nd can put our patents at risk of being idatdd or interpreted narrowly. The
occurrence of any of these events may seriousiy loarr business.

We may be subject to claims by third parties tha&t are infringing their intellectual property, we nyabe prevented from selling certain
services and we may incur significant expenseseésalving these claim:

Much of our business relies on technology and eardeveloped or licensed by third parties. We abgoect to seek to license technology and
content from third parties for future products aedvices. We may not be able to obtain or continu@btain licenses, content and technologies
from these third parties on commercially reasonédaies or at all. Our inability to retain our curtehird party licenses or obtain third party
licenses required to develop new products or prbelnisancements could require that we change odupt@nd design plans, any of which
could harm or delay our ability to sell our proctiahd adversely affect our business.

We may receive claims of intellectual property iimlement from third parties or otherwise becomeraved relevant patents or other
intellectual property rights of third parties tmahy lead to disputes and litigation. Any claims madainst us regarding patents or other
intellectual property rights could be expensive ime consuming to resolve or defend and could lzamegative effect on our business. We
expect that software application developers witr@asingly be subject to infringement claims asnimaber of products and competitors grows
and the functionality of products in different ireity segments overlaps. Our competitors or othet fflarties may challenge the validity or
scope of our intellectual property rights. Thirdtgs may also claim that the technology that wguée or license from other third parties
infringes their intellectual property rights and may not be indemnified for such claims.

We may also be required to indemnify our clientd #rnrd-party service providers for thighrty products and content that are incorporatex
our clinical information if they are found to infige the intellectual property rights of others haligh many of our thirgharty service providel
are obligated to indemnify us if their productgiinge the rights of others, such indemnificationymat be effective or adequate to protect L
the indemnifying party may be unable to upholcdstractual obligations.

Litigation could be costly for us to defend, distrmmanagement's attention and resources, haveativeegffect on our operating results and
financial condition or require us to devote additibresearch and development resources to chamgearucts or to obtain licenses to any
intellectual property we may be found to infrin@daims of intellectual property infringement migetjuire us to redesign affected products,
delay affected product offerings, enter into cos#jtlement or license
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agreements or pay costly damage awards or facagotary or permanent injunction prohibiting us framarketing, selling or distributing the
affected products. If we cannot or do not licereeibfringed technology on reasonable terms ol abrasubstitute similar technology from
another source, our revenue and earnings couldyersely impacted. There can be no assuranceniaueh litigation can be avoided or
successfully concluded.

Our use of "open source"” software could adverselffeact our ability to sell our products and subjegs to possible litigation.

A significant portion of the products or technolegjiicensed, developed and/or distributed by usrparate so-called "open source" software
and we may incorporate open source software irtergiroducts in the future. Such open source softigagenerally licensed by its authors or
other third parties under open source licenses.eSapen source licenses contain requirements thdisg®se source code for modifications
we make to the open source software and that wadie such modifications to third parties at no.dassome circumstances, distribution of
software in connection with open source softwandatoequire that we disclose and license somel@f alur proprietary code in that software
as well as distribute our products that use pdgioppen source software at no cost to the usenmdtgtor our use of open source software in
an effort to avoid uses in a manner that would irequs to disclose or grant licenses under our fjetgry source code, however, there can be
no assurance that such efforts will be succesSfpin source license terms are often ambiguouswiduse could inadvertently occur. There
is little legal precedent governing the interprietaif many of the terms of certain of these li@nsnd the potential impact of these terms on
our business may result in unanticipated obligati@yarding our products and technologies. Compaha incorporate open source software
into their products have, in the past, faced clapseking enforcement of open source license pangsand claims asserting ownership of open
source software incorporated into their producanfauthor or other third party that distributestrsapen source software were to allege that we
had not complied with the conditions of an opernrselicense, we could incur significant legal caitéending ourselves against such
allegations. In the event such claims were sucuoksgé could be subject to significant damageseoehjoined from the distribution of our
products. In addition, if we combine our proprigtaoftware with open source software in certain syayder some open source licenses we
could be required to release the source code gbimyrietary software, which could substantiallypheur competitors develop products that
similar to or better than ours and otherwise adlgraffect our business.

We face potential liability related to the privaeynd security of personal information we collect frohealthcare professionals through our
products and interactive service

Online user privacy is a major concern in bothlitmited States and abroad. The European Union, graBbpted the Data Protection Directi
or DPD, imposing strict regulations and establigharseries of requirements regarding the collecimhuse of personally identifiable
information online. DPD provides for specific regtibns requiring all non-EU countries doing busghesth EU member states to provide
adequate data privacy protection when receivinggel data from any of the EU member states. Silpil€anada's Personal Information and
Protection of Electronic Documents Act provides &dian residents with privacy protections in regarttansactions with businesses and
organizations in the private sector and sets cutrgt rules for how private sector organizations wallect, use or disclose personal
information in the course of commercial activiti#ge have privacy policies posted with our servited we believe comply with applicable
laws requiring notice to users about our informatollection, use and disclosure practices. Howewvbether and how existing local and
international privacy and consumer protection lawegarious jurisdictions apply to the Internet aster online technologies is still uncertain
and may take years to resolve. United States aathational privacy laws and regulations, if drdfte interpreted broadly, could be deemed to
apply to the technology we use, and could restrictinformation collection methods or decrease the
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amount and utility of the information that we would permitted to collect. Any legislation or regida in the area of privacy of personal
information could affect the way we operate oulirmmbkervices and could harm our business. The cbstsmpliance with, and the other
burdens imposed by, these and other laws or regylattions may prevent us from selling our produstincrease the costs associated with
selling our products, and may affect our abilityrteest in or jointly develop products in the UnitStates and in foreign jurisdictions. Further,
we cannot assure you that the privacy policiesathdr statements on our applications or our prastiill be found sufficient to protect us
from liability or adverse publicity relating to thmivacy and security of personal information. e tonduct of our market research activities
outside the United States, we rely upon a thirdyparidentify and recruit respondents for the neaesearch and to comply with the applic:
privacy laws in each jurisdiction in which it opts. If this third party failed to comply with suldws, it could affect its ability to continue to
support our business or negatively affect our rafpar.

The Privacy Standards under HIPAA establish a Ebasic national privacy standards for the protectf individually identifiable health
information by health plans, healthcare clearingiesy healthcare providers and their business asgescWith our planned entry into the EHR
market, we will become subject to HIPAA and othierir state and federal laws governing the coltettdissemination, use, access to and
confidentiality of patient-identifiable information

Some users of our products and services are locatetside of the United States, we recruit for matkesearch internationally and we me
in the future establish international operations @nas a result, face diverse risks related to erigggn international business.

Although the substantial majority of our userslaated in the United States, we currently havesusenumerous other countries. We are, or
may become, subject to the risks of conductingriassi internationally, including:

. unexpected changes in regulatory requirementss tavale laws, tariffs, export quotas, custom dutieother trade restrictions;
. exposure to a broader, more diverse set of reguks
. more stringent regulations relating to data privanyg the unauthorized use of, or access to, conmharad personal informatiol

particularly in Europe and Canada,;

. changes in a specific country's or region's palitar economic conditions;
. unfavorable currency exchange rai

. exposure to competitors who are more familiar wittal markets;

. limited or unfavorable intellectual property prdiea; and

. restrictions on repatriation of earnin

In addition, in the future, we may expand geogreglhy through product development and strategiamdles. However, our products and
services may not be accepted in international ntguded any potential international operations ined variety of risks. We have limited
experience in marketing, selling and supportingsairices abroad. In addition, while Symbian isrtrast widely used mobile operating sys
in Europe, our clinical information and interactiservices are not compatible with Symbian-basedcdsyIf we invest substantial time and
resources to expand our international
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operations and are unable to do so successfullyreadimely manner, our business and operatingltewill suffer.

We will incur significantly increased costs as astdt of operating as a public company, and our mayement will be required to devote
substantial time to new compliance initiative

As a public company, we will incur significant légaccounting and other expenses that we did rotrias a private company. In addition, the
Sarbanes-Oxley Act of 2002, and rules of the Séearand Exchange Commission, or SEC, and The NA3@#obal Market, have imposed
various requirements on public companies includetiring establishment and maintenance of effeafigclosure and financial controls. Our
management and other personnel will need to devstéstantial amount of time to these complianitiafives. Moreover, these rules and
regulations will increase our legal and financiainpliance costs and will make some activities niione-consuming and costly. For example,
we expect these rules and regulations to makerie midficult and more expensive for us to obtairedior and officer liability insurance, and
we may be required to incur substantial costs tmtam the same or similar coverage.

The Sarbanes-Oxley Act of 2002 requires, amongradttiegs, that we maintain effective internal cohtsver financial reporting and disclosure
controls and procedures. In particular, we musfoper system and process evaluation and testingioinbernal control over financial reporti

to allow management and our independent regisfaubtic accounting firm to report on the effectives@f our internal control over financial
reporting, as required by Section 404 of the Saebabxley Act, beginning with our annual report @i 10-K for the fiscal year ending
December 31, 2011. Our compliance with Section@fi#ie Sarbanes-Oxley Act will require that we insubstantial accounting expense and
expend significant management efforts. If we areatde to comply with the requirements of Sectiod é a timely manner, or if we or our
independent registered public accounting firm idgrdditional deficiencies in our internal contmler financial reporting that are deemed to
be material weaknesses, the market price of ogkstould decline and we could be subject to sanstar investigations by NASDAQ, the
SEC or other regulatory authorities, which woulguiee additional financial and management resources

Our ability to successfully implement our businpks and comply with Section 404 requires us taltle to prepare timely and accurate
financial statements. We expect that we will needantinue to improve existing, and implement ng@&rational and financial systems,
procedures and controls to manage our businessigéfly. Any delay in the implementation of, or digtion in the transition to, new or
enhanced systems, procedures or controls, may causgerations to suffer and we may be unableitzlade that our internal control over
financial reporting is effective and to obtain amualified report on internal control from our atads as required under Section 404 of the
Sarbanes-Oxley Act. Moreover, we cannot be cetteihthese measures would ensure that we impleamghinaintain adequate controls over
our financial processes and reporting in the futBreen if we were to conclude, and our auditorsenerconcur, that our internal control over
financial reporting provided reasonable assuraaganding the reliability of financial reporting atite preparation of financial statements for
external purposes in accordance with generallymedeaccounting principles, because of its inheipntations, internal control over financial
reporting may not prevent or detect fraud or missteents. This, in turn, could have an adverse itpache trading price for our common
stock, and could adversely affect our ability toess the capital markets.
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If we acquire or invest in other companies, assetdechnologies and we are not able to effectivieltegrate them with our business, or v
do not realize the anticipated financial and stragfie goals for any of these transactions, our finaatperformance may be impaired.

If appropriate opportunities present themselvesmag consider acquiring or making investments impanies, assets or technologies that we
believe to be strategic, such as our recent adquisaf Modality, Inc. We do not have significanperience in acquisitions and investments in

other companies, and our acquisition of Modalitp@ses us, and if we acquire or invest in additicoahpanies, assets or technologies, we will
be further exposed, to a number of risks, including

. we may find that the acquired company, asset ¢mtglogy does not further our business strategy weaoverpaid for the company,
asset or technology or that the economic conditiovderlying our acquisition decision have changed,;

. we may have difficulty integrating the assets, textbgies, operations or personnel of an acquir@dpamy, or retaining the ke
personnel of the acquired company;

. our ongoing business and management's attentiorbmdisrupted or diverted by transition or intemgmraissues and the complexity of
managing geographically or culturally diverse eptises;

. we may encounter difficulty entering and compefimgew product or geographic markets, and we meg fiacreased competition,
including price competition or intellectual propelitigation; and

. we may experience significant problems or liatgBtassociated with product quality, technology legdl contingencies relating to t
acquired business or technology, such as inteb¢goperty or employment matters.

In addition, from time to time we may enter intggog&ations for acquisitions or investments thatraseultimately consummated. These
negotiations could result in significant diversimitmanagement time, as well as substantial outeaket costs. If we were to proceed with one
or more significant acquisitions or investmentsvimnich the consideration included cash, we couldegiired to use a substantial portion of our
available cash, including the proceeds of thisroffe To the extent we issue shares of capitakstomther rights to purchase capital stock,
including options and warrants, existing stockhoddaight be diluted and earnings per share amanigist decrease. In addition, acquisitions
and investments may result in the incurrence of,datge one-time write-offs, such as of acquireghiocess research and development costs,
and restructuring charges.

We intend to expand our operations and increase expenditures in an effort to grow our business.vie are not able to manage this
growth and expansion, or if our business does nobyy as we expect, our operating results may suf

We significantly expanded our operations in 2008 2010. For example, during the period from Decandlie 2008 to September 30, 2010,
increased the number of our employees and full-torractors by approximately 29%, from 255 to 3&& anticipate that further expansion
of our infrastructure and headcount will be reqgiite achieve planned expansion of our product i, particularly the development of our
EHR solution, projected increases in our user ndtvaad anticipated growth in the number of prodieployments. Our rapid growth has
placed, and will continue to place, a significamnai® on our administrative and operational infrasture. Our ability to manage our operations
and growth will require us to continue to refing operational, financial and management contralgydn resource policies and reporting
systems and procedures. Further, we
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intend to grow our business by developing new pecodad service offerings and pursuing new clielfitse fail to timely or efficiently expand
operational and financial systems in connectiomwitch growth or if we fail to implement or maimaiffective internal controls and
procedures, resulting operating inefficiencies dantrease costs and expenses more than we plandedight cause us to lose the ability to
take advantage of market opportunities, enhanctiegiproducts, develop new products, satisfy tliequirements, respond to competitive
pressures or otherwise execute our business ptiditidnally, if we increase our operating expenseanticipation of the growth of our
business and such growth does not meet our exfergaour financial results likely would be negativimpacted.

Business interruptions due to natural disasters aather events could adversely affect our busine

Our operations can be subject to natural disastatther events beyond our control, such as asales, fires, power failures,
telecommunication losses, terrorist attacks ansl afcivar. For example, the majority of our openasiare based in Northern California near
major earthquake faults that are considered se@liyiactive. Such events, whether natural or maraneduld cause severe destruction or
interruption to our operations, and as a resultbusiness could suffer serious harm.

Although we carry business interruption insuraricenly covers some, but not all, of these potémtieents, and even for those events that are
covered, may not be sufficient to compensate ug fot losses or damages that may occur as a rekalich events, including, for example,
loss of market share and diminution of our braegutation and client loyalty.

Risks related to ownership of our common stock anthis offering
As our common stock has not been publicly trade@, @pect that the price of our common stock maycfluate substantially

Before this offering, there has been no public raaflir our common stock. An active public tradingriket may not develop after completion
of this offering or, if developed, may not be sustd. The price of our common stock sold in thi®ohg will not necessarily reflect the marl
price of our common stock after this offering. Tharket price for our common stock after this ofigrivill be affected by a number of factors,
including:

. guarterly variations in our operating results, e bperating results of our competitors;

. the timing of revenue recognition;

. the volume and timing of orders from our clientd aisers

. the announcement of new products or service enhaas by us or our competito

. announcements related to litigation;

. cha_nges in earnings estimates, investors' perceptiecommendations by securities analysts oraluré to achieve analysts' earning
estimates;

. the depth and liquidity of the market for our commstock;

. changing legal or regulatory requirements;

. developments in our industry or the medical or pfereutical industries generally; a

30




Table of Contents
. general market conditions and other factors uredléd our operating performance or the operatimfppaance of our competitors.

In addition, the stock market has experienced sultisi price and volume volatility that is ofteresgingly unrelated to the operating
performance of particular companies. These broattehductuations may cause the trading price af@ammon stock to decline. In the past,
securities class action litigation has often beemupht against a company after a period of votgtiti the market price of its common stock.
may become involved in this type of litigation letfuture. Any securities litigation claims brouglgainst us could result in substantial exp
and the diversion of our management's attentiom foor business.

Securities analysts may not initiate coverage of @@mmon stock or may issue negative reports, dnd thay have a negative impact on t
market price of our common stock.

Securities analysts may elect not to provide reseeoverage of our common stock after the compietifcthis offering. If securities analysts
not cover our common stock after the completiothsf offering, the lack of research coverage maseeskly affect the market price of our
common stock. In addition, the trading market for common stock may be affected in part by theaneseand reports that industry or
financial analysts do publish about us or our bessn If one or more of the analysts who elect t@rcas downgrades our stock, our stock price
may decline. If one or more of these analysts ceeseerage of us, we could lose visibility in tharket, which in turn could cause our stock
price to decline. It may be difficult for companmsch as ours, with smaller market capitalizatiomsttract independent financial analysts that
will cover our common stock. This could have a riegeeffect on the market price of our stock.

New investors in our common stock will experiencemediate and substantial dilution after this offer.

The initial public offering price is substantiabygher than the net tangible book value per shhoeiooutstanding common stock will be
immediately after this offering. If you purchasavanon stock in this offering, you will incur immetiadilution of $14.06 per share based on
the initial public offering price of $16.00 per sbaThis dilution is due in large part to earligvéstors in our company having paid substant
less than the initial public offering price wheryhpurchased their shares. Investors who purchesesof common stock in this offering will
contribute approximately 59.4% of the total amowathave raised to fund our operations, but will awly approximately 16.0% of our
common stock, based upon the number of sharesaadtsy as of September 30, 2010. The exercisetsfamding options and a warrant and
other future equity issuances, including futurelubfferings or private placements of equity sétes and any additional shares issued in
connection with acquisitions, may result in furteeonomic dilution to investors. For a further dason of dilution that you will experience
immediately after this offering, see the sectiothid prospectus entitled "Dilution."

Sales of a substantial number of shares of our coomstock may cause the price of our common stocki¢aline.

If our stockholders sell substantial amounts of@mmon stock in the public market after this dffgror the public market perceives that
existing stockholders might sell shares of comntonks the market price of our common stock couldlide. After this offering, we will have
22,465,579 shares of common stock outstanding b@sése number of shares outstanding as of Dece81he&2010. All of the 5,360,000
shares offered under this prospectus will be fréralgtable without restriction or further registoatiunder the federal securities laws, unless
purchased by our "affiliates" as that term is defitin Rule 144 under the Securities Act of 1933tHefremaining shares outstanding upon the
closing of this offering, 16,790,680 shares magdld pursuant to Rule 144 and 701 upon the
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expiration of lock-up agreements that expire 18@sdster the date of this prospectus unless otlserektended or waived as described in
"Shares eligible for future sale."

Following this offering, existing stockholders hinld an aggregate of 12,337,300 shares of commak sto an as-converted basis, including
16,540 shares of common stock issuable upon theisgeof an outstanding warrant, will have rigisishject to some conditions, that permit
them to require us to file a registration statenveitti the SEC or include their shares in registraitatements that we may file for ourselves or
other stockholders. If we register the sale ofrtekares of common stock following the expiratidénhe lockup agreements, they can sell th
shares in the public market. Promptly followingstbifering, we intend to register 7,570,462 shafesommon stock for issuance under our
stock plans. As of December 31, 2010, 6,268,21fshaere subject to outstanding options, with agiveid average exercise price of $9.4E
share, of which 3,347,946 shares were vested.ditiad, 171,219 shares were subject to restrictedksunits, of which 19,650 shares were
vested. Once we register these shares, they ciiadbe sold in the public market upon issuance asting, subject to the lock-up agreements
referred to above and the restrictions imposeduwrafiiliates under Rule 144.

Our directors, officers and principal stockholdetgve significant voting power and may take actidigt may not be in the best interests of
our other stockholders.

After this offering, our officers, directors andmaripal stockholders each holding more than 5%uwfammmon stock collectively will control
approximately 50.0% of our outstanding common stagthout giving effect to the purchase of shargsby such persons in this offering. 2
result, these stockholders, if they act togethdtbe able to control our management and affaird sost matters requiring stockholder
approval, including the election of directors apgraval of significant corporate transactions. T¢oscentration of ownership may have the
effect of delaying or preventing a change of cdrara might adversely affect the market price af cammon stock. This concentration of
ownership may not be in the best interests of threrostockholders.

We have broad discretion in the use of proceedshis offering for working capital and general corpate purposes.

The net proceeds of this offering will be used &y pggregate cumulative dividends due to the hsldeour Series B preferred stock
(approximately $28.6 million accrued through SefdienB0, 2010 (and accruing at a rate of approxip&237,000 per month)), with the
balance to be used for general corporate purp@gbsr than the repayment of cumulative dividendshave not determined the specific
allocation of the net proceeds of this offeringr@anagement will have broad discretion over thearsd investment of the net proceeds of
offering, and accordingly investors in this offeyiwill need to rely upon the judgment of our mamagat with respect to the use of proceeds,
with only limited information concerning managemnigmsipecific intentions. Our management may spgmation or all of the net proceeds fr
this offering in ways that our stockholders may desire or that may not yield a favorable returme Tailure of our management to apply the
net proceeds of this offering effectively couldmawur business, financial condition and resultepdrations. Please see the section of this
prospectus entitled "Use of proceeds" for a furthescription of how we intend to use the net prdses this offering.

Anti-takeover provisions in our amended and restatedifieate of incorporation and amended and restatéegllaws, and Delaware law,
contain provisions that could discourage a takeover

In addition to the effect that the concentratiorowhership by our officers, directors and significatockholders may have, our amended and
restated certificate of incorporation and our aneghand restated bylaws to be effective upon comopleif this offering contain provisions that
may enable our
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management to resist a change of control. Thesaswas may discourage, delay or prevent a chamgeii ownership or a change in our
management. In addition, these provisions could line price that investors would be willing to paythe future for shares of our common
stock. Such provisions, to be set forth in our asleelhand restated certificate of incorporation oeaded and restated bylaws effective upot
completion of this offering, include:

. our board of directors will be authorized, withuior stockholder approval, to create and issuéepred stock, commonly referred to
"blank check" preferred stock, with rights senmthose of common stock;

. advance notice will be required of stockholderadminate candidates to serve on our board of diredr to propose matters that ¢
be acted upon at stockholder meetings;

. stockholder action by written consent will be piaoted;

. special meetings of the stockholders will be petedito be called only by a majority of our boardloEctors, the chairman of our bo:
of directors or our chief executive officer;

. stockholders will not be permitted to cumulate thveites for the election of directors;

. newly created directorships resulting from an iaseein the authorized number of directors or vaiearan our board of directors will
filled only by majority vote of the remaining ditecs, even though less than a quorum is then ineff

. our board of directors will be expressly authoritednodify, alter or repeal our amended and redtaygaws; anc

. stockholders will be permitted to amend our ameratedirestated bylaws only upon receiving at leagtthirds of the votes entitled to
be cast by holders of all outstanding shares tihétlezl to vote generally in the election of dil®, voting together as a single class.

We are also subject to the provisions of Sectio® @the Delaware General Corporation Law, whicly piohibit certain business
combinations with stockholders owning 15% or mdrewr outstanding voting stock. These and othevigions in our amended and restated
certificate of incorporation, our amended and ttestdylaws and Delaware law could make it moredliff for stockholders or potential
acquirors to obtain control of our board of direstor initiate actions that are opposed by our-ttement board of directors, including delaying
or impeding a merger, tender offer or proxy coniegblving us. Any delay or prevention of a chamjeontrol transaction or changes in our
board of directors could cause the market priogunfcommon stock to decline.
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Special note regarding forward-looking statements

This prospectus contains forward-looking statem#rasare based on our management's beliefs anchpisns and on information currently
available to our management. The forward-lookirgeshents are contained principally in the sectifrthis prospectus entitled "Summary,"
"Risk factors," "Management's discussion and aiglysfinancial condition and results of operatigri8usiness" and "Compensation
discussion and analysis." Forward-looking statesiariude, but are not limited to, statements about

expectations of future operating results or finahperformance;
business strategies;

competitive position;

industry environment and market opportuniti

introduction of new products and servic

plans for growth and future operations;

the strength and size of our user netw

In some cases, you can identify forward-lookindesteents by terms such as "anticipate,” "believegh;" "continue,” "could,” "estimate,"
"expect,” "intend,” "may," "plan," "potential,” "pdict,” "project,” "should," "will," "would" and siilar expressions intended to identify
forward-looking statements. These statements imvkhown and unknown risks, uncertainties and dénetors which may cause our actual
results, performance, time frames or achievemente tmaterially different from any future resufierformance, time frames or achievements
expressed or implied by the forward-looking stateteeWe discuss many of these risks, uncertaiatielsother factors in this prospectus in
greater detail in the section of this prospectuiled "Risk factors." Given these risks, uncerti@s and other factors, you should not place
undue reliance on these forward-looking statemeisn, these forward-looking statements represanestimates and assumptions only as of
the date of this prospectus. You should read ttusgectus and the documents that we have filedtdbits to the registration statement, of
which this prospectus is a part, completely andh Wit understanding that our actual future resnitg be materially different from what we
expect. We hereby qualify all of our forward-loofigtatements by these cautionary statements.

Except as required by law, we assume no obligatiarpdate these forward-looking statements publmhto update the reasons actual results
could differ materially from those anticipated irese forward-looking statements, even if new infation becomes available in the future.
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Use of proceeds

We estimate that we will receive approximately $5@illion in net proceeds from the sale of the seasf common stock offered by us in this
offering, or approximately $62.8 million if the uexdvriters' over-allotment option is exercised ifi,fmased upon an initial public offering price
of $16.00 per share after deducting underwritirsgoiints and estimated offering expenses payahls.B/e will not receive any of the
proceeds from the sale of shares by the sellingkbtuders.

We expect to use our net proceeds from this offieais follows:

. to pay aggregate cumulative dividends due to theehns of our Series B preferred stock (approxinya$28.6 million accrued through
September 30, 2010 (and accruing at a rate of appately $237,000 per month)); and

. the balance for general corporate purposes, inofudiorking capital, research and development, saldsmarketing and capit
expenditures.

We will retain broad discretion in the allocatiohaosubstantial portion of the net proceeds of dfiiering. In addition, we may use a portion of
the net proceeds to acquire or invest in compleamgritusinesses, technologies, services or proddgshave no current plans, agreements or
commitments with respect to any such acquisitiomeestment, and we are not currently engaged ymagotiations with respect to any such
transaction.

Dividend policy

Other than aggregate cumulative dividends thatneehligated to pay to the holders of our Serigg&erred stock (approximately

$28.6 million accrued through September 30, 20h@ &ccruing at a rate of approximately $237,000np@nth)) with a portion of the net
proceeds from this offering, we have not declanegaid any cash dividends on our capital stock.dfkeently intend to retain any future
earnings to finance the growth and developmenuobaosiness, and therefore do not anticipate paginygother cash dividends in the
foreseeable future. Any future determination to pagh dividends will be at the discretion of ouattbof directors and will depend upon our
financial condition, operating results, capitaluggments, any contractual restrictions and regtris that may be imposed by applicable law
and such other factors that our board of direaieesms appropriate.
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Capitalization

The following table sets forth our capitalizatichat September 30, 2010:

. on an actual basis;

. on a pro forma as adjusted basis to give effect to:

the conversion of all outstanding shares of oufepred stock into an aggregate of 11,089,201 stafresmmon stock upon tt
closing of this offering;

the payment of aggregate cumulative dividends duké holders of our Series B preferred stock (@xiprately $28.6 million
accrued through September 30, 2010); and

the sale by us of 3,574,285 shares of our commamk gt an initial public offering price of $16.0@share after deductit
underwriting discounts and estimated offering exgesrmpayable by us.

You should read this table together with the sectibthis prospectus entitled "Management's disonsand analysis of financial condition and
results of operations" and our financial statemantrelated notes appearing elsewhere in thippobss.

As of September 30, 201
Pro Forma
As
Actual Adjusted
(in thousands, except share
and per share data)

Financing liability $ — % —
Mandatorily redeemable convertible preferred stauluding aggregat

cumulative dividends of $28.6 million; $0.001 palue per share;

15,303,866 shares authorized, 13,142,352 shargsdissd outstanding

actual; no shares authorized, issued or outstandiogforma as adjuste 72,63 —

Preferred stock, $0.001 par value per share; n@stauthorized, issued o

outstanding, actual; 10,000,000 shares authoriz@ghares issued and

outstanding, pro forma as adjus — —
Common stock, $0.001 par value per share; 30,12%HK8ares authorized,

7,618,898 shares issued and outstanding, actual)@0,000 shares

authorized, 22,282,384 shares issued and outstnutio forma as

adjustec 8 22
Additional paic-in capital 9,74z  104,66(
Accumulated other comprehensive inco 3 3
Accumulated defici (44,71YH  (44,71Y
Total stockholders' equity (defici (34,967 59,97(

Total capitalizatior $ 37,67($ 59,97(
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The foregoing information regarding the numberhares of our common stock to be outstanding imntelgiafter this offering is based on
18,708,099 shares outstanding as of Septembe020, &n an as-converted basis, and excludes:

. 5,598,246 shares of common stock issuable upoexteise of outstanding options under our 2008 tgdncentive Plan as ¢
September 30, 2010, with a weighted average exeptise of $8.45 per share;

. 58,950 shares of common stock issuable upon thaged restricted stock units under our 2008 Egliicentive Plan as of
September 30, 2010;

. 1,309,992 additional shares of common stock reseawe available for future issuance under our 2D@&ty Incentive Plan as of
September 30, 2010; and

. 16,540 additional shares of common stock, on -converted basis, issuable upon the exercise ofitatamding warrant to purcha
Series B preferred stock, with an exercise prico¥1 per share.
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Dilution

If you invest in our common stock in this offeringyur ownership will be diluted to the extent oé thifference between the initial public
offering price per share of our common stock is thffering and the net tangible book value perealofiour common stock immediately after
this offering.

Pro forma net tangible book value per share reptegetal tangible assets less total liabilitiggic®d by the number of shares of common
stock outstanding, assuming the conversion ofigtanding shares of preferred stock into commockstPro forma net tangible book value as
of September 30, 2010 was approximately $21.0 onijlor approximately $1.12 per share of commonkstafter giving effect to the sale by

of 3,574,285 shares of common stock in this offganthe initial public offering price of $16.00rmhare, after deducting underwriting
discounts and estimated offering expenses payatles band the payment of aggregate cumulative éidd due to the holders of our Series B
preferred stock (approximately $28.6 million acctdlerough September 30, 2010) with a portion ofrtéeproceeds of this offering, our pro
forma as adjusted net tangible book value as ofeBaper 30, 2010 would have been approximately $dafllbn, or approximately $1.94 per
share of common stock. This represents an immeitietease in net tangible book value of $0.82 persto existing stockholders and an
immediate dilution of $14.06 per share to new ihwes

The following table illustrates this dilution orpar share basis:

Initial public offering price per shal $ 16.0C
Pro forma net tangible book value per share aepfesnber 30, 201 $ 1.1z
Increase in pro forma net tangible book value peres attributable to this
offering $ 0.82
Pro forma as adjusted net tangible book value Ipgresafter this offerin $ 1.9
Dilution per share to new investc $ 14.0¢

If the underwriters exercise their over-allotmeption to purchase 804,000 additional shares fronouispro forma as adjusted net tangible
book value per share as of September 30, 2010 wiavd been $2.40 per share, representing an imteed@ease in net tangible book value
to our existing stockholders of $1.28 per shareaninmediate dilution of $13.60 per share to nevestors in this offering.

The following table summarizes as of SeptembeBQ0, on the pro forma as adjusted basis descabede, the number of shares of our
common stock purchased from us, the total congiiderpaid to us and the average price per sharktpais by existing stockholders and to be
paid by new investors purchasing shares of our comstock in this offering. The table is based amittitial public offering price of $16.00
share, before deducting underwriting discountsesininated offering expenses payable by us.

Shares purchased Total consideration Average
price per
Number Percent Amount Percent share
Existing stockholder 18,708,09 84.(%%$ 39,123,53 40.6%% 2.0¢
New investors in this offerin 3,574,28! 16.C 57,188,56' 59.2%% 16.0C
Total 22,282,38 100%$ 96,312,09 10C%

The sale by the selling stockholders of 1,785, Hdres in this offering will cause the number ofrekaield by existing stockholders to be
reduced to 16,922,384 shares, or 75.9% of the not@ber of shares of our common stock outstanditeg this offering.
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If the underwriters' over-allotment option to puask 804,000 additional shares from us in this ioifieis exercised in full, the following will
occur:

. the percentage of shares of common stock held isyirx stockholders after the completion of thitedhg, and after giving effect to t
sale by the selling stockholders of 1,785,715 shar¢his offering, will be approximately 73.3%tbk total number of shares of our
common stock outstanding after this offering; and

. the number of shares held by new investors afeectimpletion of this offering will be 6,164,000,approximately 26.7% of the tot
number of shares of our common stock outstanditeg Hfis offering.

The foregoing information as to the number of shafeour common stock to be outstanding immediadétiyr this offering is based on
18,708,099 shares outstanding as of Septembe30, 2n an as-converted basis, and excludes:

. 5,598,246 shares of common stock issuable upoexékeise of outstanding options under our 2008 tydacentive Plan as ¢
September 30, 2010, with a weighted average exeprise of $8.45 per share;

. 58,950 shares of common stock issuable upon thengesf restricted stock units under our 2008 Bglritcentive Plan as ¢
September 30, 2010;

. 1,309,992 shares of common stock reserved andablaifor future issuance under our 2008 Equity hitige Plan as of September 30,
2010; and

. 16,540 shares of common stock, on &-converted basis, issuable upon the exercise otitstamding warrant to purchase Serie

preferred stock, with an exercise price of $5.71gb@re.

Assuming the exercise in full of all of our outsiiang options and the issuance of 16,540 sharesrofiton stock, on an as-converted basis,
upon exercise of an outstanding warrant to purcBasies B preferred stock as of September 30, Z@dorma net tangible book value bef
this offering at September 30, 2010 would be $@&6share, representing an immediate dilution c2&@er share to our existing stockholders
and, after giving effect to the sale of 3,574,2B&res of common stock by us in this offering atittigal public offering price of $16.00 per
share, after deducting underwriting discounts astumated offering expenses payable by us, andagiment of aggregate cumulative divide
due to the holders of our Series B preferred stapproximately $28.6 million accrued through SepienB0, 2010) with a portion of the net
proceeds of this offering, there would be an imratddilution of $14.45 per share to purchasersiotommon stock in this offering.
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Selected financial data

The selected statements of operations data foreles ended December 31, 2007, 2008 and 2009 arxhtance sheet data as of Decembe
2008 and 2009 are derived from our audited findrstetements included elsewhere in this prospedtus.statement of operations data for the
nine months ended September 30, 2009 and 201harzhtance sheet data as of September 30, 20t@ved from our unaudited financial
statements included elsewhere in this prospectus statement of operations data for the years eDdedmber 31, 2005 and 2006 and the
balance sheet data as of December 31, 2005, 2@DBCAY are derived from our audited financial stegets that are not included in this
prospectus. The unaudited financial statements baga prepared on the same basis as the annutddafidancial statements and, in the
opinion of our management, reflect all adjustmemtsessary for the fair presentation of the findrinfarmation set forth in those statements.
Our historical results are not necessarily indieatf our operating results or financial condittorbe expected in the future. The following
selected financial data should be read in conjonatiith the financial statements and related nintelsided elsewhere in this prospectus anc
section of this prospectus entitled "Managemergsugsion and analysis of financial condition aeslits of operations.”

Pro forma net income per share has been calcudaganing the conversion of all outstanding shafresiopreferred stock into 11,089,201
shares of our common stock at the beginning of 2B88 forma net income per share also assumeaithanding preferred stock warrant
converts into a warrant to purchase common stotkeabeginning of 2009. Pro forma net income paretfurther gives effect, in the weighted
shares used in the calculation, to the additiortahdillion shares and 2.0 million shares at Decen3ie 2009 and September 30, 2010,
respectively, which (when multiplied by the initialiblic offering price of $16.00 per share andradiging effect to a pro rata allocation of
offering costs) would have been required to beeiddo generate net proceeds sufficient to pay¢beuad Series Preferred B dividend of
$26.5 million and $28.6 million as of December 3209 and September 30, 2010, respectively. Prodatimted net income per share
attributable to common stockholders further inclutiee incremental shares of common stock issugima the exercise of stock options and
warrants outstanding as of the dates thereof.
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Statements of operations data

Nine Months Ended

Years Ended December 31, September 30,
2005 2006 2007 2008 2009 2009 2010
(in thousands, except per share data)

Total revenues, nt $ 32,53t $ 49,517 $ 65617 $83,34F $ 93,65« $66,24¢ $73,70:
Total cost of revenu

(2) 12,36¢ 17,37 22,80f 24,78¢ 29,45 21,94f 23,33(
Gross profil 20,167  32,14¢ 42,80¢ 58,55¢ 64,20: 44,30: 50,37:
Operating expenses:(

Sales and marketir 11,72t 14,97t 16,88 18,167 22,70¢ 16,30¢ 22,01
Research an

developmen 6,48 8,74¢  10,51¢ 12,43( 14,66: 10,55¢ 14,51:
General and

administrative 5,11¢ 10,72¢ 11,987  14,88¢ 11,58% 8,63( 11,24¢
Change in fair value ¢

contingent

consideratior — — — — — — 88t
Total operating

expense: 23,327 34,44t 39,38¢ 4548 48,95¢ 35,491 48,65
Income (loss) fron

operations (3,160) (2,302 3,417 13,07«  15,24¢ 8,81z 1,71¢
Interest incom 44C 1,07¢ 1,71¢ 1,18( 127 10¢ 73
Interest expens — — (28%) (85%) (85%) (641) (214
Other income (expens

net (230 (189 (2393 54t (73 (74) 2
Gain on sal-leasebacl!

of building — — — — — — 1,68¢
Income (loss) before

income taxes and

cumulative effect of

change in accountin

principle (2,850 (1,419 4,61 13,94« 14,44 8,20¢  3,26¢
Benefit (provision) for

income taxe: (57 (28) 21,12¢ (6,510 (6,78 (4,050 (2,142

Income (loss) befor
cumulative effect of
change in accountin

principle (2,907 (1,447 25,73¢ 7,43¢ 7,65¢ 4,15¢ 1,12«
Cumulative effect of

change in accountin

principle, net of taxe

) ©) — — — — — —
Net income (loss (2,910 (1,441 25,73¢ 7,43¢ 7,65¢ 4,15¢ 1,12¢

Less: accretion of

Series B mandatoril’

redeemable preferre

stock dividend: 3,73¢ 3,75¢ 3,741 3,62 3,62
Less: allocation of net

income to

participating

preferred

stockholders — — 14,96 2,29( 2,432

2,64  2,64:

Net income (loss
available to commor

Undistributed earnings
re-allocated to

Net income (loss
available to commor

stockholder—basic  $ (6,64¢) $ (5,195 $ 7,027 $ 1,621 $ 1,70 $ 62€ $ (1,519
common stockholde — — 1,447 21¢ 20t 76 —
stockholder—diluted $ (6,64¢) $ (5,19%) $ 8,47« $ 1,84C $ 1,906 $ 70z $ (1,519
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Nine Months Ended
Years Ended December 31, September 30,
2005 2006 2007 2008 2009 2009 2010
(in thousands, except per share date

Net income (loss) per commu

shar—Dbasic $ (1.55% (096 1.1€$ 021$ 022% 0.06e$ (0.20
Net income (loss) per commi
shar—diluted $ (1.55% (096)$ 1.0€$ 0.1¢$ 020 0.07$ (0.20

Weighted average shares used

computing net income (loss)

per common sha—basic 4,28: 5,414 5967 7,847 7,75¢  7,81¢ 7,517
Weighted average shares use

computing net income (loss)

per common sha—diluted 4,28: 5414 7,966 9,85 9,491 9,51¢ 7,51
Pro forma net income per sh—

basic (unauditec $ 0.37 $ 0.0%
Pro forma net income per sh—

diluted (unaudited $ 0.3 $ 0.0t

Pro forma weighted averay
common shares outstanding-
basic 20,71( 20,61¢

Pro forma weighted average
common shares outstanding-
diluted 22,45( 22,24¢

1) As discussed in greater detalote 11 to our audited financial statements inallelsewhere in this prospectus, we
changed the manner in which we account for stocketé@ompensation in 2006. Stock-based compensatioduded in cost of
revenue and operating expenses in the followinguamso(in thousands

Cost of revenue $ 31% 58% 17¢$ 156e$ 21 $ 158  21¢
Sales and marketir 27¢ 503 1,123 67€ 1,221 952 1,32(
Research and developmt 22t 334 747 511 89¢ 59t 1,23i
General and administrati\ 434 374 1,13t 2,27t 2,201 1,62 1,92¢
2) In 2005, we changed the manner in which we accfmurfteestanding warrants for redeemable convertilseferred stock resulting in this cumulative ajeim

accounting principle
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Balance sheet data

As of
As of December 31, September 30
2005 2006 2007 2008 2009 2010
(in thousands)
Cash, cash
equivalents, and
short-term
investment: $ 20,13t $ 25,80¢ $ 72,62((1)$ 58,26F $ 6531¢ $ 70,17¢
Total asset 30,69: 42,68¢ 135,56! 116,35¢ 125,46" 122,24(
Deferred revenu 35,45¢ 45,82: 58,25( 58,43¢ 62,30¢ 55,61¢
Financing liability
(2) — — 20,31« 20,31« 20,31« —
Other long-term
obligations 174 181 694 1,57 2,64 18,26!
Mandatorily
redeemable
convertible
preferred stock(3 62,02¢ 64,86¢ 64,82: 67,66: 70,50: 72,63:

Accumulated defici (72,464 (75,584 (51,52 (44,089 (43,967 (44,715
Stockholders' defici (73,207  (75,99) (48,38)) (40,06 (37,669 (34,969

1) Cash, cash equivalents and short-term investmentsdes a book overdraft for certain of our disleanent cash accounts of $28.4 million as of Decer@ber
2007. Please refer to the section of this prosgesmtitied "Management's discussion and analydisaifcial condition and results of operations—lidity and
capital resources” included elsewhere in this pross for more information.

) Represents a financing liability incurred in cortiwe with the build-out of our San Mateo facilifylease refer to the section of this prospectusleati
"Management's discussion and analysis of finamaatlition and results of operations—Critical acdmmpolicies and estimates" and Note 6 of our &ai
financial statements included elsewhere in thispectus for more information.

3) Mandatorily redeemable convertible preferred stockudes $28.6 million of aggregate cumulative dérids to be paid in cash from the proceeds obffésing
to the holders of our Series B preferred st
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Management's discussion and analysis of financiabadition
and results of operations

The following discussion and analysis of our finahcondition and results of operations should bad together with our financial statements
and related notes appearing elsewhere in this props. This discussion and analysis contains fodwaoking statements that involve risks,
uncertainties and assumptions, such as stateméoisr plans, objectives, expectations and intergidrhe cautionary statements made in this
prospectus should be read as applying to all reldterward-looking statements wherever they appear in thispectus. Our actual results
differ materially from those anticipated in theseward-looking statements as a result of many factimcluding but not limited to those set
forth under the section of this prospectus entitRisk factors" and elsewhere in this prospec

Business overview

Epocrates is a leading provider of mobile drugnesiee tools to healthcare professionals and inigeaservices to the healthcare industry.
Most commonly used on mobile devices at the pditoe, our products help healthcare professiomalse more informed prescribing
decisions, enhance patient safety and improveipeaptoductivity. Our user network consists of owae million healthcare professionals,
including over 300,000, or over 45% of, U.S. phigis. We offer our products on all major U.S. melplatforms including Apple (iPhone,
iPod touch and iPad), Android, BlackBerry, Palm &viddows Mobile devices. To date, our interactieevices clients have included all of the
top 20 global pharmaceutical companies by saleaad350 individual pharmaceutical brands.

Our proprietary drug content is the most frequentigd mobile reference product and provides hemithgrofessionals with convenient access
to information they need at the point of care. tezlre professionals are able to access informatioh as dosing, drug/drug interactions,
pricing and insurance coverage for thousands afdyrgeneric and over-the-counter drugs. Physidiauss Epocrates for accurate content and
innovative offerings and use our products more #manother mobile drug reference tool. Our stroramt has enabled us to build a large and
active network of users, which enhances our ahititpnarket our interactive services.

Through our interactive services, we provide thaltheare industry, primarily pharmaceutical companaccess to our user network to deliver
targeted information and conduct market researehdast-effective manner. Our services include DectAlinical messages that deliver
product news and alerts to healthcare professio@alsVirtual Representative Services, includinggldetailing, sampling, patient literature
delivery and the ability to contact drug manufaetar are designed to supplement and replicatecthéti@s of pharmaceutical sales
representatives.

We are developing an affordable, easy-to-use eleicthealth records, or EHR, product that will getive needs of solo and small group
practices and will allow users to qualify for sudies under the HITECH Act. We believe our expergedeveloping information technology
tools used at the point of care by physicians glesius the insight and experience to deliver aymioithat physicians will find easy to learn ¢
use.

On November 12, 2010, we acquired Modality, Incexehange for $13.8 million in cash. We acquireddildy for its current applications for
the Apple iPod touch and iPhone as well as itstiegjgpersonnel and processes in place to develdpi@ukl applications.
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Financial operations overview

We generate revenue by providing healthcare corepamith interactive services to communicate withrmetwork of users and through the
sale of subscriptions to our premium drug and céihieference tools to healthcare professionalstii®year ended December 31, 2009, we
recorded total net revenues of $93.7 million, a i@étease from 2008. For the year ended Decemhe&@IB, we recorded total net revenues
of $83.3 million, a 27% increase from 2007. For iree months ended September 30, 2010, we rectoticet revenues of $73.7 million, a
11% increase from the nine months ended Septenth@0B9. For the year ended December 31, 2009jeferred revenue increased from
$58.4 million at December 31, 2008 to $62.3 millairDecember 31, 2009, a 7% increase. As of SeeBth 2010, our deferred revenue
balance was $55.6 million, a 11% decrease from Dbee 31, 2009.

The timing of our revenue has been affected byosedgactors, primarily as a result of the annuaddpet approval process of many of our
customers in the pharmaceutical industry. As altiesur contract bookings and revenue have hisatlsideen highest in the fourth quarter of
each calendar year. We expect this trend to coatirut to become less pronounced in 2010 due tadbption of new revenue recognition
guidance which will result in revenue being recagdiin a manner that more closely matches deligktlge contracted services. As revenues
have grown, operating expenses have also incréasdxbolute dollars, but have decreased as a pgagmenf revenue. We expect this trend will
continue to the extent that we are successfulowing our business.

As of September 30, 2010, our worldwide user netveoinsisted of over one million healthcare profesals. Maintaining this large user
network of U.S. physicians is important becauselitbe a key driver of interactive services revergrowth over the long term. The number of
users who are U.S. physicians increased approxiynb38o, from approximately 264,000 at September28@9 to almost 300,000 at
September 30, 2010. This high growth rate was lardige to rapid iPhone adoption by physicians. \#eeet our network of users to continue
to increase at a lower rate.

The majority of healthcare professionals in oumwmek use our free products. Users who paid forlsseription represented 32%, 16%, 12%
and 9% of total active users as of December 317 2D8cember 31, 2008, December 31, 2009 and Septe30b2010, respectively. A key
focus of our business during 2010 and beyond sremgthen and maintain our user network. We interdb so by enhancing the clinical
functionality of our free services by adding newtamt and features that are currently only avadaith our premium products. As part of our
strategy to strengthen and maintain our netwonksefs and leverage this network to generate higljimeevenue streams from healthcare
industry clients, we plan to devote significantowses to expanding our free product offerings rode actively focus our marketing efforts
increasing awareness and adoption of our free ptedind services. We expect paid users to contomtepresent a decreasing percentage of
total active users. As a result, we expect revefroas subscriptions to our premium products to dase as a percentage of total revenue in the
future.

To date we have not experienced significant priesgure from competitors other than for our mar&search services. Competition is high
among market research firms, and price has becamagar driver in a client's decision about whiclmaer to use. We have attempted to limit
reductions in price because we believe our sizadterork of healthcare professionals contributesiiantly to a superior result for our
clients. This price pressure has caused revenuerrarket research services to remain essentiallysiihce 2007.

Currently, our customer base is located almostedgtivithin the United States. No single customsraaunted for more than 10% of our net
revenue during the years ended December 31, 2008, @&nd 2009, or during the nine months ended 8dqae30, 2009 or 2010. No single
customer accounted for more than 10% of net aceaeativable as of September 30, 2010. One custacseunted for 11%
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of net accounts receivable as of December 31, ZD@6.customers accounted for 13% and 11% of neilads receivable, respectively, as of
December 31, 2008.

We have generated positive cash flow from operatgince the year ended December 31, 2003. Casheqassalents and short-term
investments increased from $58.3 million at Decan®ie 2008 to $65.3 million at December 31, 200$76.2 million at September 30, 2010.
Our users pay for one year of our premium subsoriptup front. This amount is deferred and recagphiatably over the term of the
subscription. Typically, interactive services ctieare billed half of the contracted fee upon sigrthe contract with the balance billed 90 days
after the contract is signed. The amounts colleateddeferred and recognized as services are dedivBecause a significant amount of cash is
collected near the beginning of the contract, weelgenerated strong cash flow from operationsivelabd revenue recognized. This is expe:

to continue but become less pronounced due todbpti@n of new revenue recognition guidance whidhresult in revenue being recognized
in a manner that more closely matches deliverjiefdontracted services.

We have invested significant development and marggeesources during the nine months ended Septed®@010 to develop and deliver
new products and we expect to continue to investifitant resources through the remainder of 20idteyond. Specifically, we have
recorded $6.1 million in operating expenses rel&tetie EHR product during the nine months endezte®aber 30, 2010. This investment of
resources has caused operating margins to deaigmsigcantly in 2010 compared to 2009. We expéhat this trend will continue at least
through the middle of 2011 when the EHR produstiseduled to release and expected to generateuevea the extent we are successful in
generating revenue from our EHR product, we exppetating margins to begin to increase in theddisdf of 2011.

The EHR product has not generated any revenuehas ot yet been released. The market for suatupte is competitive and we have limi
experience in that market. Several of our compstit@ve been participating in this market for mgegrs and have invested significantly more
resources in the development of their products Wamave. Even if our product meets the requiremehimeaningful use as defined by
American Recovery and Reinvestment Act of 2009, iareértified as such, we may be too late to theketao compete for the growing num

of physicians and others expected to adopt sudtiugte in order to qualify for the government indezs beginning in 2011. In addition,
numerous other factors, including, but not limiteddevelopment delays, unexpected intellectugb@my disputes and our inability to compete
in the market could hinder customer acceptancheptoduct.

Our operating results will also be subject to fliadtons due to a requirement under GAAP to recbehges in the fair value of our contingent
consideration liability in our operating income. \Wave recorded contingent consideration relateéteg@cquisition of certain intangible assets
from two companies. We accounted for the acquisitibthese intangible assets as business comhisatioder GAAP. The sellers would
receive contingent consideration in the form ofiaddal cash compensation based upon the finapeidbrmance of products incorporating
acquired technologies. Management estimates thedhie of contingent consideration each quartesetian its most recent financial forecast.
To the extent our forecast increases, the fairevafithe contingent consideration will increasehwtite change in fair value recorded to
operating expense. Conversely, to the extent aecést decreases, the fair value of the contingemgideration will decrease with the change
in fair value recorded as a reduction in operagirpgense.

In addition, our operating results will be subjexfluctuations due to variable accounting resglfirom the repricing of certain stock options in
2003. Assuming that none of these outstanding nptawe exercised, canceled or expire (all sucloogtivill expire by December 31, 2013),
each $1.00 increase or decrease in the fair maghe¢ of our common stock would result in a coroesping increase or decrease in stock-
based compensation of $0.1 million.
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We are not a capital-intensive business. Most ofeapenditures have been related to sales and girdduelopment and we expect this to
continue. However, during 2007, we spent $4.0 anilin construction costs for our San Mateo facilidf these expenditures, $2.7 million w
reimbursed by our landlord as dictated by the tesfriaur lease.

The following table sets forth our statements afraions data based on the amounts and percemtiagjemship of the items listed to net
revenue for each period presented (in thousands):

Years Ended December 31, Nine Months Ended September 30,
2007 2008 2009 2009 2010
% % % % %
Amount Revenue Amount Revenue Amount Revenue Amount Revenue Amount Revenue
(unaudited) (unaudited)
Total revenues,
net $ 6561 100.0¥ $ 83,34 100.0% $ 93,65¢ 100.0% $ 66,24¢ 100.0% $ 73,70: 100.0%
Total cost of
revenue: 22,80: 34.8% 24,78¢ 29.7% 29,45: 31.4% 21,94t 33.1% 23,33( 31.7%
Gross profit 42,80¢ 65.2% 58,55¢ 70.3% 64,20: 68.6% 44,30 66.9% 50,37 68.3%
Operating
expenses
Sales and

marketing 16,881 25.7% 18,167 21.8% 22,702 24.2% 16,30¢ 24.6% 22,01: 29.9%
Research anc
developme 10,51¢ 16.0% 12,43( 14.9% 14,66: 15.7% 10,55¢ 15.9% 14,51 19.7%

General and
administrat 11,98: 18.3% 14,88¢ 17.9% 11,581 12.4% 8,63( 13.0% 11,24¢ 15.3%
Change in fail
value of
contingent
considerati — 0.0% — 0.0% — 0.0% — 0.0% 88t 1.2%
Total
operating
expense: 39,38¢ 60.0% 45,48 54.6% 48,954 52.3% 35,49 53.6% 48,657 66.0%
Income from
operations 3,417 5.2% 13,07 15.7% 15,24¢ 16.3% 8,817 13.3% 1,71¢ 2.3%
Interest incomt 1,71¢ 2.6% 1,18( 1.4% 127 0.1% 10¢ 0.2% 73 0.1%
Interest expens (28%) (0.4%) (855) (1.0%) (85E) (0.9%) (641) (1.0%) (214) (0.3%)
Other income
(expense), nt¢ (239) (0.4%) 54E 0.7% (73) (0.1%) (74) (0.1%) 2 0.0%
Gain on sale-
leaseback of
building — 0.0% — 0.0% — 0.0% — 0.0% 1,68¢ 2.3%
Income before
income taxe: 4,61 7.0% 13,94« 16.7% 14,447 15.4% 8,20¢ 12.4% 3,26¢ 4.4%
Benefit
(provision)
for income
taxes 21,12¢ 32.2% (6,510 (7.8%) (6,78¢) (7.2%) (4,050 (6.1%) (2,147) (2.9%)

Net income 25,73¢ 39.2% 7,434 8.9% 7,65¢ 8.2% 4,15¢ 6.3% 1,12¢ 1.5%

Critical accounting policies and estimates

Our management's discussion and analysis of finhoondition and results of operations is basedhupg financial statements and notes tc
financial statements, which were prepared in acomed with GAAP. The preparation of the financiatsments requires us to make estimates
and assumptions that affect the amounts reportdteifinancial statements and accompanying noteseVdluate our estimates on an ongoing
basis, including those related to revenue recagnistock-based compensation, sales tax accregbuifd-out of our San Mateo facility,
accounting for business combinations and the pi@vi®r income taxes. We base our estimates arghjedts on our historical experience,
knowledge of factors affecting our business andomlief as to what could occur in the future coasitg available information and
assumptions that are believed to be reasonable tibeleircumstances.

The accounting estimates we use in the preparafionr financial statements will change as new &veancur, more experience is acquired,
additional information is obtained and our opemgmvironment changes. Changes in estimates are wiaeh circumstances warrant. Such
changes in estimates and refinements in estimatethodologies are reflected in our reported resfltgperations and, if material, the effects
of changes in estimates are disclosed in the notesr financial statements. By their nature, thestenates and judgments are subject to an
inherent degree of uncertainty and actual resoliddcdiffer materially from the amounts reportedée on these estimates.
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While our significant accounting policies are méukly described in Note 2 of our financial staterteeimcluded elsewhere in this prospectus,
we believe the following reflect our critical acating policies and our more significant judgmemsd astimates used in the preparation of our
financial statements.

Revenue recognition and deferred reven
Revenue is recognized only when:

. there is persuasive evidence that an arrangemets eixn the form of a written contract, amendméatthat contract, or purchase orders
from a third party;

. delivery has occurred or services have been redg
. the price is fixed or determinable after evaluating risk of concession; al
. collectability is probable and/or reasonably assur@sed on customer creditworthiness and pastrisfaollection.

Determining whether and when some of these criteaige been satisfied often involves judgmentsdhathave a significant impact on the
timing and amount of revenue we report. For exanmle assessment of the likelihood of collection ixitical element in determining the
timing of revenue recognition. If we do not belighat collection is probable and/or reasonably @ssurevenue will be deferred until cash is
received.

In October 2009, the FASB amended the accountimdpgae for multiple deliverable revenue arranges ot

. provide updated guidance on whether multiple dedilbkes exist, how the deliverables in an arrangemsieould be separated and h
the consideration should be allocated;

. require an entity to allocate revenue in an arrarege using best evidence of selling price, or BES® yendor does not have vendor
specific evidence, or VSOE, of fair value or thpakty evidence, or TPE, of fair value; and

. eliminate the use of the residual method and reqarirentity to allocate revenue using the relag@eléng price methoc

We elected to early adopt this accounting guiddacall contracts signed or materially modified @nafter January 1, 2009. We expect that
this new accounting guidance will better align rawe recognition with the delivery of services. Untle new guidance, if we cannot establish
VSOE of fair value, we then determine if we carabbsh TPE of fair value. TPE is determined basedampetitor prices for similar
deliverables when sold separately. Our servicdsrdiignificantly from those of our peers and offengs contain a significant level of
customization and differentiation such that the parable pricing of products with similar functioityalcannot generally be obtained.
Furthermore, we are unable to reliably determinatveimilar competitor products' selling prices anea stand-alone basis. Therefore, we are
typically not able to determine TPE.

If both VSOE and TPE do not exist, we then use BESESstablish fair value and to allocate total ideistion to each element in the
arrangement and consideration related to each aetlemthen recognized as each element is delivéweg discount or premium inherent in the
arrangement is allocated to each element in tresgement based on the relative fair value of ebshent.

The objective of BESP is to determine the price/aith we would transact a sale if the product ovise were sold on a stand-alone basis. We
determine BESP for a product or service by congider
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multiple factors including an analysis of receiinst-alone sales of that product, market conditioompetitive landscape, internal costs, gross
margin objectives and pricing practices. As thestdrs are mostly subjective, the determinatioBBSP requires significant judgment. If we
had chosen different values for BESP, our revemaged&ferred revenue could have been materialldifft.

We regularly review VSOE, TPE and BESP and maintairnal controls over the establishment and wgxlaf these estimates. There were no
material impacts during the nine months ended Sapte 30, 2010 nor do we currently expect a materiphct in the near term from changes
in VSOE, TPE, or BESP.

Net revenue as reported and pro forma net revdratemould have been reported during the year eBadsgmber 31, 2009, had we not ado)
the new guidance, is shown in the following talitetifjousands):

Pro forma basis
(as if previous
guidance was
As reported in effect)

Total revenue $ 9365 $ 91,59t

For contracts that were signed prior to JanuaB009 that were not materially modified after Jagugr2009, we use and will continue to use
the prior revenue recognition guidance. Under glisiance, if VSOE or TPE of fair value exists floe fast undelivered element, we apply the
residual method whereby only the fair value ofuheéelivered element is deferred and the remairesglual fee is recognized when delivered.
If VSOE or TPE of fair value does not exist for taet undelivered element, the entire fee is deteand recognized over the period of delivery
of the last undelivered element. As of December2BD9, we expect that approximately $18.0 milliénleferred revenue will continue to be
recognized under old rules and that the majoritthisf amount will be recognized during 2010.

Stock-based compensation

The following table summarizes stock-based compemsaharges for the years ended December 31, ZWDA and 2009 and for the nine
months ended September 30, 2009 and 2010 (in thdssa

Nine months ended
Years ended December 31, September 30,
2007 2008 2009 2009 2010
(unaudited) (unaudited)

Employee stoc-based compensatic

expense $ 1,78. $ 3,641 $ 4,76( $ 3,50 $ 4,37(
Amortization of deferred employee

stock-based compensatic 221 132 14 14 —
Stock-based compensation associatel

with outstanding repriced optiol 1,18¢ (159 (240) (19)) 334
Total stocl-based compensatic $ 3,187 $ 3,62( $ 4532 $ 332t $ 4,70«

For options and restricted stock units, or RSUantgd on or after January 1, 2006, stock-based epsapion is measured at grant date based
on the fair value of the award and is expensed stnagght-line basis over the requisite servicegaer-or options granted prior to January 1,
2006, we continue to recognize compensation expamske remaining unvested awards under the intriredue method unless such grants are
materially modified.
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We considered the fair value of our common stoaktae exercise price of the grant as variablehémBlack-Scholes option pricing model to
determine employee stock-based compensation. Tddkelhnequires the input of assumptions on eacht gi@e, some of which are highly
subjective, including the expected term of the@mptexpected stock price volatility and expectadeitures.

We determined the expected term of our optionsdapen historical exercises, post-vesting candgefiatand the contractual term of the
option. We concluded that it was not practicabledlzulate the volatility of our share price dudtte fact that our securities are not publicly
traded and therefore there is no readily deterniniadarket value for our stock. Therefore, we basquected volatility on the historical
volatility of a peer group of publicly traded ergg for the same expected term of our options. Ménd to continue to consistently apply this
process using the same or similar entities urgtilfficient amount of historical information regardithe volatility of our own share price
becomes available, or unless circumstances chamfjetisat the identified entities are no longer &ntio us. In this latter case, more suitable
entities whose share prices are publicly availawald be utilized in the calculation. We basedrikk-free rate for the expected term of the
option on the U.S. Treasury Constant Maturity Ret@f the grant date. We determined the forfeitate based upon our historical experience
with pre-vesting option cancellations. If we haddmaalifferent assumptions and estimates than theseritbed above, the amount of our
recognized and to be recognized stock-based coraflemexpense, net loss and net loss per sharerdamoauld have been materially
different.

Certain employees have received grants for whietuttimate number of shares that will be subjeatetsting is dependent upon the
achievement of certain financial targets for thary&uch determination is not made until the gsargsting determination date which is the
our audited financial statements are available.draat is initially recorded for that number of efgthat is most likely to be subject to vesting
based on available financial forecasts as of the dfagrant. This amount is adjusted on a quartealsis as new financial forecasts become
available. Stock-based compensation expense fee tipants is recorded over the requisite servideghegenerally four years. Such options
generally vest ratably for 36 months from the vegtietermination date.

Because our common stock is not publicly traded bomard of directors exercises significant judgniardetermining the fair value of our
common stock on the date of grant based on a nuaildjective and subjective factors. Factors adersd by our board of directors included:

. company performance, our growth rate and finaraadition at the approximate time of the optionngy

. the value of companies that we consider peers asachumber of factors including, but not limite¢ similarity to us with respect to
industry, business model, stage of growth, findrris& or other factors;

. changes in the company and our prospects sindaghgéme the board approved option grants and raatitermination of fair valus
. amounts recently paid by investors for our comntorlsin arm'-length transactions with stockholde

. the rights, preferences and privileges of prefestedk relative to those of our common stock;

. the likelihood of achieving a liquidity event, suah an initial public offering or sale of all opartion of the company;

. future financial projections; ar
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. valuations completed near the time of the grant.

From December 31, 2007 through December 31, 208%repared valuations on at least an annual basisrianner consistent with the met
outlined in the AICPA Practice Guid€aluation of Privately-Held-Company Equity Secestissued as CompensatioBince December 31,
2009, we have prepared these valuations on a semiahbasis. These valuations used a probabiliighwed combination of a market-
comparable approach and an income approach andusedeto estimate our aggregate enterprise valeacat valuation date. The market-
comparable approach estimates the fair market \alaecompany by applying market multiples of palgtitraded firms in the same or similar
lines of business to the results and projectedtestithe company being valued. When choosingitheket-comparable companies to be used
for the market-comparable approach, we focusedarpanies operating within the healthcare informmaterhnology space. The comparable
companies remained largely unchanged during theatiah process. The income approach involves apglsth appropriate risk-adjusted
discount rate to projected debt free cash flowsgtan forecasted revenue and costs.

We prepared financial forecasts for each valuatiport date used in the computation of the entsepralue for both the market-comparable
approach and the income approach. The financiat&mts were based on assumed revenue growthhratésdk into account our past
experience and contemporaneous future expectafitvesrisks associated with achieving these forecaste assessed in selecting the
appropriate cost of capital, which was 20%.

If different comparable companies had been usedmtairket multiples and resulting estimates of #ievialue of our stock would have been
different. The income approach involves applyingrapriate risk-adjusted discount rates to estimdtdut-free cash flows, based on forecasted
revenue and costs. The financial forecasts usedrinection with this valuation were based on oyreeked operating performance over the
forecast period. There is inherent uncertaintyhgse estimates. If different discount rates orraélssumptions had been used, the valuations
could have been materially different.

As an additional indicator of fair value, we coreied the pricing of all sales of our common stamkifansactions occurring near the respective
valuation dates. During the year ended Decembe2@®19, a number of investors purchased, or attehtptpurchase shares from employees,
former employees and other stockholders. In sorstainites, we exercised our right of first refusahwegard to such proposed purchases and,
accordingly, purchased the shares for the pricpgeed by these investors. In other instances, weechot to exercise our right of first refusal
and permitted these investors to complete the aaimns with the sellers on the terms disclosaasto

Also, in December 2007 and again in June 2009, feeeal to repurchase a limited number of sharesuoftcommon stock at the then fair val
In December 2007, we allowed only holders of commstmek who were not current employees and certafepred stockholders to participate.
In June 2009, we allowed only employees with fieangs or more of tenure to participate.

In addition, we also considered in our determimatbfair value that in December 2007 we issuedn3ilBon shares of common stock to a
single accredited investor for an aggregate prickt6.0 million.

While these transactions were not consummatechighdy liquid market, we do believe that the tractigmns provide an additional indicator of
fair value based on the volume and number of buyldrese transaction prices have indicated, asiadditsupport to our valuation analyses,
that we have not historically determined fair maskadues below the indications of value for trarigars in our common stock.
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We believe that we have used reasonable metho@slogpproaches and assumptions consistent withl @A Practice Guideyaluation of
Privately-Held-Company Equity Securities Issued as Compems&d determine the fair value of our common stock. Wdee reviewed key
factors and events between each date below anddet@enined that the combination of the factors evehts described above reflect a true
measurement of the fair value of our common stoak an extended period of time and believe thafaivesalue of our common stock is
appropriately reflected in the chart below.

Options Exercise  Fair value Grant date
Date of grant granted price per share fair value
(In thousands) (In thousands)
February 11

2009 68 $ 12.11 $ 1211 $ 37¢€
March 2,

2009 85¢ $ 12.11 $ 1211 $ 4,67¢
May 8, 200¢ 301 $ 1211 $ 1211 $ 1,59:¢
August 6,

2009 111 $ 12,11 ¢ 1211 $ 54C
December 17

2009 98C $ 10.17 $ 10.17 $ 4,69:
February 3

2010 97 $ 10.17 $ 1017 $ 37z
August 25,

2010 452 $ 13.3¢ $ 13.3¢ $ 2,69¢
October 28,

2010 47¢ $ 13.3¢ $ 13.3¢ $ 2,79¢
November 12

2010 8 $ 13.3¢ $ 13.3¢ $ 50
December 22

2010 715 $ 13.9¢ $ 13.9¢ $ 3,53¢

As of September 30, 2010, the aggregate fair vallweitstanding vested and unvested options was/$8illion and $27.4 million,
respectively, based on the initial public offerjpigce of $16.00 per share.

We performed annual retrospective valuations ofammmon stock as of December 31, 2003, 2004, 206852606 and determined that some
grants were made with exercise prices that we\btie fair value of our common stock at the dditgrant. For the years ended Decembe
2004 and 2005, we recorded a total of $1.2 milbbdeferred stock-based compensation for the diffee between the reassessed fair value of
our common stock and the amount that the employest pay to acquire the stock. We amortized thismedl stock-based compensation using
the straight-line method over the vesting peridd$he stock options, which is generally four yed@sferred stoclbased compensation recor

as expense was $221,000, $152,000 and $14,00@dberyears ended December 31, 2007, 2008 and &8sk ctively. At December 31,
2009, all deferred stock-based compensation haal fodlg amortized.

Discussion of specific valuation inputs from Januga009 through December 20:

February 11, 2009, March 2, 2009, May 8, 2009 andust 6, 200¢ On these dates, our board of directors detexthinfair value of our
common stock of $12.11 per share based on a vatuggport as of December 31, 2008 and evidence &oecent tender offer for our comm
stock at a price of $12.11 per share on June 19.20@ also considered that in April 2008, we fietegistration statement on Form S-1, but
that due to the economic conditions in the U.Sitgquarkets toward the end of 2008, we withdrew i@gistration statement in December
2008.

The valuation used a risk-adjusted discount rat08&6, a non-marketability discount of 34% and amresed time to an initial public offering
of two years. The expected outcomes were weighi@docltoward remaining a private company. This vadwmeindicated a fair value of $12.11
per share for our common stock as of December (318.2
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We also considered the fact that on June 1, 2089epurchased 0.6 million shares at $12.11 peedham 52 existing employees for an
aggregate $5.8 million pursuant to a tender offee tender offer was made to existing employeels fiie or more years of tenure as of
June 1, 2009 to repurchase up to 15.8% of thedkdtoldings. A total of 52 employees out of aniblig 59 employees elected to participate.

We determined to set the fair value of our comntonksat $12.11 per share based on these factosdl fimur grant dates during this period
because it was supported by the valuation we redgivDecember 2008 and by the tender offer in 2089. During the period covered by
these options grants of February 2009 to Augus920@re were no events specific to our compantvtioalld indicate that the fair value of ¢
common stock would have materially changed.

December 17, 2009 and February 3, 20 On these dates, our board of directors detathinfair value of our common stock of $10.17 per
share based upon a valuation report as of Decebh@009, evidence from a tender offer to currempleyees on June 1, 2009 and the pric
which multiple investors purchased, or attemptepuchase shares from employees, former employekstaer stockholders during the fou
quarter of 2009 and the first quarter of 2010.

The valuation used a risk-adjusted discount rat08&6, a non-marketability discount of 21% and amreed time to an initial public offering
of 12 months. The expected outcomes were weigh@8éltoward remaining a private company. This véduaindicated a fair value of $10.17
per share for our common stock as of December@.2

In addition, we considered that between Novemb@02ihd January 2010, 12 individuals, including enremployees, former employees, and
former directors, entered into binding agreememtsetl common stock held by them to one of thréferint accredited investors. Certain of
these agreements contained provisions in whiclmtrestor would share 20% of the proceeds in exa$22.26 per share upon the ultimate
disposition of such shares above $22.26 per sfiieetotal number of shares involved was over 1lianiand the contracted prices ranged
from $6.42 to $9.54. In certain instances, we elgtb exercise our right of first refusal by pursihg the shares from these individuals at
contracted prices ranging from $6.42 to $9.89 pares During the three months ended December 3B, 2@ exercised our right of first
refusal to repurchase 0.2 million shares for arregge purchase price of $2.1 million. During tirveermonths ended September 30, 2010, we
exercised our right of first refusal for an additb 0.2 million shares at contracted prices ran@iom $6.42 to $9.89 for an aggregate purchase
price of $2.1 million.

We determined to set the fair value of our comntooksat $10.17 per share based on these factothdse two grant dates during this period
because it was supported by the valuation as oémber 15, 2009 and by several recent sales ofmumon stock.

August 25, 2010, October 28, 2010 and Novembe2d1Q. On these dates, our board of directors detexthinfair value of our common
stock of $13.36 per share based upon a valuatimrtras of August 20, 2010 and based on a prelimimaication of valuation discussed with
our underwriters.

The valuation used a risk-adjusted discount ra586 and a non-marketability discount of 10%. Wedua probability weighted expected
return method with the expected outcomes weigh®8d ®ward a liquidity exit event within nine montaisd 20% toward remaining a private
company. This valuation indicated a fair value ®886 per share for our common stock as of Augdsg@10.

December 22, 2011 On this date, our board of directors determiaddir value of our common stock of $13.99.

53




Table of Contents
Sales tax accrua

Prior to 2008, we neither charged nor remittedsstd® on any of our sales. We recorded expens8.8friillion and $0.2 million related to
uncollected and unremitted sales tax includingrestiéd penalties and interest of $0.2 million an#,8@0 for the years ended December 31,
2007 and 2008, respectively. The expense relatedlés tax was recorded as cost of revenue arekpiense related to penalties and interest
was recorded as other income (expense), net.

The liability for uncollected and unremitted salas, including penalties and interest, was $0.3ioniland $0 as of December 31, 2008 and
2009, respectively.

These estimates were based on highly subjectiterfaimcluding the following:

. in which states we have nexus for sales tax pugy

. the potential penalty and interest that would bargld by each stat

. whether certain of our products would be considerdglect to sales tax and in which states; and

. the treatment of multiple element arrangements &/baly some of the items in the arrangement argesuto sales ta>

In late 2007, we hired a consulting firm to asasin determining the manner in which our produasild be taxed in the various states in
which we have nexus. This same consulting firm seohymous letters on our behalf to the stateshiclwwe had determined we had nexus as
of that date indicating our desire to enter intdwitary Disclosure Agreements, or VDAs, with ealthese states. All of the responses we
received from the states where we had taxable saiksled certain reductions that the state woglega to make to the amount owed such as
waiving penalties or setting a later start dateoiar liability. These adjustments were subjectdrdain contingencies, such as submission of a
detailed schedule of taxes due and full paymetit@famount owed.

We adjusted our prior estimate of the liabilitycdiDecember 31, 2007 of $2.6 million by reversiages tax of $0.8 million and interest and
penalties of $0.5 million during the year ended &gber 31, 2008, to reflect the manner in whichproducts would be taxed in each of the
states in which we had nexus and to reflect writt@mfirmation of the states' agreements to redouediabilities.

As of December 31, 2009, we have complied with/&@lAs and have begun collecting and remitting sédesn all states in which we have
nexus.

Build-out of our San Mateo facility

In April 2007, we began a build-out of existingioff space at our San Mateo facility. During 200&,3pent $4.0 million in construction costs
for this facility. Of these expenditures, $2.7 il were reimbursed by our landlord as dictatedhigyterms of our lease.

When we signed the lease, the construction ofgftheeswe would lease was unfinished. There was atingg ventilation or air conditioning, |
plumbing or electricity, no networking capabilitpyéno internal walls or offices. As such, the spaes not capable of being occupied by any
lessee. We
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concluded that under GAAP, we should be considéredwner of the construction project for two reeso

. Under the lease agreement, we were responsiblnfocost overruns, to make the building ready tmupancy. Per GAAP, if a lesse
guarantee exceeds 90% of the total project costsitld be considered the owner of the projecessée’s unlimited obligation to cover
costs over a certain amount would result in ourimar guarantee to be in excess of 90% of the ftgect costs. Under GAAP, the
probability of the lessee having to make such paymshould not be considered in performing the maxn guarantee test.

. Per GAAP, regardless of the 90% test discussedealzolessee should be considered the owner ofsdraction project if the lessee is
responsible for paying directly any cost of thejgcoother than normal tenant improvements. Noterahnt improvements exclude
costs of structural elements of the project andeaqyipment that would be a necessary improvemerarfp lessee. Under the lease
agreement, we were responsible for direct payntetitet contractor for completing construction of is@sed space.

Therefore, we have capitalized the fair value efdihfinished portion of the building that we occugiy$17.6 million with a corresponding
credit to financing liability pursuant to the fireing method under GAAP. The fair value was deteedias of May 2007 using an average of
the sales comparison and income approaches. Itiaddie capitalized $4.0 million in constructioosts to complete the space. Each major
construction element has been capitalized andiiglwepreciated over its useful life. The reimbureat from the sublandlord of $2.7 million
has also been recorded as a liability as of DeceBihe2007. The total amount recorded as a finaniéability was $20.3 million.

Subsequent to the completion of construction, wendit qualify for sale-leaseback accounting und&AB because of a provision in the lease
which constituted continuing involvement. There aagquirement to issue the sublandlord a letterexdit in lieu of a cash security deposit.
Our bank required us to maintain a restricted dépbdeast equal to the amount of the letter efltr Under GAAP, providing collateral on
behalf of the buyer-lessor, including a collateradi letter of credit, constitutes continuing invaivent. Further, a financial institution's right of
offset against any amounts on deposit againstex let credit constitutes collateral. Therefore,ex@ect the building to remain on our books
throughout the term of the lease or until we n@karhave continuing involvement. Interest expemsthe financing obligation is recorded o
the term of the obligation.

Because we are considered the owner of the buifdingccounting purposes, the building is beingrdejated on a straight-line basis over its
useful life which we determined to be 40 years.d&termined that certain improvements, includingrgding, electrical, wiring, concrete,
structural steel, carpentry, ceiling, fire sprimkland heating and air conditioning have a weighteztage life of 29 years.

In April 2010, we modified the terms of the builditease. Under the terms of the modified leaseletiter of credit was replaced with a cash
security deposit. This provision allowed us to ifydbr sale-leaseback accounting and to begin acting for the lease as an operating lease.
In connection with the sale-leaseback of the bugdive wrote off the remaining asset value of thiding, related accumulated depreciation
and the financing liability. As a result of thesEaunting transactions, we recorded a gain onleakeback of $1.7 million. Since April 2010,
the lease has been accounted for as an operatisg; le
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Accounting for business combinatior

Intangible assets consist of purchased intellegit@erty acquired in transactions that were acmlfor as business combinations under
GAAP and are measured at fair value at the dagegdisition. We amortize all intangible assets straight-line basis over their expected
lives. As of September 30, 2010, we had $6.0 milbd intangible assets, net. We evaluate our inbda@ssets for impairment by assessing the
recoverability of these assets whenever adversg®wee changes in circumstances or business climdieate that expected undiscounted
future cash flows related to such intangible assetg not be sufficient to support the net book galfisuch assets. An impairment is
recognized in the period of identification to the@emt the carrying amount of an asset exceedsihedlue of such asset. Based on our ana

no impairment was recorded in fiscal year 2009windy the nine months ended September 30, 2010.

Goodwill is currently our only indefinite-lived iahgible asset. As of September 30, 2010, we had $iillion of goodwill. Goodwill is tested
for impairment at the reporting unit level at leastiually on September 30 of each calendar ye@uooe often if events or changes in
circumstances indicate the carrying value may eatdgoverable. Based on this analysis, no impaitnvas recorded in fiscal year 2009 or
during the nine months ended September 30, 2010f Agptember 30, 2010, we have identified two repg units. Application of the
goodwill impairment test requires judgment, inchglihe identification of reporting units, assignassets and liabilities to reporting units,
assigning goodwill to reporting units, and deterimgrthe fair value of each reporting unit. Circuarstes that could affect the valuation of
goodwill include, among other things, a significahinge in our business climate and buying habibsiocustomers along with increased ci
to provide systems and technologies required tpaiphe technology. We have assigned a portiagoofiwill to each of our two reporting
units. Based on our analysis in 2009, no impairneégtoodwill was indicated. We have determined th&0% change in our cash flow
assumptions as of the date of our most recent gilachpairment test would not have changed the onte of the test.

Significant judgments are required in assessingimpent of goodwill and intangible assets incluide identification of reporting units,
identifying whether events or changes in circumstarrequire an impairment assessment, estimatingefoash flows, determining appropriate
discount and growth rates and other assumptionsn@ds in these estimates and assumptions couldiatigtaffect the determination of fair
value whether an impairment exists and if so thewmof that impairment.

When an acquisition includes a liability contingennhsideration, this liability must be adjustedtsofair value each quarter, with changes in
value recorded to operating expense. Managemeéntatsst the fair value of contingent consideratiaohequarter based on its most recent
financial forecast. To the extent our forecastéases, the fair value of the contingent considamatiill increase with change in fair value
recorded to operating expense. Conversely, toxtenteour forecast decreases, the fair value ottimtingent consideration will decrease with
change in fair value recorded as a reduction toaijmgy expense.

Significant judgment is required in developing #ssumptions required to determine the purchase prid in allocating that purchase price to
the assets. If any of these assumptions were diffethe amount recorded as goodwill, intangibetsand contingent consideration would
have been different. The fair value of contingemaideration is likely to fluctuate as our markgtstrategy evolves and as new market data
becomes available.
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In June 2009, we acquired certain intangible asdeBaretools, Inc. The acquisition was accounted a business combination under GAAP.
Certain intangible assets acquired from Caretodlde used in our EHR product. Contingent consitien is calculated based on an estimate
of royalties on revenue generated through June #01h3the sale of products incorporating Caretaeishnology. For the nine months ended
September 30, 2010, we recorded an increase ifaithealue of the contingent consideration for Gaots of $1.3 million. The change in the
fair value of the contingent consideration was ttuehanges in discount periods as well as new agtisrof revenue to be generated using the
acquired technology. These new estimates were msadw information including the following eventbich occurred during the nine mon
ended September 30, 2010:

. We filled several open engineering positions givilsgmore certainty regarding our ability to getraduct to market in a timely mann

. We continued to obtain and conduct our own margs¢arch, which indicated an increase in the exgexteption rate of EHR amoi
U.S. physicians.

. We issued a press release stating our intentienter the EHR marke

. We established an internal timeline for beta tgstihthe new produc

. We began initiatives to market the EHR productudahlg a planned redesign of our ecommerce and suppebsites.

. We increased our expected pricing for the prodaseld on continued monitoring of competition, evadvirends in expected adoption

rates among U.S. physicians, and our ability teas¢ a product with more features and functiontiiy originally anticipated.

. We signed contracts or letters of intent with saleollaborative partners which will allow us tovééop a more robust product wi
more features than originally anticipated. We expleat this will make us more competitive and irase the size and timing of our
expected market penetration.

For the nine months ended September 30, 2010, eeeded a decrease in the fair value of the contingensideration for MedCafe of

$0.4 million. The change in the fair value of tlemtingent consideration was due to changes in digtgoeriods as well as new estimates of
revenue expected to be generated using the acdeirkdology. These new estimates were based csekvevenue and expense forecasts as &
result of a delay in the launch of products usheyacquired technology.

Valuation of deferred tax assets

Our deferred tax assets are comprised primarilyedfoperating loss carryforwards and research amdldpment credits. At December 31,
2009, we had federal and state tax net operatsgdarryforwards of $0.2 million and $12.4 millisaspectively. The federal and state net
operating losses will begin to expire in 2019 afd2, respectively. At December 31, 2009, we hadr@dcnd state research tax credit
carryforwards of $1.1 million and $1.0 million, pestively. The federal research credit carryforwaedins to expire in 2026. The state
research credit carryforwards do not expire. Até&aber 31, 2009, we had federal alternative mininaxnor AMT, credit carryforwards of
$0.7 million. The federal AMT credits carryforwards not expire.

A valuation allowance of $25.6 million at DecemBér 2006 had been recorded to offset deferreddsgta as we were unable to conclude that
it is more likely than not that such deferred tasets will be realized. During the fourth quarte@07, we determined that it would be more
likely than not that
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the cumulative net operating loss and other dedeae benefits would be recoverable by us, creai$g@l1.1 million income tax benefit due to
the deferred tax asset recorded on our balance ahte end of 2007. The determination of wheadjust the valuation allowance requires
significant judgment on the part of management tbaseour historical experience, knowledge of curkarsiness factors and our belief of what
could occur in the future. Although realizatiomist assured, we have concluded that it is mordylitkean not that the deferred tax assets at
December 31, 2007 for which a valuation allowanes determined to be unnecessary will be realizélderordinary course of operations
based on the available positive and negative eeggorimarily our projected earnings. The amourthefdeferred tax assets considered
realizable, however, could be reduced in the rexam if actual future earnings are lower than edtghgor if there are differences in the timing
or amount of future reversals of existing taxabildeductible temporary differences.

The future utilization of our net operating losslaasearch and development credit carryforwaradftet future taxable income may be sub
to an annual limitation as a result of ownershipres. We have had two change of ownership evastéimit the utilization of net operating
loss and credit carryforwards. The change of ownipravents occurred in September 1999 and Augu3.28s a result, utilization of net
operating loss and tax credits prior to the chasfgavnership events will be significantly limite@ihe limitation resulted in the expiration of
unused federal net operating loss, state net dpgratss and federal tax credit carryforwards of3§4illion, $4.2 million and $0.1 million,
respectively.
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Results of operations
Nine months ended September 30, 2009 vs. SepteBle201C

The following table summarizes our results of opiers for the nine months ended September 30, 266%pared to the nine months ended
September 30, 2010 (in thousands):

Nine months endec

Increase/ Increase/
September 30, (Decrease) (Decrease)
2009 2010 $ %
(unaudited) (unaudited)
Total revenues, nt $ 66,24t $ 73,70 $ 7,45¢ 11.2%
Total cost of revenue 21,94 23,33( 1,38¢ 6.2%
Gross profil 44,30: 50,37: 6,07(C 13.7%
Operating expense
Sales and marketir 16,30¢ 22,01 5,70t 35.(%
Research and developmt 10,55¢ 14,51: 3,957 37.5%
General and administrati\ 8,63( 11,24¢ 2,61¢ 30.2%
Change in fair value of contingent
consideratior — 88t 88t *
Total operating expens: 35,49 48,657 13,16¢ 37.1%
Income from operation 8,812 1,71¢ (7,09¢) (80.5%)
Interest incom 10¢ 73 (36) (33.(%)
Interest expens (641) (214 427 (66.€%)
Other income (expense), r (74) 2 76 *
Gain on sal-leaseback of buildin — 1,68¢ 1,68¢ *
Income before income tax 8,20¢ 3,26¢ (4,940 (60.2%)
Provision for income taxe (4,050 (2,142) 1,90¢ (47.1%)
Net income 4,15¢ 1,12¢ (3,039 (73.(%)
* not meaningful

Historically, we were organized as one segmentirBegg in 2010, we organized our operations in®ftillowing two principal segments:
subscriptions and interactive services and eleitriogalth records.
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To date, we have not yet generated revenue fronEBIlR segment as our EHR product has not yet bescleed. We do not allocate certain
expenses to our segments that benefit both segnseits as stock-based compensation and certaimejemel administrative, marketing, and
research and development expenses. These coseparted as corporate expenses. The following winkemarizes our operating results by
segment for the nine months ended September 30, @@thousands):

Nine months ended September 30, 2010

Subscriptions Electronic
and interactive services health records Corporate Consolidated
(unaudited) (unaudited) (unaudited) (unaudited)
Total revenue, ne 73,70: — — 73,70:
Cost of revenu 23,11 — 21¢&(1) 23,33(
Gross profi 50,59: — (21¢) 50,37:
Sales and marketir 14,61¢ 2,152 3,92: 20,691
Research and developm 8,37¢ 2,69 2,20z 13,27«
General and administrati — — 9,321 9,321
Stock-based compensatic
expense — — 4,48¢ 4,48¢
Change in fair value ¢
contingent consideratic (392 1,27 — 88t
Income (loss) from operatiol 27,99: (6,12¢€) (20,15)) 1,71¢
1) Employee stock based compensation charged to tostenue.

Revenues We generate revenue through the sale of sythsers to our premium drug and clinical referermald to healthcare professionals
and by providing healthcare companies with intévactervices to communicate with our network ofrase

Subscriptions revenue. The majority of healthcare professionals in metwork use our free products and services amibtipurchase any of
our premium subscriptions. Subscription optionsdude:

. a subscription to one of three premium mobile potsiwe offer that a user downloads to their mothdeice;
. a subscription to our premium online product oe itenses for access via the Internet on a deskttgptop; anc
. license codes that can be redeemed for such nmbdeline premium products.

Most commonly used on mobile devices at the pdimtoe, our drug and clinical reference products healthcare professionals make more
informed prescribing decisions, enhance patiergtgatnd improve practice productivity.

Subscriptions are recognized as revenue ratablytbederm of the subscription as services areveledil. Billings for subscriptions occur in
advance of services being performed; thereforesthasounts are recorded as deferred revenue wHed.[Al license code allows a holder to
redeem the code for a subscription. Typically,rs® codes must be redeemed within six months tyeseof issuance. When a license coc
redeemed for a mobile subscription, revenue isgeieed ratably over the term of the subscriptiém license code expires before it is
redeemed, revenue is recognized upon expiration.
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Interactive services revenL Our interactive services include:

. DocAlert clinical messaging DocAlert messages are short clinical alertaveieed to our users when they connect with Epesat
databases to receive updated content. The magrithiese DocAlert messages are not sponsored ahdieuseful information for
recipients such as new clinical studies, practiemagement information and industry guidelines. Bdance of DocAlert messages are
sponsored by our clients. These messages serveeticte to communicate key scientific and medinfdrmation to clinicians as a w.
to keep them informed. We work with clients to emsthat their messages are clinically relevant@ridterest to our user network. All
sponsored messages are clearly marked as suclilzedtgo review by our editorial team. Each speaedanessage is available to users
for four weeks and are targeted to all or a subSphysicians to increase the value and relevameedipients. Clients contract with us
to publish an agreed upon number of DocAlert messager the contract period, typically one year.

. Virtual Representative Services Our Virtual Representative Services, includingg detailing, sampling, patient literature detiy anc
the ability to contact drug manufacturers, areglesil to supplement, and in some cases replicat@dtivities of pharmaceutical sales
representatives. Our pharmaceutical clients contvéb us to make one or more of these service#abla to its users for a period of
time, typically one year.

. Epocrates market research progra. We recruit healthcare professionals to paéite in market research activities. Participants
share valuable insights and earn cash honorarigcrently, this service offers market researcleigpists, marketers and investors the
opportunity to survey their target audience. Custantontract with us and pay a fee to us for adoeagargeted group of our users
whom they wish to survey. We pay a portion of fers to the survey participants to induce them ttigipate. Upon completion of the
survey, which typically runs for approximately omenth, we bill the customer the entire amount de.have concluded that we act as
the primary obligor. Accordingly, we recognize gire fee paid by our customers as revenue upofirction of completion of the
survey, and the compensation paid by us to suraeycipants is recorded as a cost of revenue whemee by the participant.

. Formulary hosting Healthcare professionals have the option tendead health plan formulary lists for their geqgnec area or
patient demographic at no cost. Clients, usualgithensurance providers, contract with us to hbeir formulary and make it available
to our users for a one to three year period.

. Mobile resource centers This educational service allows healthcardgagionals to stay current on clinical developmémts variety
of disease conditions and topics. Typically spoeddyy a pharmaceutical company for a year at a &aeh resource center is
developed in conjunction with a key opinion leafterthat specific disease or condition.

We often enter into multiple element arrangememds ¢ontain various combinations of services fromdbove described subscriptions and
interactive services. Typically, clients are billealf of the contracted fee upon signing the catitvath the balance being billed 90 days after
the contract is signed. Because billings for spoetbaontent typically occur in advance of serviseig performed, these amounts are recc
as deferred revenue when billed. Revenue is rezedrover the contracted term as delivery occursh BEement typically has a delivery per
of one year, but the various elements may or maypealelivered concurrently.
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The following is a breakdown of net revenue frorbsriptions and interactive services for the nirmnths ended September 30, 2009 and
2010 (in thousands):

Nine months endec

Seplemberzo, _ oreasel - noreasel
2009 2010 $ %
(unaudited) (unaudited)
Subscriptions $ 13,76¢ $ 17,31! $§  3,54¢ 25.8%
Interactive
services 52,48: 56,38¢ 3,90¢ 7.4%
$ 66,24¢ $ 73,700 $ 7,45t 11.2%

Total net revenues increased $7.5 million, or 1fif¥ethe nine months ended September 30, 2010 cadparthe nine months ended
September 30, 2009. Subscription revenue increg3&dmillion, or 26%, and interactive services eased $3.9 million, or 7%.

Of the $3.5 million increase in subscription reven$2.4 million was due to a large number of lieeosde expirations during the nine months
ended September 30, 2010 and the remainder wa® dueincrease in paid subscription revenue fronoife users. A license code allows a
holder to redeem the code for a subscription. Talpiclicense codes must be redeemed within sixtheto one year of issuance. When a
license code is redeemed for a mobile subscript®renue is recognized ratably over the term ofthescription. If a license code expires
before it is redeemed, revenue is recognized ugpimagion. List prices for our subscription prodsidid not change during 2010. We expec
percentage of users who pay for a subscriptiomtdicgue to decrease. As a result, we expect reviEnoesubscriptions to our premium
products to decrease as a percentage of totaluevarthe future.

As of September 30, 2010, our worldwide user netveonsisted of over one million healthcare profesals. Maintaining this large user
network of U.S. physicians is important becauselitbe a key driver of interactive services revergrowth over the long-term. The number of
users who are U.S. physicians increased approxiynk®&s from approximately 260,000 at September2B09 to almost 300,000 at
September 30, 2010. This high growth rate was duegid iPhone adoption by physicians. We do npeekour network of users to continue
to increase at a similar rate.

A key focus of our business during 2010 and beysrid strengthen and maintain our user networkgerterate revenue from our interactive
services. We intend to devote significant resoutoceshancing the clinical functionality of ourdrefferings and more actively focus our
marketing efforts on increasing awareness and awopf these products and services. We expectéheeptage of users who purchase a
premium subscription to decrease during 2010 agdriz® As a result, we expect revenues from submnip to our premium products to
decrease as a percentage of total revenue in tilne fu

The $3.9 million increase in interactive serviceganue was driven by $1.1 million of new VirtualgfResentative services which were launc

in the first quarter of 2010, with the remaindeeda growth of DocAlert clinical messaging servidgi®st of the increase in DocAlert clinical
messaging services was due to an increase in thbemof contracts fulfilled during the nine montgrled September 30, 2010 as the average
price per contract was similar to the nine monthdeel September 30, 2009.

Historically, our interactive services revenue agadicularly our clinical messaging revenues hawevg at a much faster rate than
subscriptions. We expect this trend to continuthasuse of electronic services as a medium to camoate with healthcare providers contin
to gain acceptance within the pharmaceutical inglukt addition, we introduced new services lat@®®9 and plan to
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introduce new services in 2010, which we expedtalsio drive continued growth in interactive seesaevenue.

Cost of revenues. Cost of revenues consists of the costs relatpdoviding services to customers. These costadecsalaries and related
personnel expenses, stock-based compensation;essypport costs, payments to participants in ntadsearch surveys we conduct for our
customers, third party royalties and allocated bgad.

Much of the content in our premium drug and refeeeproducts is licensed from third parties. Royatigts consist of fees that we pay to
branded content owners for the use of their int&li@l property. Contracts with certain licensordude minimum guaranteed royalty payme
which are payable regardless of ultimate salesithadl royalties may be due based on sales. Werdethese minimum payments as cost of
revenue when incurred.

We allocate overhead expenses such as rent, ocgupharges and information technology costs togtlartments based on headcount. As a
result, such expenses are reflected in costs efweas, as well as in the research and developsaas and marketing and general and
administrative expense categories. Depreciationaamaktization expense is also allocated to costwdnues.

The following is a breakdown of cost of revenueatedl to subscriptions and interactive servicesHfemine months ended September 30, 2009
and 2010 (in thousands):

Nine months ended

Increase/ Increase/
September 30, (Decrease) (Decrease)
2009 2010 $ %
(unaudited) (unaudited)
Subscription $ 5,091 $ 481¢ $ (272) (5.2%)
Interactive
Services 16,85¢ 18,517 1,657 9.8%
$ 2194 $ 2333( $ 1,38 6.2%

Cost of subscription revenue as a percentage atsiption revenue was 37% and 28% for the nine hoanded September 30, 2009 and
2010, respectively. This decrease was due to tidtat subscription cost of revenue remainedvifasite subscription revenue increased due to
the expiration of license codes as discussed in &suRs of Operations—Subscription Revenue.” Instiart term, we expect that cost of
subscription revenue will increase.

Cost of interactive services increased $1.7 milfmmthe nine months ended September 30, 2010 cadpa the nine months ended
September 30, 2009, which was primarily due to $ilbon in outside consulting services and a $@ilion increase in the amortization of
intangible assets. Cost of interactive servicesmee as a percentage of interactive service rewenae82% and 33% for the nine months et
September 30, 2009 and 2010, respectively. Inlibe serm, we expect that the cost of interacteeices revenue will increase.

Sales and marketing expenseSales and marketing expense consists primairalaries and related personnel expenses, sal@missions,
stock-based compensation, trade show expensesopfioo@ expenses, public relations expenses anda#d overhead. Commissions are
expensed upon collection of customer invoices.

Sales and marketing expense increased $5.7 mitioB5%, for the nine months ended September 3) 26mpared to the nine months ended
September 30, 2009. This increase was primarilytdirecreased salary and other personnel cosadiditional headcount to support corporate
marketing efforts of $2.9 million, increased conigig costs to support the launch of our EHR prodict
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$1.2 million, increased salary and other personasis to support the launch of our EHR product@®$nillion and increased stock-based
compensation of $0.4 million. Sales and marketixgease as a percentage of total net revenue foritieemonths ended September 30, 2009
and 2010 was 25% and 30%, respectively. We expdes and marketing expense to continue to increase.

Research and development expe Research and development expense consistsrpyimiasalaries and related personnel expenseskst
based compensation, allocated overhead, consédiamtind expenses related to the design, develaptesting and enhancements of our
services.

Research and development expense increased $4dhnor 38%, for the nine months ended SeptembePB10 compared to the nine months
ended September 30, 2009. This increase was phlyngiase to increased salary and other personne$ ¢costupport the development of our E
product of $1.9 million, increased consulting cdstsupport the development of our EHR product@¥$nillion and an increase in stock-
based compensation of $0.6 million. Research amdldement expense as a percentage of total netwevier the nine months ended
September 30, 2009 and 2010 was 16% and 20%, tasgpcWe expect research and development expenigerease as we continue to
develop new services.

General and administrative expenseGeneral and administrative expense consistsgrily of salaries and related personnel experstesk-
based compensation, consulting, audit fees, lega, fallocated overhead and other general corpexptnses.

General and administrative expense increased $iliGrmor 30%, for the nine months ended Septen@®r2010 compared to the nine mor
ended September 30, 2009. This increase was plyndiare to increased salary and other personnelresgseof $1.1 million, an increase in
stock-based compensation of $0.3 million, increaseduiting costs of $0.3 million and increaseditadd tax fees of $0.2 million. General
and administrative expense as a percentage ofrtetakvenue for the nine months ended Septemh&08® and 2010 was 13% and 15%,
respectively. We expect general and administraimgense to increase due to significant costs weaxp incur as we continue to build and
maintain the infrastructure necessary to comply it regulatory requirements of being a public gany.

Change in fair value of contingent considerationWe acquired certain intangible assets of Catstdnc., in June 2009 and of MedCafe Inc.,
in February 2010. These acquisitions were accouioteals business combinations under GAAP. For the months ended September 30,
2010, we recorded contingent consideration expeh$#&.3 million related to revaluing the contingeonsideration liability for Caretools to its
fair value as of September 30, 2010. The changfeeiiair value of the contingent consideration was to changes in discount periods as well
as new estimates of revenue expected to be gedersiteg Caretools technology. Also during the nimenths ended September 30, 2010, we
recorded a reduction to contingent consideratigreage of $0.4 million related to revaluing the augent consideration liability for MedCafe
to its fair value as of September 30, 2010. Thenghan the fair value of the contingent considerativas due to changes in discount periods as
well as new estimates of revenue expected to bergesd using MedCafe technology. We have not yeenaay contingent payments to the
sellers and do not expect to begin making signifiggyments until 2011. To the extent we are swfaem developing and then successfully
launching our new products using the acquired caonegatechnology, we will record additional congémg consideration expense. Conversely,
to the extent we are not successful in developimythen successfully launching our new productsguie acquired companies' technology,
we will record a reduction to contingent consideraexpense.
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Interest income Interest income was essentially flat for theenimonths ended September 30, 2010 compared tirthenonths ended
September 30, 2009. Although average cash and-&hrartinvestment balances increased during the miorths ended September 30, 2010,
the continued decline in prevailing interest rate8010 compared to 2009 resulted in a slight des#en interest income.

Interest expenst  We incurred interest expense of $0.2 milliontfee nine months ended September 30, 2010 compaf&l6 million for the
nine months ended September 30, 2009. Intereshegpelates to rent payments on our San Mateatyawthich we capitalized as discussed in
"Critical accounting policies and estimates—Builg-of the San Mateo facility" above. Interest exggdecreased during the nine months
ended September 30, 2010 due to a sale-leaseback 8an Mateo facility also discussed above.

Provision for income taxe We incurred a provision for income taxes ofl$aillion for the nine months ended September 80,02
compared to a provision for income taxes of $4.lignifor the nine months ended September 30, 2009 estimate that our effective tax rate
for 2010 will be 58% compared to 47% for 2009. Thaite is driven primarily by pretax book income whhive expect will be lower in 2010
compared to 2009 coupled with the fact that we matibfprovide for income tax on approximately $2néllion of stock-based compensation
related to incentive stock options, or ISOs. GAATesIinot allow us to record a benefit on incentteelsoptions unless and until there is a
disqualifying disposition of the stock. In additjd@alifornia amended its tax law effective 2011 dving the amount of income that is subjec
tax in California for certain California corporati®. As a result, our deferred tax assets in Cailiéonad to be written down which drove up the
overall effective rate.

Years ended December 31, 2008 vs. December 31, 2009

The following table summarizes our results of ofieres for the year ended December 31, 2009 comparttk year ended December 31, 2008
(in thousands):

Years ended December 3: Increase/ Increase/
(Decrease) (Decrease)
2008 2009 $ %
Total revenues, nt $ 83,34 $ 93,65« $ 10,30¢ 12.4%
Total cost of revenue 24,78¢ 29,45; 4,66¢ 18.8%
Gross profil 58,55¢ 64,20: 5,64: 9.6%
Operating expense
Sales and marketir 18,167 22,70 4,531 25.0%
Research and developmt 12,43( 14,66 2,23: 18.0%
General and administrati 14,88¢ 11,587 (3,307 (22.2%)
Total operating expens 45,48t 48,95¢ 3,46¢ 7.6%
Income from operation 13,07« 15,24¢ 2,17¢ 16.6%
Interest incomt 1,18C 127 (1,059 (89.2%)
Interest expens (855) (855) — —
Other income (expense), r 54k (73) (61¢) *
Income before income tax 13,94 14.,44; 503 3.6%
Provision for income taxe (6,510 (6,78¢) (27¢) 4.3%
Net income 7,43¢ 7,65¢ 22t 3.0%
* not meaningful
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Revenues The following is a breakdown of net revenuerfreubscriptions and interactive services for theryended December 31, 2008
and 2009 (in thousands):

Years ended Increase/ Increase/
December 31, (Decrease) (Decrease)
2008 2009 $ %
Subscription: $ 20,09¢ $ 19,00 $ (1,099 (5.5%)
Interactive
services 63,24¢ 74,65: 11,40: 18.0%

$ 83,34 $ 93,65« $ 10,30¢ 12.4%

Total net revenues increased $10.3 million, or 1202009 compared to 2008. Subscription revenueedsed $1.1 million, or 6%, and
interactive services revenue increased $11.4 mijllbo 18%. Total revenues were $2.1 million higtinan they would have been had we not
early adopted new revenue accounting guidancecfotracts signed or materially modified on or aftenuary 1, 2009, as discussed in "Critical
accounting policies and estimates—Revenue recogrétnd deferred revenue” above.

The $1.1 million decrease in subscription revenas due entirely to a decrease in the number ofweighn subscriptions to our premium
products. List prices for our subscription produits not change during 2009 compared to 2008. Tajernity of healthcare professionals in «
network use our free drug reference tool, and dgoochase any of our premium subscriptions. Usgis paid for a subscription represented
16%, and 12% of total active subscribers as of Bz 31, 2008, and December 31, 2009, respectively.

As of December 31, 2009, our user network consigtexver 850,000 healthcare professionals. Maiinigiand strengthening this large user
network is important because it will be a key drigéinteractive services revenue growth over tirglterm. The number of users who are L
physicians increased approximately 17% from appnexely 235,000 at December 31, 2008 to approxim&eb,000 at December 31, 2009.
This growth was largely due to the wide adoptiomwf product on the iPhone platform which was maekglable in July 2008.

The $11.4 million increase in interactive servioegenue was driven by a $4.4 million increase inDocAlert clinical messaging services, a
$2.9 million increase in revenue from Formularytiagservices, a $1.9 million increase in revermoenf Epocrates market research services
and a $2.0 million increase in revenue from motgkource centers.

Of the $5.4 million increase in DocAlert clinicalessaging services revenue, $1.5 million represertnue that we would not have recogn
had we not early adopted new revenue accountirdpgae for contracts signed or materially modifiedoo after January 1, 2009, as discussed
in "Critical accounting policies and estimateRevenue recognition and deferred revenue" above r@tmainder of the increase was driven
31% increase in the number of contracts in prodessg 2009 compared to 2008 offset by a 13% deer@arevenue recognized per contract
in process. Of the $2.9 million increase in formylhosting services revenue $0.3 million was duthé&adoption of the new revenue
recognition guidance discussed in "Critical accmgnpolicies and estimates—Revenue recognitiondeidrred revenue" above. The
remainder of the increase was driven by a 14% &serén the number of contracts in process durifi® 20mpared to 2008 and a 51% increase
in revenue recognized per contract in process.chiiee $2.0 million increase in revenue from molbdsource centers was due to the fact that
mobile resource centers launched late in 2008 athdgenerated $0.3 million of revenue in 2008. B9 million increase in Epocrates mai
research revenue was due to a 10% increase iruthber of contracts in process during 2009 compar&908.
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Cost of revenues. The following is a breakdown of cost of revemekated to subscriptions and interactive servioe¢he years ended
December 31, 2008 and 2009 (in thousands):

Years ended

Decemberal, - nereasel  ereasel
2008 2009 $ %
Subscription: $ 5556 $ 6,65¢ $ 1,00C 18.(%
Interactive
services 19,22¢ 22,89¢ 3,66¢ 19.1%
$ 24,78t $ 29,45 $ 4,66¢ 18.€%

Cost of subscription revenue increased $1.0 millar8%, in 2009 compared to 2008. This increaas due primarily to an increase in third
party royalty costs. Cost of subscription revensia @ercentage of subscription revenue was 28%3%%din 2008 and 2009, respectively.

Cost of interactive service revenue increased 88llion, or 19%, for 2009 compared to 2008. Thisrease was primarily due to increased
costs for customer support personnel of $1.5 millincreased compensation paid to participantaiimuarket research programs of

$0.9 million, and third-party consulting costs &.& million. Cost of interactive services revenseagercentage of interactive service revenue
was 30% and 31% in 2008 and 2009, respectivelthdrshort term, we expect that cost of interaciices revenue will increase.

Sales and marketing expenseSales and marketing expense increased $4.Bmitr 25%, in 2009 compared to 2008. This inceesas
primarily due to increased salary and other perebowsts of $3.0 million for the additional headoboeeded to support our revenue growtt
increase in consulting costs of $0.7 million andrammease in employee stock-based compensatio.6friillion. Sales and marketing expense
as a percentage of total net revenue in 2008 a@f 2@s 22% and 24%, respectively. We expect salésnarketing expense to continue to
increase.

Research and development expe Research and development expense increasedn#iiah, or 18%, in 2009 compared to 2008. This
increase was primarily due to increased salarycdinelr personnel costs of $1.4 million for the aiddial headcount needed to support the
release of our subscription product on additionmdrating platforms, a $0.4 million increase in eoypke stock-based compensation, and an
increase in consulting costs of $0.4 million. Reskand development expense as a percentage bhébtiaevenue in 2008 and 2009 was 15%
and 16%, respectively. We expect research and dewent expense to increase as we continue to iheesily in the development of new
products and services.

General and administrative expense General and administrative expense decreas8ddiBion, or 22%, in 2009 compared to 2008. This
decrease was primarily due to decreased exterdéland tax fees of $1.9 million and decreasedlléges of $1.0 million. In 2008, we incurr
significant audit fees in connection with the awfibur 2008 financial statements and the filingakgistration statement on Form S-1. In
addition, when we decided not to pursue our infiigblic offering in December 2008, we expensed #iilBon of legal, accounting and printer
fees in connection with the filing of our S-1 ttnatd been capitalized throughout 2007 and 2008. akard administrative expense as a
percentage of total net revenue in 2008 and 20G918&6 and 12%, respectively. We expect generabdministrative expense to increase due
to costs we expect to incur as we continue to banld maintain the infrastructure necessary to cpmith the regulatory requirements of be

a public company.
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Interest income Interest income decreased $1.1 million, or 8822009 compared to 2008. Although average cakinbas increased during
2009 the decline in prevailing interest rates if28ompared to 2008 resulted in a significant desweén interest income.

Interest expenst  We incurred interest expense of $0.9 milliotath 2008 and 2009. Interest expense relatesitgpayments on our San
Mateo facility which we have capitalized as disagss "Critical accounting policies and estimatesdit@-out of our San Mateo facility"
above.

Other income (expense), net.Other expense was $0.1 million in 2009 comp#weaather income of $0.5 million in 2008. Otheradnee
(expense) primarily includes interest and penafteshe non-remittance of sales tax in the statesre we believe we have nexus. Historically,
we did not charge nor remit sales tax on any ofsales as discussed in "Critical accounting pdieied estimatesSales tax accrual” above.
2008, we changed our estimate as of December 8%, &0d reversed $0.5 million of the liability fotérest and penalties.

Provision for income taxe We incurred a provision for income taxes of8®@illion in 2009 compared to $6.5 million in 2008.2008, we
had an effective tax rate of 46.7% and we utili$&8.7 million of our net operating loss to offset actual tax liability. In 2009, we had an
effective tax rate of 47.0% and we utilized $8.8iom of our federal net operating loss to offsgiation of our actual tax liability. The state of
California has suspended the use of Californieopetating loss carryforwards for the years 2008 20G9.

Years ended December 31, 2007 vs. December 31, 2008

The following table summarizes our results of ofieres for the year ended December 31, 2007 compartek year ended December 31, 2008
(in thousands):

Years ended December 3: Increase/ Increase/
(Decrease) (Decrease)
2007 2008 $ %

Total revenues, nt $ 6561. $ 8334 $ 17,73 27.0%
Total cost of revenue 22,80¢ 24,78t 1,981 8.7%
Gross profil 42,80¢ 58,55¢ 15,75 36.8%

Operating expense

Sales and marketir 16,88 18,16: 1,28( 7.6%
Research and developme 10,51¢ 12,43( 1,911 18.2%
General and administratiy 11,98 14,88¢ 2,90t 24.2%
Total operating expens: 39,38¢ 45,48¢ 6,09¢ 15.5%
Income from operation 3,415 13,07 9,657 282.6%
Interest incomt 1,714 1,18(C (5349 (31.2%)
Interest expens (285) (855) (57C)  200.0%
Other income (expense), r (239) 54t 77¢ *
Income before income tax 4,61 13,94« 9,331 202.3%
Benefit (provision) for income taxe 21,12¢ (6,510) (27,636 *
Net income 25,73¢ 7,43¢ (18,309 (71.1%)

* not meaningful
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Revenues The following is a breakdown of net revenuerfrsubscriptions and interactive services for theryended December 31, 2007
and 2008 (in thousands):

Years ended

Decemberal,  oeasel - noreasel
2007 2008 $ %
Subscription: $ 19,73: $ 20,09¢ $ 367 1.€%
Interactive
services 45,87¢ 63,24¢ 17,367 37.%%
$ 6561. $ 8334 $ 17,73¢ 27.(%

Total net revenues increased $17.7 million, or 2ifg2008 compared to 2007. There was an increasehscription revenue of $0.4 million,
2%, and an increase in interactive services reveh$é&7.4 million, or 38%.

The $0.4 million increase in subscription revenwswue to an increase in site license revenueptits for our subscription products did not
change during 2008 compared to 2007. Revenue ficande code, mobile subscriptions and internetaigigons did not materially change in
2008 compared to 2007.

As of December 31, 2008, our user network consigtexver 625,000 healthcare providers includingrawee out of every three U.S.
physicians. The number of users who are U.S. playsidncreased approximately 15% from approxima2ély,000 at December 31, 2007 to
approximately 235,000 at December 31, 2008. Thireimse was primarily due to the availability of puoduct on the iPhone operating system
which was launched in July 2008.

The $17.4 million increase in interactive servioegenue was driven almost entirely by an increasmur DocAlert clinical messaging services.
Approximately $7.9 million of this increase was dae change in the terms of our standard climuassaging contracts. In February 2008, we
removed the language from our standard DocAlenicdl messaging contracts that provides these mestwith the right to receive
complementary license codes. Therefore, for stdmdeacontracts with no rights to receive such codagenue for most of our clinical
messaging contracts is recognized over the deliperipd of each message rather than recognizirguah revenue upon completion of the last
deliverable. The remaining increase was a reswts#o increase in the number of contracts that fgfiled in 2008 compared to 2007 as v

as a 45% increase in our average revenue per cantra

Cost of revenues. The following is a breakdown of cost of revemekated to subscriptions and interactive servioeshe years ended
December 31, 2007 and 2008 (in thousands):

Years ended

Decempers, - freresse/ - nereasel
2007 2008 $ %
Subscription: $ 580¢ $ 555¢ $ (250 (4.3%)
Interactive
services 16,997 19,22¢ 2,231 13.1%
$ 22,808 $ 24,78 $ 1,981 8.7%

Cost of subscription revenue decreased $0.3 mjlbod %, in 2008 compared to 2007. This decreasepnianarily due to a $1.1 million
decrease in expense associated with uncollectedranethitted sales tax due to us having become danmplith voluntary disclosure
agreements in most of the states in which we hales $ax nexus during 2008. Historically, we did clvarge nor remit sales tax on any of our
sales and the estimated amount due for uncollestddinremitted sales tax was charged to cost efwexas discussed in "Critical accounting
policies and estimates—Sales tax accrual" above.
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This decrease was partially offset by an increasmistomer support personnel of $0.5 million. Gdstubscription revenue as a percentage of
subscription revenue was 29% and 28% for 2007 808, 2espectively.

Cost of interactive service revenue increased 8gln, or 13%, in 2008 compared to 2007. Thisrease was primarily due to increased
compensation paid to participants in our market¢aesh programs of $0.5 million, increased costs@stomer support personnel of

$0.7 million and an increase in outsourced senade’0.6 million. Cost of interactive services raue as a percentage of interactive service
revenue was 37% and 30% for 2007 and 2008, respbcti

Sales and marketing expenseSales and marketing expense increased $1.@mitr 8%, in 2008 compared to 2007. This increeas
primarily due to increased salary and other pereboosts of $1.0 million for the additional headaoboeeded to support our revenue growth
and increased public relations and advertisingscof$0.3 million, partially offset by a decreaseemployee stock-based compensation of
$0.5 million. Sales and marketing expense as eepéage of total net revenue was 26% and 22% for 20@ 2008, respectively.

Research and development expe Research and development expense increasedn#ilioh, or 18%, in 2008 compared to 2007. This
increase was primarily due to increased salarycdinelr personnel costs of $1.2 million for the aiddial headcount needed to support the
release of our subscription product on additionabite platforms and increased temporary personin®0a! million, partially offset by a
decrease in employee stock-based compensationdfidilion. Research and development expense asceptage of total net revenue was
16% and 15% in 2007 and 2008, respectively.

General and administrative expense General and administrative expense increasedrilion, or 24%, in 2008 compared to 2007. This
increase was primarily due to the write-off of $in8lion of capitalized audit and legal fees corremt with our decision not to pursue our
initial public offering late in 2008, increased doyee stock-based compensation of $1.1 million lgakte to the modification of certain
options, severance costs of $0.4 million and irmedasalary and other personnel expenses of $0idmmpartially offset by a decrease in
temporary personnel costs of $0.7 million. Genaral administrative expense as a percentage ofrtetabvenue was 18% for both 2007 and
2008.

Interest income Interest income decreased $0.5 million, or 32008 compared to 2007. Although average cakinbas increased during
2008 the decline in prevailing interest rates tiyttaut 2008 resulted in a significant decreasetgrést income.

Interest expenst  We incurred interest expense of $0.9 millio2@98 compared to $0.3 million in 2007. Interegiense relates entirely to
rent payments on our San Mateo facility which weeheapitalized as discussed in "Critical accounginlicies and estimates—Builalit of our
San Mateo facility" above.

Other income (expense), net.Other income was $0.5 million in 2008 and otlvguense was $0.2 million in 2007. Other incoméeéese)
primarily includes interest and penalties for tlmemittance of sales tax in the states whereelie\®e we have nexus. Historically, we did

not charge nor remit sales tax on any of our sadediscussed in "Critical accounting policies astihgates—Sales tax accrual" above. The
decrease in other expense is due entirely to a&dserin penalties and interest for uncollectedusmemitted sales tax due to us having become
compliant with voluntary disclosure agreements wstrof the states in which we have sales tax ndurisag 2008.

Provision for income taxe We incurred a provision for income taxes of5h@illion in 2008 compared to a benefit for incotages of
$21.1 million in 2007. The benefit for income taxe2007 was
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primarily due to the release of the entire valuattiowance against our deferred tax asset on Dieee81, 2007. In 2008 we utilized
$18.7 million of our federal net operating losftset our actual tax liability. The state of Califiia has suspended the use of California net
operating loss carryforwards for the years 200820GB.

The determination of when to adjust the valuatibovaance requires significant judgment on the pdrhanagement based on our historical
experience, knowledge of current business factodsoarr belief of what could occur in the future 2007, we concluded that it was more lik
than not that our deferred tax assets would bézeshbefore they expire. Management made this ahétetion based on management's
projections of pretax profitability in the futurend because in the fourth quarter of 2007, foffitsetime we had achieved cumulative
profitability net of permanent tax differences & cumulative quarters.

Quarterly results of operations

The following table sets forth selected unauditadrterly statements of operations data for thersguarters ending March 31, 2009 through
September 30, 2010. The information for each ddelguarters has been prepared on the same bésésaglited financial statements included
in this prospectus and, in the opinion of managemedudes all adjustments necessary for a faiteshent of the results of operations for such
periods. This data should be read in conjunctidh thie financial
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statements and the related notes included in thispectus. These quarterly operating results araeeessarily indicative of our operating
results for any future period.

Three months ended
March 31, June 30, September 30 December 31 March 31, June 30, September 30
2009 2009 2009 2009 2010 2010 2010
(in thousands)

Subscription

revenue: $ 4,66¢ $ 4,521 $ 4,57¢ $ 523t $ 575¢ $ 579 $ 5,76¢
Interactive
services
revenue: 20,05¢ 14,82% 17,60 22,171 18,58: 19,48: 18,32t
Total revenues
net 24,72 19,34« 22,17¢ 27,40¢ 24,33¢ 25,27 24,09(
Subscription
cost of
revenue: 1,81( 1,691 1,58¢ 1,46¢ 1,80¢ 1,57¢ 1,44(
Interactive
services cos
of revenue: 5,15¢ 5,541 6,15¢ 6,03¢ 5,447 6,162 6,90z
Total cost of
revenues(1l 6,96¢ 7,232 7,74¢ 7,507 7,25z 7,73¢ 8,34z
Gross profit 17,76( 12,11z 14,43: 19,89¢ 17,08« 17,54: 15,74¢
Operating
expenses:(1
Sales and
marketing 5,07¢ 5,81( 5,417 6,39¢ 6,83¢ 7,55¢ 7,61¢
Research and
developmel 3,28¢ 3,40% 3,86¢ 4,10¢ 4,51¢ 4,86¢ 5,12¢
General and
administrati 2,84¢ 3,064 2,717 2,951 4,02t 3,92¢ 3,29¢
Change in fait
value of
contingent
consideratic — — — — 1,21« (569) 24C
Total
operating
expense: 11,21 12,27¢ 12,00( 13,46: 16,59¢ 15,77¢ 16,28¢
Income (loss)
from
operations 6,54¢ (167) 2,431 6,43¢ 48¢ 1,76¢ (53¢)
Interest
income 47 40 22 18 20 28 25
Interest
expense (2149) (213 (214) (2149) (2149) — —
Other income
(expense),
net — (75) 1 1 2 — —
Gain on sale-
leaseback (
building — — — — — 1,68¢ —
Income (loss)
before
income taxe 6,381 (415) 2,24( 6,241 29€ 3,48: (519
Benefit
(provision)
for income
taxes (3,127 114 (1,047 (2,73%) (270 (2,72)) 84¢
Net income
(loss) $ 3,25¢ % (301) $ 1,19¢ $ 3,50: % 26 $ 76z $ 33€
1) Includes stock-based compensation in the folloveimpunts:
Cost of
revenue 51 52 52 58 69 81 68
Sales and
marketing 24E 33: 37t 26¢ 39t 54¢€ 37¢
Research an
developme 163 181 251 304 35¢ 367 511
General and
administra 394 58t 641 581 71C 60¢ 611

The timing of our revenue has been affected byseddactors, primarily as a result of the annualdet approval process of many of our
customers in the pharmaceutical industry. As altiesur revenue is generally highest in the fouytiarter of each calendar year. We have
experienced fluctuations in our quarterly reswdts] we expect these fluctuations to continue irfuh&e. The occurrence of a numbel



factors might cause our operating results to vadely, including:

. budgeting patterns of our customers;

. the timing of revenue recognitio

. our ability to retain and increase sales to exgstinstomers;

. our ability to attract new customers;

. the length of time to complete our obligations unel@sting contracts
. changes in our pricing policie
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. the mix of services we sell;

. new product introductions and product enhancentgntss or by our competitor
. effectiveness of our sales force;

. general economic conditions in the United Stated; a

. regulatory compliance

Due to these and other factors, we believe thattguto-quarter comparisons of operating resultswveit be meaningful and should not be
relied upon as an indication of future performar@ther factors may also impact results in any gigearter, particularly with respect to the
timing of revenue. For instance, in the third geadf 2010 revenue was adversely affected by tihgrésof certain customer contracts to be
executed, many of which we expect to instead bewgrd in subsequent periods. Net income has akso ipgpacted as we generate product
development expenses in advance of the commentiabuction of our new EHR product.

Selected Quarterly Financial Data

The table below sets forth a reconciliation ofinebme (loss) to Adjusted EBITDA:

March 31, June 30, September 30 December 31 March 31, June 30, September 30
2009 2009 2009 2009 2010 2010 2010

Net income

(loss) $ 3,25¢ % (301 $ 1,19¢ $ 3,50: $ 26 $ 76z $ 33€
Interest incomi (47) (40) (22) (18) (20) (28) (25)
Interest

expense 214 213 214 214 214 — —
Building rent

expense (214) (213 (214) (214) (214) — —
Other income

(expense — 75 Q) ) 2 — —
Benefit

(provision)

for income

taxes 3,12¢ (114) 1,041 2,73¢ 27C 2,721 (849
Depreciation

and

amortization 69t 73C 72¢ 73E 721 71€ 80<
Amortization o

purchased

intangibles — — — — 8 17 522
Stock-based

compensatic 852 1,151 1,31¢ 1,211 1,53¢ 1,60z 1,56¢
Change in fair

value of

contingent

consideratio — — — — 1,21¢ (569) 24C
Gain on sale-

leaseback o

building — — — — — (1,689 —
Adjusted

EBITDA $ 7,88: $ 1,501 $ 4,268 $ 8,16¢ $ 3,75C $ 353 $ 2,597

Adjusted EBITDA is not a measure of liquidity cdlted in accordance with U.S. generally acceptedaating principles, or GAAP, and
should be viewed as a supplement to—not a sulesfibtt—our results of operations presented on tiséstif GAAP. Adjusted EBITDA does
not purport to represent cash flow provided byysed in, operating activities as defined by GAARr &tatement of cash flows presents our
cash flow activity in accordance with GAAP. Furtimare, Adjusted EBITDA is not necessarily comparablsimilarly-titted measures
reported by other companies.

We believe Adjusted EBITDA is used by and is uséduhvestors and other users of our financialestesnts in evaluating our operating
performance because it provides them with an awdititool to compare business performance acraspanies and across periods. We bel
that:

. EBITDA is widely used by investors to measure a pany's operating performance without regard to $iechs as interest expense,
taxes, depreciation and amortization, which cay gabstantially from company to company dependipgnuaccounting methods and
book value of assets, capital structure and théadeby which assets were acquired; and
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. investors commonly adjust EBITDA information toreihate the effect of stock-based compensation esggeand other charges, which
can vary widely from company to company and impaimparability.

Our management uses Adjusted EBITDA:

. as a measure of operating performance to assistniparing performance from period to period on@siient basis;

. as a measure for planning and forecasting ovexpkeations and for evaluating actual results aganch expectation

. in communications with the board of directors, ktasders, analysts and investors concerning oanfiral performance; ar
. as a significant performance measurement includedii bonus plan.

Liquidity and capital resources

Cash flow from operating activities have been pesisince 2003. Most of our expenditures are fospenel and facilities. As revenues have
grown, operating expenses have also increased. Wowepending as a percentage of revenue has dedré&e expect this trend will continue
to the extent we are successful in growing ourriess.

Operating activities

Cash provided by operating activities was $9.8iamilfor the nine months ended September 30, 20hihwvas primarily attributable to net
income of $1.1 million plus stock-based compensatib$4.7 million and depreciation and amortizati§i$2.8 million.

Cash provided by operating activities was $11.3ionilfor the nine months ended September 30, 2808:h was primarily attributable to net
income of $4.2 million plus stock-based compensati$3.3 million and depreciation and amortizatadr$2.2 million.

Cash provided by operating activities was $17.0ionilin 2009, which was primarily attributable tetincome of $7.7 million plus employee
stock-based compensation expense of $4.5 millidndapreciation and amortization of $2.9 million.

Cash provided by operating activities was $16.8ionilin 2008, which was primarily attributable tetincome of $7.4 million plus employee
stock-based compensation expense of $3.6 millidndapreciation and amortization of $2.6 million.

Cash provided by operating activities was $23.4ionilin 2007, which was primarily attributable tetincome of $25.7 million plus employee
stock-based compensation expense of $3.2 milliepretiation and amortization of $1.9 million andirerease in deferred revenue of

$12.4 million, partially offset by an increase raleferred tax asset of $21.6 million. The incesiasthe deferred tax asset was primarily dt
the release of the valuation reserve of $21.1 omilli

Investing activities

Our policy is to invest only in fixed income instnents denominated and payable in U.S. dollars.itMa@stment policy is as follows:
investment in obligations of the U.S. governmert &g agencies,
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money market instruments, commercial paper, ceatidis of deposit, bankers' acceptances, corpovatistof U.S. companies, municipal
securities and asset backed securities are alloWeddo not invest in auction rate securities, fesurontracts, or hedging instruments.
Securities of a single issuer valued at cost atithe of purchase should not exceed 5% of the nadee of the portfolio or $1.0 million,
whichever is greater, but securities issued bytf& Treasury and U.S. government agencies aréfispdlg exempted from these restrictions.
Issue size should normally be greater than $50anifor corporate bonds. No single position in @sue should equal more than 10% of that
issue. The final maturity of each security withie portfolio should not exceed 24 months.

The following table summarizes our investmentsasty cash equivalents and short-term investmergBscember 31, 2007, 2008, and 2009
and as of September 30, 2010 (in thousands):

December 31 September 30
2007 2008 2009 2010
Cash 28,41 5117 12,14( 11,37¢
Book overdrafi (28,417) — — —
Cash equivalent 70,11¢ 53,14¢ 48,75¢ 40,33t
Shor-term investment 2,50¢ — 4,42¢ 18,46¢
Total cash, cash equivalents and short-term
investment: 72,62( 58,26 65,31¢ 70,17¢
Unrealized gain (loss) on available-for-sale
securities 15 — 2 5

Historically, we have not been a capital-intendiusiness; however, during 2007, we incurred $41Bamiin construction costs for our San
Mateo facility. $2.7 million of these expenditurgsre reimbursed by our landlord as dictated bytéhes of our lease.

Financing activities

Cash used in financing activities of $1.0 milliar the nine months ended September 30, 2010 wasdepurchases of our stock from certain
employees, former employees and former directdading $2.1 million, partially offset by proceedsiin the exercise of employee stock
options of $1.1 million. During the nine months eddSeptember 30, 2010, certain individuals, incigdormer employees and former
directors, entered into binding agreements tocsgtimon stock held by them to three accredited tovesDuring the nine months ended
September 30, 2010, we exercised our right of fe&isal for 0.2 million shares of common stockattracted prices ranging from $6.42 to
$9.89 for an aggregate purchase price of $2.1anilli

Cash used in financing activities for the nine nhergnded September 30, 2009 of $5.5 million wastaltlee acquisition of common stock
from employees of $5.8 million pursuant to a tenaféer discussed in the following paragraph, péytiaffset by proceeds from the exercise of
employee stock options of $0.3 million.

Cash used in financing activities in 2009 was $6ilion and was due to repurchases of our stockfemnployees and former employees
totaling $7.9 million, partially offset by proceeftem the exercise of employee stock options 08$fillion. On June 1, 2009, we repurchased
0.5 million shares of common stock from existingoéogees for an aggregate $5.8 million pursuanttender offer. Also, during the fourth
guarter of 2009, certain former employees entargrlbinding agreements to sell common stock helthbyn to one of various accredited
investors. In certain instances, we elected toaseiour right of first refusal by purchasing thaies from these individuals at contracted pi
ranging from $8.27 to $9.54 per share. We exeraisedight of first refusal to repurchase 0.2 roitlishares of common stock for an aggregate
purchase price of $2.1 million.
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Cash used in financing activities in 2008 was $28il8on and consisted primarily of the reversaloé book overdraft of $28.4 million
discussed below.

Cash provided by financing activities in 2007 wa8.8 million and consisted primarily of a $28.4 I book overdraft and $40.0 million
received in connection with the sale of sharesuofommmon stock, offset by $41.7 million paid t@aice common stock pursuant to a tender
offer for our common stock to certain of our exigtistockholders. The book overdraft was createximection with our transaction with
Goldman Sachs Group, Inc., or Goldman, in whichsald them 3.0 million shares of stock for $40.0lianl. In order to execute this
transaction (that is, to have shares availabléstarance), we repurchased 3.1 million shares ofim@mstock from existing stockholders for
$41.7 million, of which $28.4 million did not cletire bank until January 2008. The book overdraft er@ated because the proceeds for the
sale of shares to Goldman and the payments masadiing stockholders to acquire the shares negessaonsummate the transaction were
originated into different bank accounts for whiahlagal right of offset existed. We classified thenk overdraft as a financing activity in our
statement of cash flows because it relates toamfimg activity.

We believe that the net proceeds from this offeringether with our available cash resources atidipated future cash flow from operations,
will provide sufficient cash resources to meet comtractual obligations and our currently antiofgbtvorking capital and capital expenditure
requirements for at least the next 12 months. Hewegwrior to such time, we may seek to sell addélaquity or debt securities or obtain a
credit facility. The sale of additional equity arrvertible securities may result in additional tda to our stockholders. If we raise additional
funds through the issuance of debt securitiesetbesurities could have rights senior to thoseuofcommon stock and could contain coven
that could restrict our operations. Any requirediidnal capital may not be available on reason&des, if at all.

Our future liquidity and capital requirements vd#pend upon numerous factors, including retentfaustomers at current volume and reve
levels, our existing and new application and serafferings, competing technological and marketedtgyments and potential future
acquisitions. In addition, our ability to generagesh flow is subject to numerous factors beyondcoutrol, including general economic,
regulatory and other matters affecting our custenaed us.

Contractual obligations

The following table summarizes our contractual géiions as of December 31, 2009 (in thousands):

2011-2012 2013-2014 2015+
Less Than 1-3 3-5 More Than
Total 1 Year Years Years 5 Years Other
Operating lease(J 3,08¢ 2,29¢ 78¢ — — —
Operating leases(: 982 322 66C — — —
Minimum royalty and contrac
license fees(3 2,21t 1,64¢ 534 32 — —
Engineering and conte
development(4 2,35( 55C 1,20( 60C — —
Uncertain tax positions(t 66¢ — — — — 66¢
Accrued dividend on Series
Mandatorily redeemable
convertible preferred
stock(6) 26,49: 26,49 — — — —
Fair value of contingent
consideration(7 1,30C — — — — 1,30C
Total 37,09: 31,30¢ 3,18: 632 — 1,96¢
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There were material modifications to the operatéage for our San Mateo facility subsequent to gearas discussed in "Critical accounting
policies and estimates—Build-out of the San Mataility" above. In addition, we entered into an @timg lease on a second facility in New
Jersey. The following table summarizes our contiriabbligations as of September 30, 2010 (in thodsa

Remainder After
Total of 2010 20112012 20132014 2014 Other

Operating lease(J 8,49 94¢ 3,871 3,674 — —
Operating leases(: 2,114 123 1,447 544 — —
Minimum royalty and contrac

license fees(3 974 40¢ 534 32 — —
Engineering and content

development(4 1,95(C 15C 1,20¢ 60C — —
Uncertain tax positions(t 744 — — — — 744
Accrued dividend on Series

Mandatorily redeemabl

convertible preferred stock( 28,62 28,62 — — — —

Fair value of continger

consideration(7 16,93t — — — — 16,93t
Total 59,83t 30,24¢ 7,05¢ 4,85( —  17,67¢

Q) Relates to our facility in San Mateo, Californiadamas amended in April 2010 (see Note 6 to oumitie statements
included elsewhere in this prospectus).

(2) Relates to our facilities in New Jersey.
3) Relates to medical information licensed from thpedties for use in our subscription services.
4) Relates to a contract with a consulting firm toyile product development and content developmenmk wo

(5) Represents uncertain tax positions for which wddcaat make a reasonable estimate of the amoutieoexact period of
related future payments.

(6) Payable in cash upon the effectiveness of thigiofigsee Note 9 of our audited financial statermémtluded elsewhere
in this prospectus).

@) Related to fair value of contingent consideratierofithe indicated date pertaining to business doations (see Note 5
our audited financial statements included elsewhetkis prospectus

Legal matters

From time to time, we may be involved in lawsudgims, investigations and proceedings, consigtirigtellectual property, commercial,
employment and other matters, which arise in tldénary course of business. In accordance with GA#&record a liability when it is both
probable that a liability has been incurred andatfm@unt of the loss can be reasonably estimategseTprovisions are reviewed at least
quarterly and adjusted to reflect the impact ofatiegions, settlements, ruling, advice of legalsel and other information and events
pertaining to a particular case. Litigation is irgrgly unpredictable. If any unfavorable ruling @e&o occur in any specific period, there exists
the possibility of a material adverse impact onrdsults of operations of that period or on ouhcasd/or liquidity. Currently, we are not
involved in any material litigation.
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Off-balance sheet arrangements

We do not have any relationships with unconsolid&tetities or financial partnerships, such as iestivften referred to as structured finance or
special purpose entities. We do not have any audstg derivative financial instruments, off-balarsteet guarantees, interest rate swap
transactions, or foreign currency forward contracts

Sarbanes-Oxley compliance and corporate governance

As a public company, we will be subject to the mipg requirements of the Sarbanes-Oxley Act of2@eginning with the year ending
December 31, 2012, we will be required to estaldisth regularly evaluate the effectiveness of irgkeecontrol over financial reporting. In order
to maintain and improve the effectiveness of disate controls and procedures and internal contret financial reporting, significant
resources and management oversight will be requikerlalso must comply with all corporate governamzpiirements of The NASDAQ
Global Market.

Quantitative and qualitative disclosures about marlet risk

The primary objective of our investment activitiego preserve principal while at the same time imiing yields without significantly
increasing risk. To achieve this objective, we Bhia money market funds and high quality debt sdea. Our investments in debt securities
are subject to interest rate risk. To minimizegkposure due to an adverse shift in interest ratesnvest in short term securities and maintain
an average portfolio duration of one year or less.

Our operations consist of research and developarahtales activities in the United States. As altesur financial results are not affected by
factors such as changes in foreign currency exaheatgs or economic conditions in foreign markets.

Recently adopted and recently issued accounting glance

The following accounting guidance was either relyessued but not yet adopted or was adopted duhiagear ended December 31, 2009.
With the exception of those items discussed betbare have been no recent accounting pronouncermeakgnges in accounting
pronouncements that are of significance to us.

Effective July 1, 2009, we adopted changes issydeASB to the authoritative hierarchy of GAAP. Thehanges establish the FASB
Accounting Standards Codification, or Codificatias,the source of authoritative accounting prirspkecognized by the FASB to be applied
by nongovernmental entities in the preparationiradricial statements in conformity with GAAP. Ruéesd interpretive releases of the
Securities and Exchange Commission, or SEC, undbpéty of federal securities laws are also sosi@ieauthoritative GAAP for SEC
registrants. The FASB will no longer issue new dtads in the form of Statements, FASB Staff Pos#jar Emerging Issues Task Force
Abstracts. Instead the FASB will issue Accountitgrilards Updates. Accounting Standards Updatesatilbe authoritative in their own rig
as they will only serve to update the Codificatifs.the Codification was not intended to changaltar existing GAAP, it did not have any
impact on our results of operations, financial posior cash flows.

Effective July 1, 2009, we adopted changes issyatidd FASB that amend the other-than-temporary impent guidance to improve the
presentation and disclosure of other-than-tempdrapairments on debt and equity securities in tharfcial statements. The adoption of this
new guidance did not have a material effect onresults of operations, financial position or cdskws.
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Effective January 1, 2009, we adopted changesddsy¢he FASB that require entities to allocatesraie in an arrangement using estimated
selling prices of the delivered goods and senizsed on a selling price hierarchy. The amendnediménate the residual method of revenue
allocation and require revenue to be allocatedgutie relative selling price method. The amendmarggequired to be applied on a
prospective basis for revenue arrangements eniteie@dr materially modified in fiscal years begingion or after June 15, 2010, with early
adoption permitted. The adoption of this new guaadid not have a material effect on our finanpiition or cash flows, but did have a
material effect on our results of operations. Ifivael not adopted the new guidance on January B, 26@enue and net income would have
been $2.1 million lower than reported.

Effective January 1, 2009, we adopted changesddsy¢he FASB that require an entity to recognimedssets acquired, liabilities assumed,
contractual contingencies and contingent consiaeratt their fair value on the acquisition datdulther requires that acquisition-related costs
be recognized separately from the acquisition apeesed as incurred; that restructuring costs peresed in periods subsequent to the
acquisition date; and that changes in accountingdferred tax asset valuation allowances and esdjimcome tax uncertainties after the
measurement period be recognized as a componendasion for taxes. In addition, acquired in-preseesearch and development is
capitalized as an intangible asset and amortized it estimated useful life. With the adoptiortiié accounting standard update, any tax
related adjustments associated with acquisitioasdlosed prior to January 1, 2009 will be recorttedugh income tax expense, whereas the
previous accounting treatment would require anystdjent to be recognized through the purchase.prfee adoption of this new guidance did
not have a material effect on our results of opanat financial position or cash flows.
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Business
Overview

Epocrates is a leading provider of mobile drugnesiee tools to healthcare professionals and inigeaservices to the healthcare industry.
Most commonly used on mobile devices at the pdimtoe, our products help healthcare professiomalse more informed prescribing
decisions, enhance patient safety and improveipegptoductivity. Our user network consists of ogae million healthcare professionals,
including over 300,000, or more than 45% of, U I8/gicians, as of November 2010. We offer our prégloa all major U.S. mobile platforms
including Apple (iPhone, iPod touch and iPad), Auidy BlackBerry, Palm and Windows Mobile devices.date, our interactive services
clients have included all of the top 20 global phaceutical companies by sales and over 350 ind#iplnarmaceutical brands.

Our proprietary drug content is the most frequentigd mobile reference product by healthcare psafeals, based on studies conducted by
Kantar Media and others, and provides healthcasfegsionals with convenient access to informathmy theed at the point of care. Healthcare
professionals are able to access information saaosing, drug/drug interactions, pricing and iasge coverage for thousands of brand,
generic and over-the-counter drugs. Physicians Epecrates for accurate content and innovativeroifis and use our products more than any
other mobile drug reference tool. Our strong braas enabled us to build a large and active netebusers, which enhances our ability to
market our interactive services.

Through our interactive services, we provide thaltheare industry, primarily pharmaceutical companaccess to our user network to deliver
targeted information in a cost-effective mannerr €rrvices include:

. DocAlert clinical messaging to deliver news andtalencluding product approvals, clinical studyuis and formulary status chang

. Virtual Representative Services for drug detailidigig sampling, patient literature delivery and dbdity to contact drug manufacture
at the point of care; and

. Market research programs to survey healthcare ggfieals

In 2008, pharmaceutical companies spent over $difti@ on promotional activities including detaili, journal advertisements and
ePromotion, according to SDI's 2009 Promotionalifsjar the SDI Audit. An increasing proportiontbfs annual pharmaceutical promotional
spend may be redirected from traditional promot8uch as sales representatives and the print methustectronic channels. We believe the
effectiveness of our interactive services and arm diversity of our network will enable us to aaptan increasing portion of this spend.

We generate revenue by providing healthcare corepanith interactive services to communicate withrmetwork of users and through the
sale of subscriptions to our premium drug and ctihieference tools to healthcare professionalsawéncreasing our emphasis on generating
interactive services revenue from healthcare coiegahrough the launch of innovative new producis services. We have increased our
focus on product development and technology enlmentto continue to meet the demands of our cliantsusers. Our goal is to continue to
strengthen and maintain our network through thenot@n of our free subscription product and theddtction of additional tools to support
healthcare professionals at the point of care.
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Market opportunity

Physicians are seeking ways to address growingrastngtive complexities, increasing reimbursemegsgures and a constantly changing
regulatory environment. As a result, physiciansiaceeasingly adopting technology solutions thatt#a them to respond to these challenges
while improving the quality of patient care. Weibgk these trends will continue to increase theatehfor our drug and clinical reference
tools. At the same time, pharmaceutical compameseeking to improve the effectiveness of thdgractions with physicians and other
healthcare professionals. We believe our interac@rvices will continue to attract marketing spoch pharmaceutical companies seeking
new channels for promotional activities.

Physicians

Physicians are under increasing time press’ According to a study by the Annals of Familyditene conducted in 2005, primary care
physicians spend nearly half of their work day ofivities outside of the exam room, predominanttyfollow-up and documentation.
Paperwork adds at least 30 minutes to every hopatiént care provided, according to a study corsimiged by the American Hospital
Association in 2006. These constraints limit theoant of time physicians' have available to diagrese treat patients. We believe physicians
are adopting tools that integrate into their dallpical workflow and to increase productivity idsi the exam room.

Physicians are increasingly using mobile technats¢  Two-thirds of physicians used smartphones B92@ccording to a California
HealthCare Foundation report. Healthcare profesdsomave adopted mobile technology for use duratgept consultations and to enhance
patient care by facilitating drug identificationcaimteraction. Many physicians who use mobile deviwith a drug reference product view it as
essential to their practice.

Physicians need relevant and reliable informatiohe point of care An estimated 1.5 million Americans are harmadheyear by drug
errors, all of which are preventable, according 8006 report from the Institute of Medicine. Acterdrug reference information at the point
of care helps reduce the likelihood of adverse dnents. Physicians are most likely to seek infdiongpertinent to patient interactions when
using a mobile device and primarily access medidatmation during patient visits, according to SDVobile and Social Media Study
conducted in 2009, or the SDI Mobile Study. In &iddi, the majority of physicians with a mobile deiuse it for accessing drug information,
drug interactions and prescribing information.

Physicians are facing an information burde In order to make informed prescribing decisj@ig/sicians require access to current, reliable
and relevant clinical and pharmaceutical informativ/e believe the quantity and breadth of infororatvailable to physicians creates the |
for tools to condense information into a quickiydarasily understood form.

Pharmaceutical companie

Patents are expiring and new drug approvals ardtéth  Patent expirations, particularly those for klmester drugs with over $1.0 billion in
annual sales, and fewer new drug approvals ardtiresin shrinking revenues and profit margins fibrarmaceutical companies. As a result,
pharmaceutical companies are reducing their sateg$ and embracing cost-effective channels to asmizate with physicians in a more
targeted way, while generating a return on investme

Traditional sales model is changing. A pharmaceutical representative sales callietail, costs between $203 and $216, depending on
physician type, according to a study by Cutting €tigormation in 2009. On average, primary caresatpresentatives only succeed in
speaking with physicians on 59% of visits. Représres then spend less than three minutes oftguatie with physicians. Furthermore, a
2009, one in five practices had eliminated acoeghysicians by pharmaceutical representatives
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due to increasing time pressure and many morerhpdded additional scheduling restrictions. As altemany pharmaceutical companies are
reducing the size of their sales forces. These emmg are seeking cost-effective ways to accessi@hays that both augment and replicate the
services traditionally provided by pharmaceuticdés representatives.

Electronic health records

The Health Information Technology for Economic &lthical Health Act, or HITECH Act, passed as pafrthe American Recovery and
Reinvestment Act of 2009, was intended to fundiacdntivize the adoption of Electronic Health Retsyror EHR, by physicians. By 2016,
$19.2 billion of government subsidies for EHR immpkntation are expected to be distributed.

EHR systems have had limited adoption by physicthresto the required information technology reseunvestment, usability concerns and
potential workflow disruption. While EHR adoptiosincreasing, as of 2009, solo and small grouptigehad the lowest rate of adoption.
According to Software Advice, 94% of office-basdtygicians did not have a fully functional EHR, 42009. Solo and small group practices
are seeking a cost-effective, easy to implementrambtely-hosted product. This segment of the mhgsipopulation has been the most
difficult for EHR companies to access, resultindnigh client acquisition costs.

Our solutions
Physicians

Our proprietary drug reference content is curreraievant and reliable. We provide healthcare professionals with actessirrent drug and
clinical information, specifically edited and fortted for use at the point of care. Our in-housente& pharmacists and physicians proactively
collect, analyze and distribute relevant drug infation that physicians need to make more infornlieétal decisions.

We improve patient safety by reducing adverse @éuants. Physicians report that the use of our propryedaug reference tool reduces the
likelihood of adverse drug events and improvesgpatsafety. More than 50% of physician users regloatvoiding one or more medical errors
every week, according to a survey conducted by Egpes of over 2,800 physician users, or the 20ldEgpes Study. The majority of
physicians surveyed stated that Epocrates contanptompted a change in a prescribing decisiomasily to avoid potential drug interactions
or adverse effects.

We improve practice productivity. Over 40% of physician users reported savingentioan 20 minutes per day using our drug refer&ae
according to the 2010 Epocrates Study. For exartipgeformulary coverage information in our producas improve physicians' productivity
by reducing the time required to determine appedpricost-effective prescriptions and decreasathgber of pharmacy call-backs. Physicians
refer to Epocrates numerous times throughout tigdataquick access to clinical information.

We are available on all major mobile platforms retUnited States. We offer our drug reference tool on a broadyanf mobile devices in
order to provide physicians with flexibility in tmechoice of mobile platform. In addition, our sugspof all major U.S. mobile platforms helps
us strengthen and maintain our network of healthpaofessionals. In February 2010, we launchedpreducts for the Google Android and
Palm webOS platforms and have experienced signifiearly adoption from physicians. According to 82l Mobile Study, 90% of physicia
downloading medical applications to their mobil&ide downloaded Epocrates products.
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Pharmaceutical companie

We provide a targeted and controlled communicatioannel to physicians. Through our interactive services, we provideeas to physiciat
segmented by medical specialty and other charatitariallowing for more targeted communications. Mggeve that our communication
channel offers less variability in information deliy to physicians than traditional detailing methoThe electronic delivery of our messaging
results in consistent, focused and reliable compatiuns with physicians. Additionally, we believer@stablished trust with physicians and
knowledge of their information preferences increabe willingness of physicians to accept commuitoa from pharmaceutical companies.

We provide services that augment and replicatessapresentative activities. Our Virtual Representative Services, includiingg detailing,
sampling, patient literature delivery and the &pild contact drug manufacturers are designedpplsment, and in some cases replicate, the
activities of pharmaceutical sales representatiZésctronic promotional activities are more codeefive than traditional sales calls for
detailing. Our interactive services enable pharmtical companies to achieve returns on their margehvestments, increase the reach and
frequency of interactions with prescribing physisan new, niche and established brands, and rffergieely support underserved
geographic markets.

Our solutions generate significant return on invesiht and repeat business.Communications to physicians through our DoctMeessaging
service create significant return on investmenfplwarmaceutical companies in the form of incregsedcription volume and accurate message
recall. Our demonstrated return on investment tedulrepeat and expanded business from our phautieal clients. Approximately 60% of
our pharmaceutical clients have multiple contragth us and our top 10 clients by revenue in 208@tworked with us for an average of over
seven and a half years.

Electronic health records

We are developing an affordable, easy-to-use EHymt that will serve the needs of solo and smallig practices and will allow users to
qualify for subsidies under the HITECH Act. We ek our experience developing information technplogls used at the point of care by
physicians provides us the insight and experieaakeliver a product that physicians will find easyearn and use. We will offer our EHR
product in a hosted, software-as-a-service, or Sma8ner. We believe our SaaS delivery model, @amlplith our monthly subscription
business model, effectively replaces the largentfloaded cost, typical of most traditional licedsnterprise software deployments, with a
lower risk, pay-as-you-go model. As a result, wikelve our EHR solution will require lower initiahvestment in thirgearty software, hardwa
and implementation services, and will have loweagang support costs than traditional enterprisénsre. In addition, our trusted reputation
and ability to communicate with our network of 0380,000 physicians can result in low client acitjiois costs for us.

Our strengths
We believe that we have the following key compeditstrengths:
Recognized and trusted brand with healthcare prafiesals

Our brand is recognized and endorsed among hesdtpcafessionals as a trusted and accurate sofidregand clinical information.
According to a user satisfaction survey conducteocrates in 2010, or the Epocrates 2010 SuB&34 of respondents indicated that they
were "very likely" or "likely" to recommend Epocestto a colleague. Furthermore, over 50% of respaischad recommended Epocrates s
more times in the past year. Epocrates is the pezfenobile provider to facilitate communicatiortween physicians and pharmaceutical
companies, according to the SDI
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Mobile Study. We believe our trusted brand hasrilomted significantly to the growth of our netwaakd our revenues.
Large and active networ

Our large and active user network is a valuabletdss our business. We currently have over onéanikctive healthcare professional users,
including over 45% of U.S. physicians. We defineaative user as an individual who has used our dzteyence tool or services within a
defined time period or subscribes to a premiumicdinnformation product. Epocrates products aréelyi used by general and specialty
physicians, with high penetration among emergeneglioine (71%), family practice (58%) and cardiol@§2%) physician populations, as
estimated by Epocrates based on data from the AareMedical Association and the Bureau of Laboti€tes. Additionally, we have
extensive geographic reach with users in all 5t@staAcross these demographics, Epocrates has bemmoimtegral part of the daily clinical
workflow of users in our network, resulting in frggnt use of our products and services. Approxima#i% of physicians using Epocrates
products access the content daily, with 43% of tieing it four or more times per day, accordingh® Kantar Media Professional Health Non-
Journal Media June 2010 Study.

Our current users play an important role in driviregwork growth through referrals to potential nesers. In 2005, we established the
Epocrates Advocate Program in which enthusiasticiaftuential healthcare professionals in our netiyoromote the use of mobile medical
technology and Epocrates' solutions. AccordindveEpocrates 2010 Survey, nearly 70% of the respurdvere referred to Epocrates by a
colleague, friend or medical school. For thesearsswe believe the breadth and loyalty of our nséwork are not easily replicated.

Proprietary drug reference tool

We select and format our drug and clinical contergrovide healthcare professionals with informaticherever and whenever they need it.
Our proprietary drug content is developed and ocoatly updated by a team of physicians and phastewiho work to ensure accuracy and
relevance. This team also works to provide objecsind reliable information to our network. To deyebur drug content, our team researches
and reviews primary literature, specialty socieggammendations, evidence-based medicine, clinigdkgines and manufacturer labeling. Our
content is then formatted expressly for displaymabile devices to ensure integration with our usgoskflow. We believe the quality,
relevance and ease of use of our content drivaloility to attract and retain users.

Powerful business mods

Our user network is primarily composed of healthganofessionals who access our free drug referemaent. A smaller percentage of our
users purchase one or more of our premium druglmdal reference tools. Regardless of whetheeathcare professional pays for a
subscription or uses our free version, our netvodvides a base for generating multiple revenieastis from healthcare industry clients. By
providing our healthcare clients, primarily pharmatical companies, with opportunities to engagé witr network of physicians, we monet
our network while incurring limited incremental exyses. In addition, we believe our revenue gemegratrvices enhance the product offerings
to our users with additional free content that they elect to download. We believe the power oftauginess model will increase as we
strengthen our network and as our pharmaceutimaitsl shift more of their promotional spending fiec&ronic communications.

Proven technology architectur

Our mobile products are not dependent on continacusss to the Internet, and therefore are fashacessible to our users. For a substantial
majority of our users, our drug and clinical refeze tools reside directly on their mobile devica.&result, access to our clinical information
by these users
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at the point of care is not subject to interruptioriags in Internet service. Our infrastructureésigned to seamlessly control and deploy rc
and customized content to a large number of ualosying for simple and efficient downloads and afes of our clinical information.
Additionally, our products have been refined over past ten years based on feedback from and dsségegenerated by our large network of
healthcare professionals. We believe these atéghentinue to be significant advantages in supppdur network.

Extensive industry relationship

We have developed relationships with key participamthe healthcare industry. Our large clientebaovides diversification across the
healthcare industry and includes:

. Pharmaceutical companiesAll of the top 20 global pharmaceutical comparbgsales have worked with us to communicate to
physicians. To date, we have entered into cont@mtering over 350 individual brands. We deliveénichl messages for pharmaceut
brands on topics such as new drug indications,caas and clinical findings. We continuously idéntphysician information needs a
collaborate with our pharmaceutical clients to depesolutions that meet such needs and achievéfispmarketing objectives.

. Market research companiesOver 250 market research firms have used ouicgsrto recruit healthcare professionals for market
research surveys on behalf of the healthcare aaddial services industries.

. Healthcare payors. Over 100 commercial and Medicaid health insurgriae clients, covering approximately 100 milliavels, have
paid us to host and disseminate their formulargrimiation. In addition, we work with the Centers fdedicare and Medicaid Services,
or CMS, to provide clinicians with insurance cogganformation for all Medicare Part D plans.

In 2009, no one client represented more than 10&uofotal net revenue.
We also have relationships with other importanttheare organizations, including:

. Medical schools and association®ver 60% of the U.S. accredited medical schomigidute our premium products for free to their
students. We also have marketing arrangementsowéh26 leading state and national specialty aaioos to educate their members
about our products.

. Government agenciesWe collaborate with government agencies such@$ood and Drug Administration, or FDA, Centerns fo
Disease Control, or CDC, and Agency for Healthd@esearch and Quality, or AHRQ, to disseminate @dininformation to healthcare
professionals through our messaging system asle @aovice. Our medical editors review new guide§ and announcements from
these agencies to share with our users to provaameise source of clinical information.

Experienced management tea

Our management team includes experienced healt{ipt@emaceutical and information technology industtecutives. We benefit from their
operational experience, thorough understandingehtarketplace and extensive relationships withmpheeutical companies and other
existing and potential clients.
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Our strategy

Our strategy is to strengthen our leadership poséis a provider of proprietary drug reference @her point of care tools to healthcare
professionals. Helping physicians and other heatthprofessionals improve patient care, reduce cakdirors and save time is central to the
success of our business, and is our highest pri@it expanding our service offerings, we will pig pharmaceutical companies additional
opportunities to more effectively engage with osemunetwork. Key elements of our strategy include:

Strengthen and maintain our networ

We believe that our focus on the needs of healehpeofessionals is the foundation of our succedssaritical to the growth of our business.
We plan to strengthen our network by continuingetiver innovative products for healthcare profesais that easily integrate into their
workflow, thereby providing information wherevercawhenever they need it. We intend to meet heakhgeofessionals' evolving needs by
continuing to invest significant clinical, produdgvelopment and marketing resources in our prodWétsstrive to continually enhance the
clinical functionality and efficiency of our prodis¢ both free and paid, through new content antlifea to help our growing and diverse
network.

We recognize the importance of the Apple platfoasrepresented by the strong adoption to date @mtthaed user growth trend. To continue
supporting the needs of clinicians who chooseglagorm, further exploit the power of it and explaosur offerings, we acquired Modality, Inc.
Modality is a premier developer of digital learnjrggsessment, training and reference applicatmmadple mobile devices. The acquisition
will expand Epocrates' product portfolio and aciake the delivery of innovative clinical solutiofts healthcare professionals.

The majority of physicians are accessing medidakimation online. With the acquisition of MedCafel in 2010, an online product
information portal, we are establishing additiopl&rmaceutical resources for clinicians online. Mge plan to create an online experience
complements our mobile offerings. This will ultireit provide a seamless experience for our usemsatechnology platforms, as well as
create additional content and interactive servaggsortunities to expand our network and becomevan enore attractive platform for our
pharmaceutical clients.

Further integrate our products into physicians' affe workflow

We are an established part of the workflow of mphysicians and are working to become further irgtegt into their daily practices. We plan
to develop products and services that further ecdn@nactice productivity and efficiency, and allptwysicians to more conveniently access
patient medical data. A key element of our stratedp leverage our deep understanding of physiiaeeds, workflow and preferences to
create an innovative EHR solution. Our EHR prodsitteing developed by a physician-led design teadnwveill further integrate our products
into users' daily practices. Special attentioneim@ directed towards overcoming the usability fations associated with many existing EHR
systems.

Develop our solutions for new technology platforr

Our strategy is to make our products availablegaithcare professionals on the mobile device df tti®ice. As the leading provider of mok
drug and clinical reference tools, we are well fiosed to take advantage of the new hardware aftéa@ entering the market. Our drug
reference product was the first medical applicatigailable on the iPhone platform and is also abéd on the iPad. In April 2010, we were the
most downloaded application of the more than 2)@@8d in the medical category for iPhones. In &ddj we launched the Epocrates drug
reference product on the Google Android and PaliQ@®& operating systems in February 2010.
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Expand our pharmaceutical offering

Pharmaceutical companies are embracing new andatine means to reach physicians in a more effia@ad cost-effective manner. The
increased adoption of information technology solusi has created a substantial opportunity for heale companies to leverage mobile
devices and the Internet to reach physicians, detuthose in our network. We will continue to prate our electronic services as a highly-
trusted and targeted channel to reach healthcafegsionals.

Pharmaceutical companies spent over $12.8 biltia20i08 on professional promotional activities imthg detailing, journal advertisements .
ePromotion, according to the SDI Audit. We inteactapture an increasing proportion of this prommispend by developing innovative
solutions that provide physicians value and meatiplaceutical companies' objectives. By creatinglpcoextensions, adding features to our
existing products and offering new services, weinarease the reach and frequency of interactietsden pharmaceutical companies and
physicians.

Our products and services
Epocrates mobile drug and clinical reference proda

Our clinical offerings include both free and premigsubscriptions designed to help users make méoened treatment decisions. While the
majority of healthcare professionals in our netwosk the free drug reference tool, additional poemilrug and clinical resources are available
for a fee. Most of our premium subscriptions arechased online by individual healthcare provid&gsocrates drug reference tools provide
quick access to information for thousands of brgesheric and over-the-counter drugs, includingmpsinteractions, adverse reaction,
contraindication, mechanism of action and pricing.

Mobile Drug and Clinical Reference Tools

Epocrates
Epocrate: Epocrate: Epocrate: Essentials
Feature: Rx (FREE) Rx Pro Essentials Deluxe
iPhone
iPod touch iPhone iPhone iPhone
Blackberry iPod touch iPod touch iPod touch
Android Blackberry Blackberry Blackberry
Palm Palm Palm Palm
Windows Windows Windows Windows
Available platforms Mobile Mobile Mobile Mobile
Drug monographs, health pl:
formularies v v v v
Drug interaction checker,
calculators v v v v
Pill ID and pill pictures v v v v
Brand name OTC produc v v v v
Alternative (herbal) medicine v v v
Infectious disease treatment
guide v v v
Disease and condition
monograph: v v
Diagnostic and laboratory tes 4 v
ICD-9 and CPT code v
Medical dictionary 4
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Epocrates online drug and clinical reference procdisc

We also offer the online drug and clinical referetaols for free or through a premium subscriptionr free online product includes the same
drug and formulary information found in the EpoesaRx free mobile product. We also offer complinaepticcess to disease content
developed in conjunction with the BMJ Group, puiss of the British Medical Journal. Additional fiegiees include patient education handouts
available in English and Spanish. We currently hevegreement with The BMJ Group to assist usaoriging disease content for both the
and premium online and mobile reference tools. &lth this agreement can be terminated by The BMdiisupon six months' notice to us, in
such event, we would continue to have access todhtent for use in both the free and premium @ndind mobile reference tools on a royalty-
free basis but would assume the obligation of na&iimg this content.

Our online premium product includes the above, el$ & an alternative medicine database, hundreaiedical equations, clinical criteria and
unit/dose converters. The online premium versioy b&purchased by individuals on the Epocrates el for groups of ten, through our
institutional sales team. The institutional sak=s works with large group practices, hospitalajthesystems and medical schools investing in
clinical products for their providers. A site licnfor Epocrates Online Premium is available twipehealthcare professionals at an institu
system-wide access to the product.

Interactive service:

With our large network and ability to reach ove03M0 U.S. physicians, we provide an effective clehfor the pharmaceutical companies to
communicate with their target audience. We offestemized programs to our clients that deliver tangeefficiencies and promotional
synergies, providing a cost-effective way to dissette product information and achieve brand obyjesti

DocAlert clinical messagin¢ DocAlert messages are short clinical alertsszdedd to our users when they connect with Eposta&abases
receive updated content. In 2009, we deliveredvanage of nearly six million DocAlert headlinesaior network each month.

As of July 2010, approximately 26% of DocAlert mexgss delivered to U.S. physicians have been spathdyrour clients. These messages
serve as a vehicle to communicate key scientiftcraedical information to clinicians as a way to fxéleem informed. We work with clients to
ensure that their messages are clinically relesadtof interest to our network. All sponsored mgssaare clearly marked as such and subject
to review by the Epocrates editorial team. Messagesargeted to all or a subset of physicianadteease the value and relevance to recipients.
This also allows clients to reach their core aucksn Depending on the alert, clinicians may haeeoition to view additional information on
their mobile devices, save the messages for fuafezence or request additional information via ink@llow-up emails may include clinical
abstracts, continuing medical education, conferemtiications, clinical guidelines or links to eslant or branded websites. In collaboration
with our clients, we have demonstrated a significaturn on investment for their marketing sperahfrDocAlert messaging campaigns.

The balance of the messages are non-sponsorethcdunde useful information for recipients such asvrclinical studies, practice management
information and industry guidelines. Our technoladjpws us to deliver timely public service contsath as clinical recommendations, drug
recalls and safety alerts for the FDA, CDC and AHfR@sers. For example, last year, we quickly dissated HLN1 news during the flu
season on behalf of the CDC.
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Virtual representative services. Our fully integrated mobile promotional progrsuare designed to supplement and replicate thiitnzeal
sales model with services typically provided duniagresentative interactions—product detailinggdsample and patient literature delivery,
and drug coverage updates. Given the changing @tautical sales business model, we are well pasitido provide services to our physic
network:

. EssentialPoini®. We provide branded product details on physiciamtiita devices as tv- to seve-minute overviews in a visua-
engaging and interactive format. Each activity prés two or three key product messages that playsician apply directly to patient
care. Pharmaceutical companies sponsor the ae$i\oti topics such as primary product attributes, stady data, drug indications,
treatment guidelines or disease state awarenegankssages introduced in the content are reinfaloedigh quiz questions and
follow-up messages.

. Mobile sampling and patient resource®Ve will provide physicians with universal accéssirug samples and patient resource mat:
from participating pharmaceutical companies. Tloisvenient resource, integrated in our mobile dafgrence product, alleviates the
need to visit individual pharmaceutical websitestder samples for their practice. Drug and disepeeific literature are also available
for physicians to order at no cost to support patlucation, adherence and compliance. This pesvadcost-effective means for
pharmaceutical companies seeking to get their lsramftont of clinicians and their patients. Thevége complements the sales
representative model as physicians can requestlsampliterature to be delivered by a represergadr mailed.

. Contact manufacturer.This feature enables direct access to suppatindces for physicians offered by participatinguphaceutical
companies. Physicians have the option to call ailgparticipating manufacturers directly from ouomograph at the point of care.
Physicians may use the service to receive help mélication questions, report an adverse eventkobie patient assistance programs,
or speak to a medical information specialist.

Epocrates market researc  We recruit healthcare professionals to paripn market research activities. Participantsstare valuable
insights and earn cash honoraria. Concurrentlg,daivice offers market research specialists, nenkand investors the opportunity to survey
their target audience. As of June 30, 2010, thecEgtes panel included over 174,500 U.S. physiciadditionally, over 640,000 other
healthcare professionals, including pharmacistssesiand medical students, have also ojsted-participate in market research. We beliew
size and responsiveness of our panel offer advastager our competitors. We can recruit participdoatsed on one or more variables such as
occupation, specialty, years in practice, practietting and geography. We offer a variety of markesearch activities in which our panelists
may participate to meet client research needs.elrsewvices include comprehensive online surveysf Q&A sessions and one-on-one
interviews.

Additional services

Formulary hosting Healthcare professionals have the option tordoad health plan formulary lists for their geodraparea or patient
demographic at no cost. We work with over 100 larggonal health insurance plans, regional plarnksMeadicaid plans, covering
approximately 100 million lives. In addition, wesalcollaborate with CMS to offer formulary inforriat for all Medicare Part D plans. For
each plan, we integrate coverage information, miclg co-pay levels, quantity limits and prior autlation requirements, into our core drug
reference products. We display lower-cost and gerdternatives to the medication being conside@@hysicians may select a less expensive
treatment, reducing costs for patients and heddthsp Health plans pay to have their formulariestéa to provide physicians with electronic
access to formulary information updated on a ragudais. Our formulary hosting service benefits digmts by helping them manage rising
drug and administrative
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costs through increased utilization of generic preferred medications. Formulary hosting also halpeease member satisfaction and
strengthen physician and provider relations.

Mobile resource center This educational service allows healthcaregssibnals to stay current on clinical developméorta variety of
disease conditions and topics. Sponsored by a [attautical company, each resource center is deveiopmnjunction with a key opinion
leader for that specific disease or condition. Thetent is updated on a regular basis and includdesmation such as news abstracts,
conference highlights and commentary on new medidehnces in the field. These centers are soldh@naual sponsorship basis and clients
have the opportunity to sponsor a center about@ade area as a way to educate physicians andbbaild awareness.

Sales and promotion
Sales

Drug and clinical reference tool Users can purchase, access and download @uariict premium mobile and online products directhyrf
our website. Subscriptions to our premium clinicébrmation products are available for one- or tyear terms. When current payment
information is available, premium subscriptions améomatically renewed unless users opt out. Wéenao individual users through word of
mouth and traditional marketing programs, and dorely on a sales force to drive awareness of owg drug reference product. However, we
do have a dedicated team that sells premium sydtiers and site licenses to institutions, suchasphials, large group practices and medical
schools.

Pharmaceutical service To reach and support our healthcare indusieytd, including pharmaceutical, market researchraanaged care
companies, we rely on a team of sales professi@masaccount managers. Our team continually woikts elients to create programs that
leverage our service offerings to meet their goalkey client requirement is our ability to demaast meaningful return on investment. We
have been able to accomplish this and successfaliigate our results using external and third peegources. For the majority of our services,
we typically receive payment prior to the performaif such services.

The majority of our interactive services are coctied on a project basis, for example, DocAlert rages and market research surveys. Service:
are priced based on a variety of criteria, inclgdime targeted audience. These service agreememesally expire after a period of one year, at
which point our obligations are considered fulfill@hether or not the services have been completed.

Other services are contracted for the duratiomefservice. For example, formulary hosting agree¢sare priced based on the number of lives
covered by the health plan. The duration of theagrents for formulary hosting is generally a tefrore to three years.

Promotion

Our network of healthcare professionals has groimarily through word-of-mouth marketing. Other gith drivers include more traditional
activities such as email and attendance at keyiapeconferences. The primary focus of our markgtactivities has been and will continue to
be attracting new users to our free drug refer¢émaleand further building our network of users.

A core component of our marketing strategy is legérg our network to promote the value of our paddand services. We believe having our
users tell their friends and colleagues about dreefits and value of our clinical information ifighly effective, low-cost way to increase our
brand awareness. We created the Epocrates AdvBoageam with enthusiastic and influential userpriamote the use
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of mobile medical technology and our solutions. §éhelinicians have agreed to participate in varjpuislic relations and marketing activities
on our behalf, without cash compensation. In addjtive have utilized social media channels, sudfeaebook and Twitter, to create a
community of users.

Another component of our marketing strategy is waykvith medical associations to raise brand amdipct awareness. These associations are
looking to offer valuable member benefits, as vaslbromote the use of technology to improve patiarg and practice efficiency. We

currently have marketing arrangements with ovestaée and national specialty associations, inctyttie California Medical Association and
American Psychiatric Association. Through our mérigerelationships with these associations, weahite to reach up to 400,000 association
members through email, direct mail, conferencasnal advertising and other media.

We have a dedicated program that targets the mesdiggent market. By introducing students to Eptegaoftware during medical school, we
establish an early relationship with future phyang. More than 40% of U.S. medical students us@mgucts as of July 2010. As expected,
there is higher penetration among students in theut and fourth years when their studies becoroeeralinical in nature. As part of our
medical school efforts, over 60% of U.S. accreditegtlical schools distribute our premium productdifee to their students.

We use a variety of marketing channels to commuaiaéth our current users. We rely primarily on draad our own DocAlert messaging
system to reach our users in our network. In aolgitive publish a monthly newsletter to increaseramess of new products and services, as
well as develop a sense of community among oususer

Competition

We believe no one company exactly replicates owices or our business model. However, the manketparticipate in are competitive and
dynamic. These markets are also subject to devedofsin technology and the healthcare industryredly, we compete with other
companies in two primary areas—for users of thesyqf clinical information we offer, and for budgietilars from our pharmaceutical clients.

Drug and clinical reference tool:

Healthcare professionals choose to use mobilen@mind print media to reference clinical informatidll of these media compete for the
attention of healthcare professionals primarilyttom basis of providing access to relevant andbiglialinical information as well as the
compatibility on mobile platforms. Our mobile andlioe drug and clinical reference tools face contipet from Medscape, a division of
WebMD, LLC, and UpToDate Inc., among others.

Interactive service:

Our competition in the area of providing interaetservices is for promotional spend by pharmacaiutiompanies dedicated to traditional si
and marketing methods, including sales represeptatWe also compete with companies that help ek companies market their products,
programs and services to healthcare professionscompete primarily on the ability to reach anchoaunicate with healthcare professionals
as well as the ability to demonstrate a signifigattrn on investment. These competitors includelddape, Physicians Interactive and others
that provide:

. healthcare-related online portals and other webditat attract physicians by providing clinicaldrrhation; and
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. electronic detailing, electronic newsletters artteolectronic marketing companies.

In addition, our market research business compatasirms such as Medefield America and All Glopainong others. Both of these firms
recruit physicians to participate in surveys, oftgrphone, fax, email or traditional mail. We atsmmpete with the recruitment divisions of
market research companies that have assembledtheisurvey panels of healthcare professionals.

Electronic health records

As we plan to enter the EHR market, we will compeith companies selling EHR solutions to solo amls group physician practices, which
include eClinicalWorks, Allscripts and others.

Technology
We have built proprietary technologies supportimg tapid development and reliable deployment ofpvaducts.
Mobile applications with seamless synchronizati

Our applications reside on the mobile device, éngwenhanced availability and user access whichmpte a more seamless user experience
and interaction. Therefore, our mobile productsreredependent on continuous access to the Intanteare fast and accessible to our users.
We deploy technology that allows for wireless doleabased installation and synchronization of qupligations, depending on platform,
providing clients a convenient and reliable medrdoovnloading and updating our applications.

Infrastructure safety and securit

Our infrastructure is built on industry standarigyity fault tolerant and scalable components r@sgiiin high performance, site availability and
security. Our Web and application servers are dapaftdelivering a wide range of content types targe number of users. On average, we
transmit more than four terabytes of clinical imf@tion updates per month to our users. Also, becausserver pools may be scaled by ad
commodity computer hardware, we expect to be ablanhdle significant growth in data transmissiotukee as our network expands.

Our site availability was greater than 99.99% Far three-year period ended December 31, 2009 &bfb I6r calendar year 2009. We are able
to maximize our scheduled availability by providivigually uninterrupted service during routine m@nance periods.

Our infrastructure is highly secure. Our firewaildeother security services are built on industayndtaird applications from Checkpoint
Technologies. Access to the co-location facilitg aor production infrastructure is limited and gled 24 hours a day, seven days a week.
Also, the facility has generators and fuel that sastain the site and its security systems fortlagys. Our systems and applications are
routinely tested, both by us and by third-partystdtants. Our infrastructure is both PCI compliamtl TRUSTe certified and the collocation
facility is SAS70 compliant.

SaaS delivery mode

Our on-demand, software-as-a-service, or SaaSetiglmodel will allow our proprietary EHR produactbe implemented, accessed and used
by our clients remotely through an Internet conioecta standard web browser and a variety of adloeess points such as smartphones and
other mobile devices. Our solutions are hostedmaaihtained by us, thus eliminating for our cliethits time, risk,
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headcount and costs associated with installingnaaidtaining the application within their own infoation technology infrastructures. As a
result, we believe our EHR solution requires lesisal investment in thirdparty software, hardware and implementation sesyiaed has lowe
ongoing support costs than traditional enterprigevare. The SaaS model also allows advanced irdtbom technology infrastructure
management, security, disaster recovery and otstrdvactices to be leveraged by smaller cliemsrttight not otherwise be able to implen
such practices in their own information technolegyironments. Our SaaS delivery model also enaldds take advantage of operational
efficiencies. Since updates and upgrades to outisnk are managed by us on behalf of our cliemsare able to implement improvements to
our solutions in a more rapid and uniform way. Agsult, we are required to support fewer old wersiof our solutions.

User privacy and trust

We have internal policies and practices relatin@toong other things, content standards and usexcyt designed to foster relationships with
our users. In addition, we are a licensee of theJ$Re Privacy Program. TRUSTe is an independentpmofit organization whose goal is to
build users' trust and confidence in the Interés. have also provided certification to the U.S. &ément of Commerce to qualify for the safe
harbor exception to the European Union Data Priote®irective established for U.8ased corporations. Our privacy policy informs asard
visitors to our website what information we collatiout them and about their use of our servicesaMteexplain the choices available as to
how their personal information is used and how wgzt that information. Additionally, we comply thithe Payment Card Industry Data
Security Standard, a set of requirements designedgure that all companies that process, staramsmit credit card information maintain a
secure environment.

Intellectual property

We rely upon a combination of trade secret, copyrizademark and patent laws, license agreememt$identiality procedures, employee and
client nondisclosure agreements to protect théléateial property used in our business. We curyemilve four issued patents which expire in
2020, 2020, 2022 and 2023, respectively, and feadmg patent applications.

We use trademarks, trade names and service marksarfarug and clinical reference products andradtve services, including DocAlert®,
Epocrates®, Epocrates Honors®, Epocrates ID®, EgtesrLab™, Epocrates MedTools®, Epocrates Rx®, Epes Rx Pro®, Epocrates
Dx®, Epocrates QuickSurvey®, Epocrates QuickRe@ruipocrates MedInsight®, EssentialPoints® and Mafd®. We also use other
registered and unregistered trademarks and senacks for our various services. In addition to tademark registrations and applications
have registered the domain names that either ar@agibe relevant to conducting our business, inatytivww.epocrates.com." We also rely
on a variety of intellectual property rights that license from third parties, including variouste@ire and healthcare content used in our
services.

Government regulation

Most of our revenue is derived either directly frtme healthcare industry, and pharmaceutical corepan particular. The healthcare industry
is highly regulated and is subject to changingtuali, regulatory and other influences. These fiacédfect the purchasing practices and
operations of healthcare organizations, as wehadehavior and attitudes of our users. Recendgithcare reform has been enacted at the
federal level, and there have been enforcemerdtinis targeting the healthcare industry's proomai practices as well as proposals to
increase the regulation of pharmaceutical compakiEsexpect federal and state legislatures andcéggeto continue to consider programs to
reform or revise aspects of the U.S. healthcareesyand the approval and
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promotion of pharmaceuticals. These programs mataao proposals to increase governmental involvermehealthcare or otherwise change
the environment in which healthcare industry pgriots operate. Healthcare industry participantg reapond by reducing their spending or
postponing decisions, including purchasing our potsland services.

Laws and regulations have also been adopted, agpdeadopted in the future, that address Intersleted issues, including mobile and online
content, privacy, online marketing, unsolicited eoercial email, taxation, pricing and quality of\dees. Many laws are complex and their
application to specific services may not be cleaparticular, many existing laws and regulatiomben enacted, do not anticipate the clinical
information and interactive services that we previdowever, these laws and regulations may noregthdde applied to our services.

Regulation of drug and medical device advertisingdapromotion

We provide services involving promotion of prestigp and over-the-counter drugs and medical devitike FDA regulates the form, content
and dissemination of labeling, advertising and pybomal materials prepared by, or for, pharmacailitic medical device companies, includ
direct-to-consumer prescription drug and medicalaeadvertising. The FTC regulates over-the-caymtieOTC, drug advertising and, in
some cases, medical device advertising, as welasral product or service advertising. Generaliiged on FDA requirements, regulated
companies must limit advertising and promotionatertials to discussions of FDA-approved uses anidhslainformation that promotes the use
of pharmaceutical products or medical deviceswetisseminate on behalf of our clients is subjethe full array of the FDA and FTC
requirements and enforcement actions. Informatioouir services that is not disseminated on belialfients is not subject to such regulatory
oversight. However, products or services that disaise of an FDA-regulated product or that theleggrs believe may lack editorial
independence from the influence of sponsoring phasutical or medical device companies may becofoeus of regulatory scrutiny.

The federal Food, Drug, and Cosmetic Act, or FD&&,Aequires that prescription drugs, includingldigical products, be approved for a
specific medical indication by the FDA prior to rkating. It is a violation of the FD&C Act and of PDregulations to market, advertise or
otherwise commercialize such products prior to apal The FDA does allow for preapproval exchanfiscgentific information, provided it is
nonpromotional in nature and does not draw conahssiegarding the ultimate safety or efficacy &f tinapproved drug. Upon approval, the
FDA's regulatory authority extends to the labelmgl advertising of prescription drugs offered iteistate commerce. Such products may only
be promoted and advertised for approved indicatibnaddition, the labeling and advertising cambgher false nor misleading, and must
present all material information, including riskammation, in a balanced manner. Labeling and dibieg that violate these legal standards are
subject to FDA enforcement action. In the last j@ars, there have been several prominent enfordeswgans, settled for hundreds of

millions of dollars each, against pharmaceuticahpanies in connection with their alleged off-lapsdmotion of their products.

The FDA regulates the safety, efficacy and labetih@TC drugs under the FD&C Act, either througledfic product approvals or through
regulations that define approved claims for spedéitegories of such products. The FTC regulatesdvertising of OTC drugs under the
section of the FTC Act that prohibits unfair or dptive trade practices. Together, the FDA and FadLilatory framework requires that OTC
drugs be formulated and labeled in accordance RXA approvals or regulations and promoted in a neatimat is truthful, adequately
substantiated and consistent with the labeled @E€€. drugs that do not meet these requirementsudnject to FDA or FTC enforcement act
depending on the nature of the violation. In additistate attorneys general can also bring enfaeneactions for alleged unfair or deceptive
advertising.
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Any increase in FDA regulation of the Internet timer media for advertisements of prescription dre@sgd make it more difficult for us to
obtain advertising and sponsorship revenue. In Niber 2009, the FDA held hearings and solicited cemisiconcerning its regulation of the
promotion of pharmaceuticals and other medical petglusing the Internet and social media tooldcatthg its concern about activities in
these forums and its intention to consider additisagulations in this area. There is a reasonadsibility that Congress, the FDA or the FTC
may alter their present policies on the advertigihgrescription drugs or medical devices in a makevay. We cannot predict what effect any
such changes would have on our business.

Medical professional regulatiot

A license under applicable state law is requiredratice most healthcare professions. In addisome state laws prohibit business entities
from practicing medicine. We believe that we do m@tctice medicine and we have attempted to streictur services, strategic relationships
and other operations to avoid violating any suelesticensing and professional practice laws.

Anti-kickback laws

There are federal and state laws that govern gatéerrals, physician financial relationships amducements to healthcare providers and
patients. The federal healthcare anti-kickback ga@hibits any person or entity from offering, payisoliciting or receiving anything of value,
directly or indirectly, for the referral of patientovered by Medicare, Medicaid and other fedezalthcare programs or the leasing, purcha
ordering or arranging for or recommending the lepsechase or order of any item, good, facilityservice covered by these programs. Many
states also have similar akickback laws that are not necessarily limitedtéaris or services for which payment is made by arfddealthcar
program. These laws are applicable to manufactamaidistributors and, therefore, may restrict eavand some of our clients market
products to or otherwise interact with healthcawvjlers. Also, in 2002, the Office of the InspedBeneral of the Department of Health and
Human Services, the federal government agency ns#igle for interpreting the federal anti-kickbaekvl issued an advisory opinion that
concluded that the sale of advertising and spohgms$o healthcare providers and vendors, and paigte fees for services such as market
research implicate the federal anti-kickback law.

HIPAA privacy standards

The Privacy Standards under the Health Insurancalfility and Accountability Act of 1996, or HIPAAstablish a set of basic national
privacy and security standards for the protectibimdividually identifiable health information byellth plans, healthcare clearinghouses,
healthcare providers and their business assoclatiéis.our intended entry into the electronic heaétbord market, these standards will apply
directly to us for the first time. Historically, ncovered entities were directly subject to potdrtivil and criminal liability under these
standards, but the American Recovery and ReinvedtAs of 2009 expanded liability to business ags®es, including us.

Consumer protection regulations

We are also subject to a number of foreign and dtimaws that affect companies conducting busioesthe Internet. Advertising and
promotional activities presented to visitors on website and in our emails and other promotionairainications are subject to federal and
state consumer protection laws which regulate vafadl deceptive practices. We are also subjecaiows federal and state consumer
protection laws. For example, the Controlling thesault of Non-Solicited Pornography and Marketirgy & 2003, or the CAN-SPAM Act,
regulates commercial emails and provides a rightherpart of the recipient to request the sendstdp sending messages, and
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establishes penalties for the sending of email asesswhich are intended to deceive the recipietd asurce or content. More recently, in
2009, the FTC released updated guidelines conagth@éuse of endorsements and testimonials, spaityficiting examples of misleading
promotions in online and social media settings.

Although our sites are not directed at children aeddo not allow children to obtain our clinicaformation or participate in our services, we
may be subject to the Children's Online Privacytéution Act, or COPPA, which restricts the disttibn of materials considered harmful to
children and imposes additional restrictions onahiity of online services to collect informatifmom U.S. children under the age of 13. Our
sites are not directed at children and we emplkigle-out procedure whereby anyone identifying themsehgelseing under the age of 13 du
the registration process is not allowed to registabtain our clinical information or participateour services.

The federal Deceptive Mail Prevention and Enforcei#ect and certain state prize, gift or sweepstaltatites may apply to contests and
sweepstakes we run from time to time, and othegriddand state consumer protection laws applidabdaline collection, use and
dissemination of data, and the presentation of itebs other electronic content, may require usdmply with certain standards for notice,
choice, security and access. In addition, severaign governments have regulations dealing wighcthilection and use of personal
information obtained from their citizens. Those guments may attempt to apply such laws extrateiaity or through treaties or other
arrangements with U.S. governmental entities.

In 2003, Congress passed the Fair and Accuratetdmeohsactions Act, or FACTA, to reduce the rigkdentity theft from the improper
disposal of consumer information. FACTA requiresibesses that collect consumer data, such as surdss, to take reasonable measures to
prevent unauthorized access to such informatiolCHARs disposal standards are flexible and allowinmsses discretion in determining what
measures are reasonable based upon the sengifitity information, the costs and benefits of défe disposal methods and relevant changes
in technology.

Regulation of payments to physicial

Recent legislation enacted or pending in seveasstmandates disclosure of certain gifts and patgvi®y pharmaceutical companies to
physicians. At the federal level, the Patient Rrtioe and Affordable Care Act and the Health Care Bducation Reconciliation Act of 2010
includes provisions requiring such disclosuresamatide. These laws may be interpreted to requiela$ure or other regulation or limitation
of honorarium payments made to physicians for gigdtion in market research activities sponsore@hmrmaceutical companies. The federal
legislation specifically excludes honorarium paymtsemhen, as in the case of our market researcipithemaceutical company does not know
the identity of the payee, and by its terms, thieefal law preempts conflicting state laws, bus itinclear whether a state law requiring the
disclosure of these payments would be considerefliciing or supplemental, and therefore not pretdpAlthough these laws are not
directed at our company, because we provide magketirch services involving participants from cegruinetwork and provide gifts to
physicians in other instances that could be atiedbtio a pharmaceutical company, these laws mag daegative impact on the continued
sponsorship by pharmaceutical companies of thesstes or the willingness of physicians to paipiate in such activities and may result in a
decrease in this segment of our business.

Legal proceedings

From time to time, we may be involved in lawsudgims, investigations and proceedings, consigtirigtellectual property, commercial,
employment and other matters which arise in thénargt course of business. We are not currently lireain any material legal proceedings.

96




Table of Contents
Employees

As of September 30, 2010, we had 292 employeeksidimg 97 in research and development, 97 in satelsmarketing, 56 in client services,
in general and administrative and eight in inforioratechnology and facilities. None of our emplayéecovered by a collective bargaining
agreement.

Facilities

We have offices located in San Mateo, Californid Bast Windsor, New Jersey. Our San Mateo officesists of approximately 59,236 square
feet of office space pursuant to a lease thattitosexpire on December 31, 2014. Our East Windffize consists of approximately 11,286
square feet of office space pursuant to a leagedisat to expire on January 31, 2013. Our newseldéar our future offices in Ewing, New
Jersey, consists of approximately 20,478 squateofezffice space pursuant to a lease that isssekpire on March 31, 2014.
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Management
Executive officers, key employees and directors

Our current executive officers, key employees anectbrs and their respective ages and positioas ar

Name Age Position

Rosemary A. Crane(: 51 President and Chief Executive Officer and Dire:

Paul F. Banta(1) 50 Executive Vice President, General Counsel and
Secretary

David B. Burlington(1) 47 Chief Operations Office

Thomas C. Giannul 45 Chief Medical Information Office

Joseph B. Kleine(1) 47 Executive Vice President and Chief Commercial
Officer

Burt W. Podbere(1 44 Senior Vice President, Finan

Patrick D. Spangler(1 55 Chief Financial Office

Patrick S. Jones(3)(: 66 Chairman of the Boar

Peter C. Brandt(2)(4)(¢ 53 Director

Philippe O. Chambon, M.D., Ph.D.(2) 52 Director

Darren W. Cohen(€ 36 Director
Thomas L. Harrison(Z 63 Director
Gilbert H. Kliman, M.D.(2) 52 Director

John E. Voris(3)(4 63 Director

Mark A. Wan 45 Director
Jacob J. Winebaum(; 51 Director

1) Executive officer of Epocrates.

) Member of our compensation committee.

?3) Member of our corporate governance and nominatimgrgittee.

(4) Member of our audit committee.

(5) Mr. Brandt will be joining our board upon the effieeness of this offering.
(6) Mr. Cohen will be resigning from our board priortkee effectiveness of this offering.
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Executive officers

Rosemary A. Cranhas served as our President since November 2008f EXecutive Officer since February 2009 and hesrba member of
our board of directors since October 2008. Fromg 2004 to March 2008, Ms. Crane was a Company G@&hgirman for the over-thesunter
specialty and nutritionals businesses of Johnsdol&son, Inc., a consumer health company, wherprhreary responsibilities included
leadership and oversight of all operational funtiof the business, including marketing, salegaieh and development and finance. From
July 2002 to July 2003, Ms. Crane was an Execiice President of global marketing for the pharmaioal group of Johnson & Johnson,
where her primary responsibilities included cregimew product development process and executigorldwide launch for several new
products and indications. From May 2000 to ApriD2pMs. Crane was President of the U.S. Primarg @asision for Bristol-Myers Squibb, a
pharmaceutical company, where her primary respaitigib included the operations, sales, marketinggical, regulatory, managed healthcare
and compliance departments for five product divisiavis. Crane holds a B.A. from the State UniversitNew York, Oswego and an M.B.A.
from Kent State University. Ms. Crane continuebé¢oa valuable member of the board of directorsain gue to her extensive experience in the
pharmaceutical industry.

Paul F. Bantehas served as our Executive Vice President singe2089, Secretary since 2001 and General Cournset September 2000.
From September 1997 to August 2000, Mr. Banta seageSenior Vice President of PCS Health Systerheakh solutions company, and a
Assistant General Counsel from February 1995 toustu997. From June 1987 to January 1995, Mr. Baataemployed by Eli Lilly and
Company, a pharmaceutical company, serving as catgoounsel from June 1989 to January 1995. MntaBhaolds an A.B. from Bowdoin
College and both a J.D. and an M.B.A. from Columibaversity.

David B. Burlingtorhas served as our Chief Operations Officer sinaelige 2010. From August 2005 to August 2010, MrliBgton served
as Group Vice President, Applications and Technpfog Taleo Corporation, a talent management saoffveampany. From March 2001 to
July 2005, Mr. Burlington served as Senior Vicesitent of Product Development for Comergent Teabgiek, Inc., an e-business software
company. Mr. Burlington holds a B.S. from Santar€ldniversity.

Joseph B. Kleinhas served as our Executive Vice President and Cloimmercial Officer since February 2010. He joifigmbcrates in Janue
2001 and has led our pharmaceutical industry sdfest for most of his tenure with us. In Janua@p&, he was named Senior Vice President,
Healthcare Sales. From July 2000 to December 2@00Kleine served as Vice President of Sales andkbtang for PharmaPRN, a
pharmaceutical services company. From October 1®98ly 2000, Mr. Kleine served as Senior Vice Ries of Strategic Planning and
Business Development at Lyons Lavey Nickel Switt. Jma full service advertising agency within the @oom network. From June 1988 to
September 1999, Mr. Kleine served in various safesmarketing capacities at Eli Lilly and Compaly. Kleine holds a B.A. from Dickinsa
College and an M.B.A. from Duke University's Fudgbzhool of Business.

Burt W. Podberhas served as our Senior Vice President, Finant¢e€hief Accounting Officer since May 2010. Mr. Pedb served as our
Interim Chief Financial Officer from July 2010 te@ember 2010. From May 2007 to April 2010, Mr. Pereé served in a variety of roles,
including Vice President, Finance and Chief AccougOfficer as well as Vice President and Controllgom March 2006 to April 2007,

Mr. Podbere was Director of Finance at Adteraclve, an interactive lead generation and custoroguigition company. From September
2005 to February 2006, Mr. Podbere was Senior BireRevenue for Symantec Corporation. From 200August 2005, Mr. Podbere held
several positions at Amdocs, a provider of softwaard services for billing, including General ManageAmdocs Software Systems Limited
based in Dublin, Ireland from 2002 to August 2008 ®irector of Finance for Amdocs Canada, Inc. f2®01 to 2002. Mr. Podbere holds a
B.A. from McGill
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University and earned his designation as a Chattéoeountant while working at Ernst & Young duritige years 1992 to 1996. Mr. Podber
a member in good standing of the Canadian Inst@fi@hartered Accountants.

Patrick D. Spanglehas served as our Chief Financial Officer since&aper 2010. From May 2010 to September 2010, gangler served
as Operating Partner at Three Fields Capital,\af@iequity and venture capital firm. From June@@0April 2010, Mr. Spangler served as
Chief Financial Officer for High Jump Software Ina.supply chain management software company. Perih 2005 to January 2009,

Mr. Spangler served as Senior Vice President anef Emancial Officer for ev3 Inc., a medical dexicompany, and as its Treasurer from
April 2005 to February 2008. From June 1997 to aan@005, Mr. Spangler served as Executive VicsiBeat, Chief Financial Officer and
Assistant Secretary for Empi, Inc., a company spiang in rehabilitative medical devices. From dary 2005 to March 2005, Mr. Spangler
served as a consultant to Empi, Inc. Mr. Spangidsha B.S. from the University of Minnesota, arBMA. from the University of Chicago and
an M.B.T. from the University of Minnesota. Mr. Syager serves on the board of directors of Urologix,

Key employe:

Thomas C. Giannullas served as our Chief Medical Information Offisiice August 2009. From September 2003 to Augd@92

Dr. Giannulli served a the Chief Executive OfficérCaretools, Inc., a healthcare technology competmere his primary responsibilities
included leadership and oversight of all operatidmactions of the company, as well as developnedistrategic initiatives. From July 2001 to
December 2004, Dr. Giannulli served a chief exeeubifficer of Healthscan, Inc., a CT imaging centeliere his primary responsibilities
included leadership and oversight of advanced intagevelopment activities. Dr. Giannulli holds &Bfrom University of California, Irvine,
an M.S. from University of Utah and an M.D. fromidersity of Texas at Houston Medical School, wheeecompleted a residency in internal
medicine.

Non-employee directors

Patrick S. Jonehas served on our board of directors since Oct2d@5. Mr. Jones has been a private investor sirexei2001. From June
1998 to March 2001, Mr. Jones was the Senior ViesiBent and Chief Financial Officer of Gemplusmational S.A., a manufacturer of
smart cards for banking, retail, security, anddefemunications. From 1992 to May 1998, Mr. Jones Miae President, Finance and Corpc
Controller for Intel Corporation. Mr. Jones holdB&. from the University of lllinois and an M.B.Arom St. Louis University. Mr. Jones also
serves as Chairman of the Board of Lattice Semigotud, Inc. and serves as a director of Novell,,I@penwave Systems Inc. and several
private companies. Mr. Jones is a valuable membirecboard of directors in part due to his exteadinancial management and corporate
governance expertise.

Peter C. Brandwill join our board of directors upon the effectnass of this offering. Since September 2009, ManB8t has been serving on
the boards of directors for various healthcare camigs. From April 2008 to August 2009, Mr. Braneitved as President and Chief Executive
Officer of Noven Pharmaceuticals, Inc., a speciphigrmaceuticals company. From May 2007 to Aprd&Mr. Brandt served as a consultant
for various healthcare companies. From January 29006y 2007, Mr. Brandt served as President of. Bl&armaceutical Operations of Pfizer,
Inc., a biomedical and pharmaceutical company,sEresident of Latin American Pharmaceutical Qjmersiand Senior Vice President of
Global Pharmaceuticals of Finance, Information Tedbgy, Planning and Business Development, ancePHealth Solutions from January
2004 to December 2005. Mr. Brandt holds a B.A. fittin University of Connecticut and an M.B.A. frool@mbia University. Mr. Brandt
previously served on the board of directors of NoR&armaceuticals, Inc. and currently serves asatdr of Rexahn
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Pharmaceuticals, Inc. and Auxilium Pharmaceutidats, We believe he will be a valuable member irt gae to his extensive experience in
pharmaceutical industry.

Philippe O. Chambon, M.D., Ph.lhas served on our board of directors since Augd@02Since July 2005, Dr. Chambon has served as a
Managing Director of New Leaf Venture Partnerseature capital firm spun off from Sprout Group, tteature capital affiliate of Credit
Suisse. Dr. Chambon joined Sprout Group in May 189% became a General Partner in January 1997. Mieyni1993 to April 1995,

Dr. Chambon served as Manager in the healthcantipgaof The Boston Consulting Group, a consulfing. From September 1987 to April
1993, Dr. Chambon served as Executive Directoref/NProduct Management for Sandoz Pharmaceutiaal,drpharmaceutical company.
Dr. Chambon holds an M.D. and a Ph.D. from the ©rsity of Paris and an M.B.A. from Columbia UnivigrsDr. Chambon also serves as a
director of Auxilium Pharmaceuticals, Inc., NxStadgedical, Inc. and several private biotechnologgnpanies. Dr. Chambon is a valuable
member of the board of directors in part due tddaslership, corporate governance, strategic, alapirket and small company build-up
experience within the healthcare technology sector.

Darren W. Cohelhas served on our board of directors since Dece2@@8. Since December 2010, Mr. Cohen has servadviemnaging

Director of the Principal Strategic Investmentsugrat Goldman, Sachs & Co., an investment bankingdnd served as a Vice President of
the Principal Strategic Investments group thersfdanuary 2007 to December 2010. From January @200&nuary 2007, Mr. Cohen was a
Senior Analyst at Calypso Capital Management, aiitgedge fund. From September 2000 to Decemb@8.2dr. Cohen served as an
Executive Director in Investment Research for Gadr$achs in London. Mr. Cohen holds a B.A. from Bntdniversity. Mr. Cohen is a
valuable member of the board of directors in pag tb his extensive knowledge of financial marleetd prior experience as an equity research
analyst.

Thomas L. Harrisomas served on our board of directors since JarR@0g. Since May 1998, Mr. Harrison has served asr@lan and Chief
Executive Officer of the Diversified Agency Sengadivision of Omnicom Group, Inc., an advertisimgl anarketing company. Mr. Harrison
holds an honorary doctorate and an M.S. from WaésfiMa University. Mr. Harrison also serves asirector of Morgan's Hotel Group.

Mr. Harrison is a valuable member of the boardigaors in part due to his communications and retamlg experience.

Gilbert H. Kliman, M.D.has served on our board of directors since Septeh®®9. Dr. Kliman has been a partner at Inter\iPestners, a
venture capital firm, since 1996 and has been aagiag director there since 1999. From November 163%ovember 1996, Dr. Kliman was
an investment manager at Norwest Venture Partaersnture capital firm. From July 1989 to Septeni892, Dr. Kliman served as an
associate at TA Associates, a private equity imaest firm. Dr. Kliman holds a B.A. from Harvard Wersity, an M.D. from the University of
Pennsylvania and an M.B.A. from the Stanford Gréel&ehool of Business. Dr. Kliman also serves disextor of several private life science
companies. Dr. Kliman is a valuable member of tbartd of directors in part due to his experienca tmer practicing physician and in
financial markets and his extensive knowledge efdbmpany, having been a director since 1999, whittys historic knowledge and
continuity to the board of directors.

John E. Vorishas served on our board of directors since Jun@.200 Voris is the former Chief Executive Officand a director of

HAPC, Inc., a company formed for the purpose oléiag operating businesses in the healthcare sdetom June 2000 to June 2004,

Mr. Voris served as the President and Chief Exgeuifficer of Epocrates. He was also the Chairnfaheboard of directors of Epocrates
from 2004 to 2005. Prior to joining Epocrates, Moris spent nearly three decades at Eli Lilly aradrpany, serving in a variety of leadership
roles. Mr. Voris holds a B.A. and an M.B.A. fronretKelley School of Business at Indiana Univerdity. Voris also serves as a director

101




Table of Contents

of InfuSystem Holdings, Inc. and a privately hetadnpany. Mr. Voris is a valuable member of the bazfrdirectors in part due to his
experience in the healthcare industry and his siterknowledge of Epocrates, having previously bm@&nPresident and Chief Executive
Officer.

Mark A. Warhas served on our board of directors since Septet®®9. Mr. Wan co-founded Three Arch Partnerssratwre capital firm, in
1993. Mr. Wan holds a B.S. in engineering and a. BhAeconomics from Yale University and an M.B.£orh the Stanford Graduate School of
Business. Mr. Wan also serves as a director oféBissrs International Group, Ltd. and several peivaédical companies. Mr. Wan is a
valuable member of the board of directors in pag tb his experience in financial markets and kisresive knowledge of the company, hav
been a director since 1999, which brings histonievidedge and continuity to the board of directors.

Jacob J. Winebauihas served on our board of directors since Julp2Btt. Winebaum founded Blue Waters Research LlrOnaubator and
investment firm, in January 2010, where he idesdithtnd manages strategic investments. Since A1§a8t Mr. Winebaum has been a
Managing Director of eCompanies, LLC, or eComparaesinternet incubator company that he co-foundad,from 1999 until 2009, he was a
Managing Partner of eCompanies Venture Group, bRiffiliated venture capital fund. From January 268 April 2008, Mr. Winebaum
served as Chairman and Chief Executive OfficerugiBess.com, Inc., an internet search company atedtby eCompanies. From August
2007 until April 2008, Mr. Winebaum was PresidehRé1D Interactive, an online local search directdvly. Winebaum holds a B.A. from
Dartmouth University. Mr. Winebaum has recenthyngd our board of directors and we believe he véilabvaluable member in part due to his
extensive experience in the Internet industry.

Executive officers

Our executive officers are elected by, and sentbeatliscretion of, our board of directors. Thewre o family relationships among our direct
and executive officers.

Role of board in risk oversight

One of the key functions of our board of directigrsformed oversight of our risk management precé&he board of directors does not have a
standing risk management committee, but rather midtars this oversight function directly througle toard of directors as a whole, as well as
through various board of directors' standing corteeg that address risks inherent in their respeetigas of oversight. In particular, our board
of directors is responsible for monitoring and assgy strategic risk exposure, while our audit cattem has the responsibility to consider and
discuss our major financial risk exposures andsteps our management has taken to monitor andatdhéise exposures, including guidelines
and policies to govern the process by which rideasment and management is undertaken. The autititte@e also monitors compliance w
legal and regulatory requirements, in additionuersight of the performance of our internal auditdtion. Our nominating and corporate
governance committee monitors the effectivenessiotorporate governance guidelines, including tviethey are successful in preventing
illegal or improper liability-creating conduct. Ocompensation committee assesses and monitors evhaatii of our compensation policies and
programs has the potential to encourage excessk«taking.

Board composition

Our amended and restated certificate of incorpmmats become effective upon the completion of dffsring, or the amended and restated
certificate of incorporation, will permit our boaodl directors to establish by resolution the auttest number of directors. Our board of
directors currently consists of nine directorshwine vacancy. Upon the effectiveness of this offemMr. Brandt will join the board.
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In addition, Mr. Cohen will resign from the boandqp to the effectiveness of this offering. Eachedtor serves until the expiration of the term
for which such director was elected or appointedyrdil such director's death, resignation or reaioit each annual meeting of stockholders,
the successors to directors whose terms then ewpiree elected to serve from the time of electard qualification until the next annual
meeting following election. Our amended and resdtatgtificate of incorporation provides that thehmwized number of directors may be
changed only by resolution of the board of direstor

We believe that the composition of our board oécliors meets the requirements for independence timeleurrent requirements of The
NASDAQ Global Market. As required by The NASDAQ ®&l Market, we anticipate that our independentatines will meet in regularl
scheduled executive sessions at which only indep#rdirectors are present. We intend to comply Witbre requirements to the extent they
become applicable to us.

Voting agreement

The election of our directors is governed by anrhee and restated voting agreement, that we enigieedvith certain holders of our common
stock and holders of our preferred stock, andedlatovisions of our certificate of incorporati@s, amended. The holders of a majority of our
Series A Stock, voting as a single class, havegdageéd Dr. Kliman and Mr. Wan for election to owabd of directors. The holders of a
majority of our Series B Stock, voting as a singiess, have designated Dr. Chambon for electimutdoard of directors. The holders of a
majority of our common stock and preferred stoaking together as a single class, have designa&tkemainder of our directors for election
to our board of directors. Upon the closing of thifering, the voting agreement will terminate g é€ntirety and none of our stockholders will
have any special rights regarding the electionesighation of our board members.

Committees of the board of directors

Our board of directors currently has an audit cotte®j a compensation committee and a corporatergawee and nominating committee, e
of which will have the composition and responsilg described below.

Audit committee

Our audit committee is composed of Messrs. Jonéd/anis and, upon the effectiveness of this offgyiMr. Brandt, each of whom is a non-
employee member of our board of directors. Mr. §deghe chairman of the audit committee. The bo&directors has determined that

Mr. Jones is an "audit committee financial expeg'defined under SEC rules and regulations. We\sethat, following the addition of

Mr. Brandt, the composition of our audit committed meet the requirements for independence ananfinal sophistication under the current
requirements of the NASDAQ listing standards an€ $&es and regulations. In addition, our audit odttee has the specific responsibilities
and authority necessary to comply with the curregtirements of the NASDAQ listing standards an€ $tes and regulations. We intend to
comply with future requirements to the extent tbegome applicable to us.

Our audit committee is responsible for, among othigs:

. overseeing the accounting and financial reportirg@sses and audits of our financial statem:

. appointing an independent registered public acdogfirm to audit our financial statemen
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. overseeing and monitoring:
. the integrity of our financial statemen
. our compliance with legal and regulatory requiretaers they relate to financial statements or adiogimatters;
. our independent registered public accounting fipialifications, independence and performance; and
. our internal accounting and financial contre
. preparing the report that SEC rules require beugtedi in our annual proxy stateme
. providing the board of directors with the resultst® monitoring and recommendations;
. providing to the board of directors additional infation and materials as it deems necessary to thekaeoard of directors aware of

significant financial matters that require the iatiten of the board of directors; and

. overseeing compliance by employees with our Codgusiness Conduct and Ethics.

Our independent registered public accounting fina eaternal financial personnel have unrestricteckas to our audit committee and meet
privately with our audit committee on a regularibas

Compensation committee

Our compensation committee is currently composddref Chambon and Kliman and Messrs. Harrison aimeldaum and, upon the
effectiveness of this offering, Mr. Brandt, eachndfom is a non-employee member of our board otcthirs. Dr. Kliman is the chairman of the
compensation committee. Each member of our comtienssommittee is an "outside director” as thatrtés defined in Section 162(m) of the
Internal Revenue Code of 1986, as amended, ordkde,&nd a "non-employee director” within the megrif Rule 16b-3 of the rules
promulgated under the Securities Exchange Act 8#18s amended. We believe that the compositi@uo€ompensation committee meets
requirements for independence under the curreninagents of the NASDAQ listing standards and SEEs and regulations. We intend to
comply with future requirements to the extent thegome applicable to us.

Our compensation committee is responsible for, apather things:

. recommending to the board of directors for apprévalcompensation and other terms of employmeatpthief executive officel
. reviewing and approving for our other executivecsfs:

. annual base salary;

. annual incentive bonus, including the specific g@ald amoun

. equity compensatiot

. any other benefits, compensations, compensatidoi@®lor arrangements; and
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. employment agreements, severance arrangementfhangdecof control agreements/provisions;

. evaluating and recommending to the board of dirsdimr approval the compensation plans and progeduisable for the company,
well as evaluating and recommending to the boawirettors for approval the modification or termtina of existing plans and
programs;

. reviewing and approving the compensation paid ti-employee directors for their service on the bodrdirectors and its committee

. preparing a report to be included in our annuakpiatement;

. determining and approving the compensation and ¢¢nms of employment of the chief executive offiaad shall evaluate the ch

executive officer's performance in light of relevaarporate performance goals and objectives;
. reviewing and approving the individual and corpernpérformance goals and objectives of our othecugiee officers; and

. acting as administrator of our current benefit plan
Corporate governance and nominating committee

Our corporate governance and nominating commigtegiirently composed of Messrs. Jones and Voridan@hambon, each of whom is a
non-employee member of our board of directors. Wdris is the chairman of the corporate governamzkreominating committee. We believe
that the composition of our corporate governanakraaminating committee meets the requirementsiidependence under the current
requirements of the NASDAQ listing standards.

Our corporate governance and nominating commigteesponsible for, among other things:

. reviewing board structure, composition and prastieed making recommendations on these mattehe todard of directors; ar

. reviewing, soliciting and making recommendationthi board of directors and stockholders with resfiecandidates for election to
the board of directors.

Compensation committee interlocks and insider partipation

During the last fiscal year, none of the memberswfcompensation committee was one of our offioemmployees. None of our executive
officers serves, or has served in the past year,;asmber of the board of directors or compensationmittee of any entity that has one or
more executive officers who have served on ourdoédirectors or compensation committee. Our badidirectors noted that Mr. Harrison
did not derive any direct or indirect material biénfeom the agreements between Epocrates andinestidsidiaries of Diversified Agency
Services, Inc., where Mr. Harrison serves as thief@xecutive Officer, as described in greater dlow. Our board of directors believes
that such agreements are in Epocrates’ best intardon terms no less favorable than could bermdadedrom other third parties.

In August 2004, we entered into an agreement wéhlth Science Center for Continuing Medical Edwrgtor HSC, whereby HSC
disseminates accredited continuing medical edutatnm training activities via our handheld softwdvie. Harrison is the chief executive
officer of Diversified Agency
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Services, or DAS, HSC's parent company. Pursuatietagreement, HSC has agreed to pay us a flaff f8200,000 per year in four equal
quarterly installments of $75,000 to be used toettigythe handheld software for the disseminatioH®€'s education and training activities.
We charge HSC on a per activity basis, ranging f#di®,000 to $25,000 per activity based on the nurabactivities disseminated. Any
additional purchases of our products by HSC cosmtayment towards the yearly per-activity fee at fiee. We recorded revenue from HSC of
$300,000, $0 and $0 for the years ended Decemh@0BZ, 2008 and 2009, respectively.

In 2007, 2008 and 2009, we entered into variousexgents with Cline Davis & Mann, Inc. and, in 2@88y, SSCG Media Group, a division
of Cline Davis & Mann, whereby we provided variouarketing, educational, media and creative sentluesigh our DocAlert channel. Cline
Davis & Mann is also a subsidiary of DAS. We re@atdevenue from Cline Davis & Mann of approximatgly8 million, $1.0 million and
$800,000 for the years ended December 31, 2008 206 2009, respectively. In addition, we recorda@nue from SSCG Media Group of
approximately $700,000 for the year ended Decei@bg2009.

In 2009, we provided services to Porter Novelboah DAS subsidiary. In connection with these sesjiwe recorded revenue from Porter
Novelli of approximately $200,000 for the year edd®cember 31, 2009. In addition, in 2010, Portevéli provided advertising services
us and, as of September 30, 2010, we incurred eggesf approximately $953,000 for the current figear in connection with these
advertising services.
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Executive compensation
Compensation discussion and analysis
Introduction

This Compensation discussion and analysis providesmation regarding our compensation programsgoiities for the following executivi
(these named executive officers are referred thimCompensation Discussion and Analysis andérstibsequent tables as our "NEOs"):

Name Title
Rosemary A. Cran President and Chief Executive Offic
Patrick D. Spangle Chief Financial Officel
Paul F. Bant: Executive Vice President, General Counsel and &egt
David B. Burlington Chief Operations Office
Joseph B. Klein Chief Commercial Office
Burt W. Podbert Senior Vice President, Former Interim Chief FinahCfficer

Richard H. Van Hoese  Former Chief Financial Officer and Executive Vice§deni

Compensation philosophy and objectives

We believe that compensation of our NEOs should:

. provide a means for us to attract, retain and réwkayr-quality executives who will contribute to the Ic-term success of Epocratt
. inspire our executive officers to achieve our basgobjectives

. encourage our executive officers to work as a teard;

. align the financial interests of the executive adfis with those of the stockholde

To achieve these objectives, we use a mix of cosgt@n elements, including base salary, annual icagimtives, timebased stock options a
restricted stock units, performance-based stockeptemployee benefits and limited perquisites sexerance and change of control benefits.

While the compensation committee (or the boardireftbrs, as applicable) reviews the total compmisgackage for each of our executive
officers in connection with the decisions it makesh year regarding each individual element of earsgtion, the amount of each element of
compensation awarded is also assessed indeperfdaataimount of any other one element awardedetarchining the amount and form of
these compensation elements, we may consider aeruhkactors, including the following:

. the experiences and individual knowledge of the imens1of the board of directors regarding compeosaif similarly situated
executives at other companies, as private compamwey data is not as readily available as it isgiolblic companies, and our board
members have valuable insight on private companypemsation practices that is not available fronctsteliance on survey data;
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. compensation levels paid by companies in our pemrgy with a particular focus on having the tatgédl cash compensation levels at
or around the 58 percentile of the compensation paid to similailyated officers employed by those peer compaaiesye believe
this approach helps us to compete in hiring arminigtg the best possible talent while at the sdme taintaining a reasonable and
responsible cost structure;

. corporate and/or individual performance, as weelvelithis encourages our executives to focus oreeiciy our business objective
. the need to motivate executives to address paatituisiness challenges that are unique to any giean
. internal pay equity of the compensation paid to NE® as compared to another, as we believe thigibates to retention and a spirit

of teamwork among our executives while recognizireg compensation opportunities should increasedas increased levels of
responsibility as between executive officers;

. the potential dilutive effect on our stockholdeengrally from equity awards;
. broader economic conditions, in order to ensuredbapay strategies are effective yet responséoid;
. individual negotiations with executives, particljyan connection with their initial compensationgsage, as these executives may

leaving meaningful compensation opportunities airthrior employer in order to come work for usyaal as upon their departures, as
we recognize the benefit to our stockholders ofrdess transitions.

Role of the compensation committee in setting exé@icompensatiol

Our compensation committee is generally responéitsle

. determining, reviewing, modifying and approving tteempensation and other terms of employment okeaacutive officers

. reviewing and approving corporate performance gaéyant to such compensation and compensatiearobr managemer

. administering our equity and cash-based incenti@esp including the adoption, amendment and tertiwnaf such plans; and

. reviewing and approving the terms of any employnagmeements, severance arrangements, change aflqmatections and any oth

compensatory arrangements for our executive officer

However, the compensation committee may, at itsréion and in accordance with the philosophy okimgall information available to the
board of directors, present executive compensatiatters to the entire board of directors for itdee and approval. In addition, prior to this
offering, our compensation committee's authorityaspect of Chief Executive Officer compensatiors fiaited to recommending
compensation to the board of directors for its apat.

As part of its deliberations, in any given yeag tompensation committee may review and considégnats such as company financial rep
and projections, operational data, tax and accognti
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information, projection of the total compensatibattmay become payable to executives in varioustingtical scenarios, executive stock
ownership information, analyses of historical exe@ucompensation levels and current company-waepensation levels and the
recommendations of the Chief Executive Officer #r@compensation committee's independent compensatinsultant.

Role of our managemer

Our Human Resources, Finance and Legal departmemkswith our Chief Executive Officer and the compation committee's compensation
consultant to design and develop compensation anogjapplicable to NEOs and other senior manageineergcommend changes to existing
compensation programs, to recommend financial aimer performance targets to be achieved under thaggrams, to prepare analyses of
financial data, peer comparisons and other compienseommittee briefing materials and ultimately jmplement the decisions of the
compensation committee. Members of our Human RessuFinance and Legal departments attend comp@msaimmittee meetings and
provide background on materials presented to thgpemsation committee. Members of these departnaect®ur Chief Executive Officer also
meet separately with the compensation committegisudtant to convey information on proposals thahagement may make to the
compensation committee, as well as to allow thesgliants to collect information about Epocratedawgelop their own proposals.

For executives other than the Chief Executive @ffithe compensation committee solicits and considiee performance evaluations and
compensation recommendations submitted to the cosapien committee by the Chief Executive Officerthie case of the Chief Executive
Officer, the compensation committee facilitatesehealuation of her performance, assisted by thergégon of the board of directors, and
determines whether to recommend to the board ettlirs any adjustments to her compensation.

Role of our compensation consulta

In connection with making its recommendations foe@itive compensation for 2010, Epocrates engageeis Watson to act as our
compensation consultant in respect of executivebardd of directors' compensation matters. The esgtion committee directed Towers
Watson to provide its analysis of whether our éxistompensation strategy and practices were demsiwith our compensation objectives
to assist the compensation committee in modifyingammpensation program for executive officersrten to better achieve our objectives.
part of its duties, Towers Watson provided thedi@lhg services:

. reviewed and provided recommendations on compaositidghe peer groups;
. provided compensation data for employees at ourgreeip companies as well as from published sur\
. conducted a review of the compensation arrangenfiengd! of our officers, including providing adwmn the design and structure

our annual management bonus plan;

. conducted a review of our equity compensation @wgfincluding an analysis of equity mix, aggregstare usage and target grant
levels);
. conducted a review of board member compensatiahpesvided market data and summaries to the compa@ernance and

nominating committee and compensation committearckgg board of directors pay structure; and
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. updated the compensation committee on emergingsfieest practices in the area of executive compiensa
Towers Watson did not provide us with any othevises.

During 2010, the compensation committee met fronetio time with Towers Watson with management preaed in separate meetings,
including executive sessions during committee megstiOur General Counsel, Chief Financial Offiaed &enior Vice President of Human
Resources worked with Towers Watson as directethdgompensation committee to provide any inforamafiowers Watson required in or¢
to provide its services.

Benchmarking of compensatio

Source of data. As with many private companies, our compengsatmmmittee (or our board of directors, as applepdenerally discussed
compensation levels in the context of the expedsrand individual knowledge of each board memberedisas against comparable market
data for both private companies and our public camypeer group. This approach called for our boaethbers to use their reasonable
business judgment in determining compensation $ethelt would allow us to compete in hiring andiretey the best possible talent, without
strict reliance on third party survey data (dataciwhin the private company context, is not as sblas it is for public companies).

However, the compensation committee (and the bofditectors, as applicable) did consider seveiféérnt peer company data sources in
determining the annual compensation for our exeeudfficers, including the Radford High-Tech IndydExecutive and Benchmark Surveys,
the Dow Jones Compensation Pro Pre-IPO databageudtid filings by companies selected as part offmeer group.

Peer group compositiol In February 2010, Towers Watson worked withdbmpensation committee and executive managemgnbpmse
a group of peer companies for the compensation dteets use in evaluating 2010 compensation. Thepemsation committee approved the
following companies, based on the recommendatibfi®wers Watson, as our peer group of companiepdgposes of evaluating 2010
compensation and making pay decisions:

Amicas Medasset: Quality System:
athenahealth Medidata Solutions Transcend Services
Computer Programs and  Systems Mediware Information Systems Vital Images

Health Grades Merge Healthcare WebMD Health
Healthstream Phase Forward

Icad QuadraMec

These companies were chosen because they weraliesanilar to us in terms of industry (healthcéeehnology), revenue (generally one
to two times our size with any outliers being cltséndustry peers), geographic location (Silicaall¥y) and/or competition for the same grt
of executive talent. However, given our status psate company, peer company data was just swiree used in determining executive
compensation. As a result, review of peer compatg grimarily serves as a guidepost, rather thaenahmark, for setting compensation.

Compensation positioning and compensation allocetio In general, as we prepared for becoming a puoimpany, the compensation
committee, in line with our philosophy, aims to yire for target total cash and equity compensdgeals at or around the 30 percentile of
the compensation paid to similarly situated officemployed by the public peer group companiessigret level performance.
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The compensation committee also reviewed typicalerghip percentages of similarly situated pre-IB@ganies for executive officers
individually and in total for the company. In trgito achieve this positioning, the compensationmodttee did not have a rigid pre-set
allocation of compensation as between the varitera@ents of compensation in our executive compemsgtiogram, but generally assessed the
various compensation elements as follows:

. annual cash compensation targeted at tH&t6075" percentile for our public company peer group conigsrand

. target equity compensation at the® 75" percentile (to the extent doing so did not causeasonable dilution) for pre-IPO
companies that approximate our size and stagéeof li

In determining equity compensation, the compensat@mmittee considered the total equity ownershigach individual relative to
comparable positions in similar pre-IPO stage camgsaand the extent to which the individual's eghéd vested. New grants were made,
taking into consideration the estimated Black-Sebalalue based on the fair market value of ouksdoound the time the committee met.
Since incentive cash and equity awards have batllempportunities and downside risks, the targetgntages set at the beginning of a fiscal
year may not equal the compensation actually eaunddr these awarc

Our compensation committee believes targeting tah compensation at the 8o 751 percentile for our peer group is necessary inrorde
to achieve the primary objectives, described abof/eur executive compensation program. Howevenaed above under "Compensation
philosophy and objectives," benchmarking is justfarence point. Other factors, such as economiditions, performance, internal pay equity
and individual negotiations, play an important rei¢th respect to the compensation offered to argcative in any given year. We believe this
approach helps us to compete in hiring and retgittie best possible talent while at the same tirmamtaining a reasonable and responsible
structure.
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Reasons for providing, and manner of structurindie key compensation elements in 2C

Elements of compensatic The table below outlines which factors wereeariat to the decisions of the compensation committe2010 and
the reasons such element of compensation is prdvide

Compensation elemen

Material factors considered in 2010 ir
determining amount Objective

Base salary

» Board members' experience and knowledge < Attract and retain experienced executives
*» Broader market conditions

* Individual performance and demonstration of
successful contributions and results

* Public company market da

Annual performance-based cash
bonuses

» Board members' experience and knowledge < Attract and retain exceptional talent

» Achievement of corporate objectives, particularly Motivate executives to achieve company
in light of broader market conditions objectives while working as a team

* Internal pay equity; contribution by level (for « Link corporate performance with compensation
targets as percent of salary) paid

» Corporate performance against pre-established ¢ Provide incentives to promote our growth and

financial goals create stockholder value, thereby aligning the
financial interests of the executive officers with
those of the stockholde

Time-based stock options and
restricted stock units

» Board members' experience and knowledge e« Attract and retain exceptional talent

* Internal pay equity « Link corporate performance with compensation
paid

* The potential dilutive effect on our stockholders
« Provide incentives to promote our growth and

» Comparable market data for pre-IPO companiescreate stockholder value, thereby aligning the
financial interests of the executive officers with

* Public company market grant values those of the stockholders

* Potential gain and unvested holdir

Performance-based option awards* Board members' experience and knowledge  « Attract and retain exceptional talent

» Achievement of corporate objectives, particularly Motivate executives to achieve company
in light of broader market conditions objectives while working as a team

* Internal pay equity « Provide incentives to promote our growth and
create stockholder value, thereby aligning the

» The potential dilutive effect on our stockholders financial interests of the executive officers with
those of the stockholders

» Comparable market data for pre-IPO companies

* Public company market grant values

* Potential gain and unvested holdir
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Material factors considered in 2010 ir
Compensation elemen determining amount

Objective

Employee benefits and limited » Board members' experience and knowledge
perquisites
* Internal pay equity

« Individual negotiations with executives

« Attract and retain exceptional talent

» Encourage officers to work as a team

Severance and change in control ¢ Board members' experience and knowledge
benefits
* Internal pay equity

« Individual negotiations with executives

« Attract and retain exceptional talent

» Motivate executives to achieve company
objectives, which may in any given year include
completion of a strategic transaction

« Align the financial interests of the executive
officers with those of the stockholders — thathg,
completion of a desired transaction without regard
to executive's own compensation/job sect

The compensation committee believes that incemtivepensation opportunity — in the form of both cast equity awards — should make up a
larger portion of each NEO's target total compeasais the executive's level of responsibility @ases. For example, the target levels of cash
and equity incentives for our Chief Executive Odfiare generally greater than the target incemiivepensation opportunities afforded to our
other NEOs. This approach to internal pay equitiects the compensation committee's recognitiothefrelative importance of each officer's
contributions to the success of the Company. Byeiasing the portion of total target compensati@n i performance-based with increasing
levels of responsibility, we believe our compermatrogram provides appropriate levels of incentdreour officers to perform their duties to

the best of their abilities.

Base salary Each of our named executive officers has edter® an at-will employment agreement or offetdetvith us that provides for
their initial base salary. Our compensation congritjenerally reviews base salaries in the firsttquaf the fiscal year.
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In preparation for 2010, Towers Watson presentéatrimation to our compensation committee on basariesl at peer companies. The
committee considered this data as well as inputth@gerformance evaluations by the Chief Execuiffecer for her direct reports, and the
Chief Executive Officer performance evaluation preged by the Chairperson of the board of directumd, recommended the following base
pay actions for the Chief Executive Officer to fo# board of directors and approved the actionglie other NEO's as follows:

Market
2009 2010 % Position
Base Base Change (percentile)
Name Salary  Salary Rationale
Rosemary A. Crar $ 340,00( $ 350,00( 2.9% 50th Market typical
increase, no
increase in prior
year
Patrick D. Spangle N/A $ 300,000 N/A 75th New hire offer;
critical to IPO
Paul F. Bant: $ 255,000 $ 255,000 0% 75th Pay level
appropriate as
compared to
market and intern:
equity
David B. N/A $ 270,000 N/A 50th New hire offer
Burlington
Joseph B. Kleine $ 220,00( $ 280,00( 33% 75th To acknowledge
increase in

responsibilities an
unigue nature of
this role/criticality
to the Company

Burt W. Podbere $ 200,000 $ 224,20( 12% 75th Recognition of
excellent
performance

Richard H. Van  $ 255,00( $ 262,25( 2.8% 60th Market typical

Hoesen increase, no

increase in prior
year

The compensation committee felt that these satargl$ were appropriate in matching the desire t@ leach of our executive officers be
positioned at the appropriate market level tha¢flective of their skills, contributions and panftance against comparable public peer roles as
we approach our public offering.

Annual cash bonuse We have an annual management bonus plan urideln wash bonuses may be earned by our execuficersfand
other members of management based on company pearfice. The employment agreements or offer letfegach of our NEOs generally set
forth their initial target bonus levels. Our compation committee generally reviews target bonusltegach fall in anticipation of the coming
year. In the first quarter of 2010, Towers Watsogspnted comparable market data to our compensaiiomittee on target bonus levels

peer companies, company financial status and madsetitions generally. After considering this infation, the compensation committee set
the target bonus levels for our then-employed NB®soted below. Subsequently, in connection witimdpiMr. Spangler and Mr. Burlington,
the compensation committee established the
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target bonuses for these individuals based onaeréerto peer company data, internal pay equitygtitieality of these roles to our company
and reflection on current market conditions asofe8:

2010 Market
2009 Target Change Position
Target Bonus % (absolute; (percentile)

Name Bonus % Rationale
Rosemary A. 50% 70% +20% 60th Bring to
Crane competitive

market levels for
a public compan

CEO
Patrick D. N/A 60% N/A 75th Similarly
Spangler competitive level
for public
company CFO,;
new hire
Paul F. Bant: 35% 35% 0% 50th Appropriately
positionec
David B. N/A 60% N/A 60th Similarly
Burlington competitive for
public company
COO; new hire
Joseph B. Kleinc commissior  70% N/A 75th Similarly

competitive for
public company
CCO
Burt W. Podbere 35% 35% 0% 60th Appropriately
positionec
Richard H. Var 40% 50% +10% 60th Similarly
Hoesen competitive for

public company
CFO

The compensation committee felt that these targets levels (including positioning against the mpker companies and differentiation
among officers reflecting their impact to the origation) were appropriate given:

. The belief that the incentive opportunity shouldkeap a larger portion of a NEO's target total cengation as the executive's leve
responsibility increases; and

. The belief that these levels were internally faid dinancially responsible, yet still provided appriate motivation to executives to
achieve our growth objectives.

The actual bonus amounts earned under our managéorns program in any year depend on the achieweof@ur corporate objectives. T
corporate objectives for the bonus program areasehe broader company business plan that i-apgdreach spring by the compensation
committee. For 2010, the compensation committezcsad the following three key business metricsgiveid equally, from our general
business plan as well as the successful launchrdEHR product as the corporate objectives forthieus plan:

. sales bookings, meaning total dollar amount ofress contracted during the year;

. adjusted revenue, also disclosed in Note 2 to onsalidated financial statements included in thspectus, is measured as GAAP
revenue calculated in accordance with our reveaoegnition policies in effect at the time; and
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. adjusted EBITDA, measured as GAAP net income befdezest income, interest expense, other incomgefese) net, provision for
income taxes, depreciation and amortization expearsg stock-based compensation expense.

The compensation committee believed these metrice appropriate as these metrics can be meaningffilienced by management's actions
and both directly and indirectly reflect compangwth and stockholder value creation. In order tmeey bonus under the program, we had to
achieve the following threshold levels of each iaetr

85% of our business plan for sales bookings;
92% of our business plan for adjusted revenue;
75% of our business plan for adjusted EBITI

If any one threshold level was missed, no bonusldvba earned. If all three threshold levels welldieaed, then the actual bonus was
calculated based on actual achievement, and theslymayout for each metric could vary from 0% to%08f the target bonus amount for that
metric based on the actual over- or under-achienéwfethat metric according to the parameters enftilowing tables:

Bookings (30% of overall bonus target

% Attainment <85% 90% 100% 110% =115%
Bonus % Payot 0% 50% 100% 150% 200%

Revenue (30% of overall bonus target)
% Attainment <92% 96% 100% 104% = 108%
Bonus % PayoL 0% 80% 100% 120% 200%

EBITDA (30% of overall bonus target)
% Attainment <75% 95% 100% 115% =125%
Bonus % Payot 0% 90% 100% 150% 200%

A fourth goal, the successful launch of the betaiea of our EHR product, is worth 10% of the barilise actual results for these management
bonus metrics for 2010 have not yet been finalaedpproved.

The corporate objectives for the 2011 managememibprogram have not yet been determined by thepensation committee.

Equity compensatior  Our equity incentive program is intended toaevonger-term performance and to help align tiverests of our
executive officers with those of our stockhold&k&e believe that if our officers own shares of oomenon stock with values that are signific

to them, they will have an incentive to act to nmaizie longer-term stockholder value instead of skenrn gain. To support this philosophy, our
equity program emphasizes stock options, and egecutive team, performance stock options tleatiad to the achievement of our growth
and financial goals. Our grants have traditionhbtyl four year vesting requirements, which in 20)dommittee increased to five years to
further incent our leadership team to focus on é&sagrm company value. Finally, we believe that eqaigynpensation is an integral compor

of our efforts to attract exceptional executivesjisr management and employees.

We currently grant both stock options and occasipmestricted stock units that vest based on timeved, as well as performance-based stock
options and restricted stock units under whichgrantince against corporate metrics in a given yetarohines the number of shares that may
then begin vesting
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over a subsequent time-based vesting period. Tper$ermance-based equity units are the primarytgguvard for our NEOs. In determining
the mix of awards, the compensation committee cansithe importance of focusing executives on &aingekey metrics from our business
plan, the mix of equity awards at our peer compgritee potentially dilutive impact of stock awartte fair market value of our common stock
(and therefore the potential for gains under ostias opposed to full value awards in the comingsyeaurrent holdings of our executives and
the tax consequences to the company and the retspie

As with cash incentive opportunities, in determgnthe target equity opportunity for each NEO, thmpensation committee believes that the
incentive opportunity should make up a larger portof a NEO's target total compensation as theugivets level of responsibility increases.
For example, the target levels of equity incentific@sour Chief Executive Officer are generally gegghan the target incentive compensation
opportunities afforded to our other NEOs. This apph to internal pay equity reflects the compensatbmmittee's recognition of the relative
importance of each officer's contributions to thecess of the Company. By increasing the porticiotafl target compensation that is
performance-based with increasing levels of respditg, we believe our compensation program pr@gdppropriate levels of incentive for
our officers to perform their duties to the besthdir abilities.

Aggregate awards in 201  The following table lists the number and typéawards granted to each NEO in 2010.

2010
Performance- 2010
2010 Based Performance
Time-Based RSU Grants Option Grant Market
Option (at max 125% (at max 125% Position
Name Grants of target) of target) (percentile)
Rosemary N/A 39,30( N/A Mediar
A.
Crane
Patrick D. 301, 74( N/A N/A 75tk
Spangle
Paul F. N/A N/A 58,95( 90t
Banta
David B. 255,49: N/A N/A Mediar
Burlingtor
Joseph B N/A N/A 78,60( 90t
Kleine
Burt W. 47,16( N/A N/A 90tr
Podber¢
Richard H N/A N/A N/A 75tk
Van
Hoeser

As further described in the paragraph below, themensation committee felt that these award levadsdifferentiation among officers were
appropriate for several reasons, including:

. The need to attract and retain exceptional taleatéompetitive locale for critical executive rgles

. The belief that the incentive opportunity shouldkeap a larger portion of a NEO's target total cengation as the executive's leve
responsibility increases;

. The overall contribution provided based on tenuith ¥he company and the level of unvested/potegtits;

. The desire to be internally consistent by provid#agh new hire officer with an initial option grahat was comparable to grants heli
continuing executives; and
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. The belief that these levels were internally faid dinancially responsible and yet still providgzpeopriate motivation to executives to
achieve our objectives in light of their respectixisting aggregate equity holdings.

Each of the senior executive team employed dururgaanual grant cycle received performance-basédrapwith the exception of the Chief
Executive Officer, who received performance-basstricted stock units. The compensation commigéiegfanting only restricted stock units
was appropriate for the Chief Executive Office tihbalign her equity interests with shareownerstarassist in managing stockholder diluti
Mr. Spangler and Mr. Burlington, as new hires ia thtter part of the fiscal year, received timedubstock option grants so that their overall
potential ownership of the company was in line vgitinilar executives in a company about to becont#ipand to ensure their interests were
aligned with shareholders and investors as we becpublic company.

Time-based awards. Because we grant stock options with an exeqmige equal to the value of our common stock endéate of grant, these
options will have value to our executive officerdyoif the market price of our common stock increeaafter the date of grant and through the
date of vesting. Historically, stock options grahte our executive officers at hiring vest overmM8nths with 25% of the shares vesting on the
first anniversary of the vesting commencement datethe remainder vesting monthly over the nexn®@ths. In 2010, the compensation
committee increased the vesting period to five y@ar60 months with 20% of the shares vesting erfitet anniversary of the vesting
commencement date and the remainder vesting moowielly48 months to further incent our leadershgmtéo focus on longer-term Company
value.

Performanc-based awards. In order to provide an additional incentiventanagement to achieve our business objectives whitking as a
team, and to further align the interests of managemith our stockholders, the compensation conemigiranted performance-based stock
options to certain of our NEOs in April and perfamce-based restricted stock units to our Chief &tkee Officer. These performance-based
options have largely replaced time-based optionstdo NEOs — other than grants of time-based opttomew hire executives. After
considering information from Towers Watson regagdiquity compensation levels at peer companiesowithenchmarking to a specific level,
company financial status and market conditions gglyeand comparable levels of overall equity hofgh at similar stage companies, the
compensation committee determined a target nunfterah options to be earned at 100% performanaktteen made the grant for 125% of
such target number, with an exercise price equél®36, which the board of directors determined tii@ fair market value on the date of
grant.

The actual amount of shares or units, as applictiidé can be earned under the performance-basekl gption and restricted stock unit
program in any year depends on the achievementrofarporate objectives. The corporate objectieedte program are based on the broader
company business plan that is approved each spyigir compensation committee. For 2010, the cosgt@n committee selected the same
three key business metrics, weighted equally, demuour cash bonus plan, however with differing#fwolds and maximums. The
compensation committee felt it was appropriates® the same metrics as under the cash-based mandecthese metrics can be meaningfully
influenced by management's actions and both dijrecttl indirectly reflect company growth and stodkleo value creation.
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The number of shares that could be earned for ethc could vary from 0% to 125% of the target amidfor that metric based on the actual
over- or under-achievement of that metric accordinthe parameters in the following tables:

Bookings (30% of overall grant target)
% Attainment < 75% < 90% 100% > 105%
Bonus % Payot 0% 75% 100% 125%

Revenue (30% of overall grant target)
% Attainment < 90% < 95% 100% = 105%
Bonus % Payol 0% 75% 100% 125%

EBITDA (30% of overall grant target)
% Attainment <70% < 85% 100% > 115%
Bonus % Payol 0% 75% 100% 125%

A fourth goal, the successful launch of the betaioa of our EHR product, is worth 10% of the awalte actual results for these manager
performance-based option program metrics for 2GM@& mot yet been finalized or approved by the corsgton committee.

Accelerated vesting  Under the terms of our stock plans and cedagatutives' employment agreements and offer letteesvesting of equity
awards may be accelerated in the event of certabenial corporate transactions, as well as in temeof certain involuntary terminations of
employment following certain material corporatensactions. We believe these accelerated vestingswas are appropriate in light of the
collective knowledge and experiences of our boaethivers on compensating individuals in the positlogld by similarly situated executive
officers at other companies (without referencerty specific peer group or any specific benchmavkllef compensation), and therefore allow
us to attract and retain high quality executiveghk case of accelerated vesting upon a changentfol, the accelerated vesting allows our
executives to focus on closing a transaction thet be in the best interest of our stockholders elrengh it may otherwise result in a
termination of their employment and therefore deiture of their equity awards.

Severance and change of control bene!

Each of our named executive officers is entitleddwerance and/or change of control benefits gftrag of which are described in detail below
under "Executive employment and severance agrestéiith respect to change of control benefits pr@vide severance compensation if an
executive officer is terminated in connection wathsubsequent to a change of control transactidartber promote the ability of our executive
officers to act in the best interests of our stadétrs even though they could be terminated follmasuch a transaction. Change of control
vesting acceleration benefits are structured cshoalile-trigger” basis, meaning that the executifieer must experience a constructive
termination or a termination without cause in cartimd with a change of control in order for the bf#ts to become due, which is directly tied
to our goal of eliminating, or at least reducingy @aeluctance of our named executive officers tigelntly consider and pursue potential change
of control transaction notwithstanding the riskteir own job positions. We also believe that ttieeo severance benefits are appropriate,
particularly with respect to a termination by usheut cause since, in that scenario, we and thewtive have a mutually-agreed-upon
severance package that is in place prior to amyitettion event which provides us with more flextlgitko make a change in executive
management if such a change is in our stockholtest'interests. We believe that these severarttehamges of control benefits are an
essential element in our executive compensatiokguges and assist us in recruiting and retainirented individuals. The severance and
changes in control benefits do not

119




Table of Contents

influence and are not influenced by other elemeht®mpensation, as these benefits serve differiejectives than the other elements of
compensation.

Other benefits

We have a 401(k) plan in which substantially albaf employees are entitled to participate. Empmgysontribute their own funds, as salary
deductions, on a pre-tax basis. Contributions neagnade up to plan limits, subject to governmenitéitions. The plan permits us to make
matching contributions if we choose; however, ttedae have not made any matching contributions pvéeide health care, dental and vision
benefits to all full-time employees, including axecutive officers. We also have a flexible besdiialthcare plan and a flexible benefits
childcare plan under which employees can set gsigl¢ax funds to pay for qualified health care exges and qualified dependent care
expenses not reimbursed by insurance. These benefitavailable to all employees, subject to applelaws.

Employee benefits & limited perquisitt  Each of our NEOs is eligible to participateour package of broad-based employee benefit
programs, on the same terms and conditions as ethployees, including health, dental and visiomiasce, medical and dependent care
flexible spending accounts, basic life insuranbert and long-term disability insurance, accidedeath and dismemberment insurance, and a
401(k) retirement plan. The 401(k) plan permit¢aisiake matching contributions if we choose; howgttedate we have not made any
matching contributions. We believe these benefiscansistent with benefits provided by other conigs based on the experiences and
individual knowledge of the members of the boardicéctors regarding compensation of similarly &iad executives at other companies
(without reliance on third party surveys of compim paid to such executives at any specific caorgsaor benchmarking to any specified
level of compensation paid by any specific compgngad help us to attract and retain high quakgcetives. In addition, as part of our
negotiations in hiring Ms. Crane, and given thatgrémary residence is near Philadelphia and agelst facility is in California, we agreed to
provide her with a $5,000 per month housing alloggato minimize the expense to us for providing awwmdations to her when she travels
work to California.

Equity compensation policie

We encourage our executive officers to hold a §icanit equity interest in Epocrates, but have mbtspecific ownership guidelines. Currently,
we do not have an equity award grant timing politAe have a policy that prohibits its executive adfis, directors and other members of
management from engaging in short sales, transectioput or call options, hedging transactionstber inherently speculative transactions
with respect to the Epocrates stock.

Compensation recovery policies

The compensation committee has not determined whéttvould attempt to recover bonuses from ourcasige officers if the performance
objectives that led to the bonus determination wetge restated, or found not to have been méte@xtent originally believed by the
compensation committee. However, as a public compahject to the provisions of Section 304 of tlaeb@nes-Oxley Act of 2002, if we are
required as a result of misconduct to restate ioantial results due to our material noncomplianite any financial reporting requirements
under the federal securities laws, our chief exeeudfficer and chief financial officer may be ldlgaequired to reimburse us for any bonus or
other incentive-based or equity-based compens#tmnreceive.
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Accounting consideration:

We account for equity compensation paid to our eyges under ASC 718, which requires us to estimwaderecord an expense over the
service period of the award. Our cash compens#&icgcorded as an expense at the time the obligatiaccrued. The accounting impact of
compensation programs is just one of many factatare considered in determining the size andtstrel of our programs.

Tax considerations

After completion of this offering, and subject tertin rules that exempt pre-existing arrangemappsoved prior to this offering, as a publicly-
held company we will not be permitted a federabme tax deduction for compensation paid to cegagcutive officers to the extent that
compensation exceeds $1.0 million per coveredefiic any year. The limitation applies only to camnpation that is not performance based.
Non-performance based compensation paid to our execatficers for 2009 did not exceed the $1.0 milllonit for any officer and the
compensation committee does not anticipate thahdingerformance based compensation to be paid to aguéxe officer for 2010 will be i
excess of the deductible limit.

The compensation committee believes that in estaibly the cash and equity incentive compensatiograms for our executive officers, the
potential deductibility of the compensation payalheler those programs should be only one of a nuoflrelevant factors taken into
consideration, and not the sole governing factor.tfrat reason the compensation committee may desppropriate to provide one or more
executive officers with the opportunity to earndntive compensation, whether through cash inceiativerd programs tied to our financial
performance or equity incentive grants tied togkecutive officer's continued service, which mayrbexcess of the amount deductible by
reason of Section 162(m) or other provisions ofltiternal Revenue Code. The compensation comniittéeves it is important to maintain t
flexibility in determining cash and equity incergicompensation in order to attract and retain bajtoer executive officer candidates, even if
all or part of that compensation may not be debletyy reason of the Section 162(m) limitation.

Also, the compensation committee takes into accatnether components of our compensation programbeagubject to the penalty tax
associated with Section 409A of the Internal ReeeBode, and aims to structure the elements of cosapien to be compliant with or exempt
from Section 409A to avoid such potential advessedonsequences.

Risk analysis of our compensation plai

The compensation committee has reviewed our conagienspolicies as generally applicable to our empés and believes that our policies do
not encourage excessive and unnecessary risk-tadmagthat the level of risk that they do encouriaget reasonably likely to have a material
adverse effect on us. The compensation committderpged an assessment of our compensation progaachgolicies, with a focus on
incentive compensation programs (including our ahbonus program and our equity compensation prograhe compensation committee
reviewed the compensatory objectives and key pianvis(including performance goals) of those programd considered the potential for a
participant to engage in risk-taking behavior tmemwvards under those programs, as well as thenigation features associated with those
programs. Following such assessment, the compensatimmittee believes that the design of our corsgiéon policies and programs
encourage our employees to remain focused on hothhwmrt-and long-term goals. For example, whileaash bonus plans measure
performance on an annual basis, our equity awgpisally vest over a number of years, which the pensation committee believes
encourages our employees to focus on sustainekl stme appreciation, thus limiting the potentialue of excessive risk-taking.
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Summary compensation table

Non-equity
Stock Option incentive plan All other
Salary Bonus awards awards compensation compensation Total

Name and principal position Year $) $) ($)(1) $)Q) $) $) %)
Rosemary A. Crane 201C  350,00( — 477,54( — —(10) 60,557(11) 888,09:.
President and Chit 200¢(9) 340,00 — — 4,238,75 102,00((2) 55,52(3) 4,736,28!

Executive Officel
Patrick D. Spangle 201( 73,86¢ — — 1,767,33: — 65(6) 1,841,26.
Chief Financial Officer(14
Paul F. Banta 201C 255,00( — — 320,47" —(10) 552(6) 576,02¢
Executive Vice President, Gene  2007(9) 250,00: 360,42! 58,25((8) 36((6) 669,03t

Counsel and Secreta
David B. Burlington, 201C 36,81¢ — — 1,606,39! — 45(6) 1,643,26.
Chief Operations Officer(1¢
Joseph B. Kleine 201C  272,12( 40,00((12) — 427,30: —(10) 36((6) 739,78
Chief Commercial Office 200¢(9) 218,69 40,00( — 752,34( 215,0344) 137,38((5) 1,363,44
Burt W. Podbere 201C 218,36 50,00((16) — 284,29: —(10) 202(6) 552,86:

Senior Vice President and Forn
Interim Chief Financial Office

Richard H. Van Hoesel 201C  153,21: — — — — 142,87(13) 296,08«

Former Executive Vice Preside 200¢(9) 255,00( — — 185,80((7) 61,20((2) 552(6) 502,55:
and Chief Financial Office 200%(9) 251,20: - - 236,51 10,91¢(8) 36C(6) 498,99

1) Amounts shown in this column do not reflect dolanounts actually received by our named executifiees$. Instead, these amounts reflect the aggeegraint date fair value of

@
(©)

©)

®)
(6)
@)
®)
©)
(10)
11
(12)
(13)

(14
(15)

(16)

each stock option granted in the fiscal year erdiecember 31, 2009 computed in accordance withitngions of FASB ASC Topic 718. Assumptions usethie calculation of
these amounts are included in Note 12 to our caleted financial statements included in this prosge As required by SEC rules, the amounts showluée the impact of
estimated forfeitures related to service-basedngsbnditions. Our named executive officers willyorealize compensation to the extent the traginge of our common stock is
greater than the exercise price of such stock ngtio

Represents cash bonus paid in 2010 for performar2@09 pursuant to our 2009 Cash Bonus Plan.

Represents $529 for costs related to group temrgurance premiums and $55,000 for Ms. Crangtgliallowance. For a description of Ms. Crane/gj allowance, see the
section of this prospectus entitled "Executive eaypient and severance agreements."

Represents a cash payment of $39,240 made in 20b@fformance in 2009 pursuant to our 2009 CastuB®lan and a cash payment of $175,794 made flmrpance in 2009
pursuant to our commission plan.

Represents $303 for costs related to group teemrgurance premiums and $137,077 paid to Mr. l€l@inconnection with a tender offer completed i020
Represents costs related to group term life insgramemiums.

Mr. Van Hoesen's employment with us terminatedwdy 31, 2010.

Represents cash bonus paid in 2007 for performiar2@06.

2007 and 2009 compensation information is incluidedertain individuals as was previously disclogegublic filings.

Cash bonuses pursuant to our 2010 Cash Bonus &@miot yet been determined.

Represents $552 for costs related to group teemrgurance premiums and $60,000 for Ms. Crangtgliallowance.

Represents a cash bonus associated with Mr. Kéegmemotion.

Represents a cash payment for (i) $76,606 as Mr.’N&esen's target bonus pursuant to our 2010 CashsBPlan paid as part of severance, (ii) a seeerpayment of $65,663 a
(iii) $602 for costs related to group term life umance premiums.

Mr. Spangler's employment with us commenced in Saper 2010.
Mr. Burlington's employment with us commenced irtédber 2010.

Represents a cash bonus paid to Mr. Podbere inf2@ p@rformance in 2010.
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2010 grants of plan-based awards

The following table sets forth certain informatimygarding grants of plan-based awards to our NE@isglthe year ended December 31, 2010.

. All other
Estimated future stock All other
payouts under  Estimated future  gyards: option Grant date
_ non-equity payoutsunder  nymberof awards:  Exercise o  fair value
incentive plan equity incentive number of of stock
awards plan awards(1)(2,  shares of ~ securities  base price and
Target Maximum Target Maximum  stock or  underlying  of option option
Grant units options awards awards
Name date ($) ($) (#) #) (#) #3) ($/Sh)(4) $(5)
Rosemary A. Cran 08/25/1( — —  31,44( 39,30( — — — 477,54(
Patrick D. Spangle 10/28/1( — — — — — 301,74 13.3¢ 1,767,33:
Paul F. Bant: 08/25/1( — —  47,16( 58,95( — — 13.3¢ 320,47
David B. Burlington 12/22/1( — — — — — 255,49 13.9¢ 1,606,39!
Joseph B. Klein 08/25/1( — — 62,88( 78,60( — — 13.3¢ 427,30:
Burt W. Podbere 08/25/1( — — — — — 39,30( 13.3¢ 234,88t
12/22/1( — — — — — 7,86( 13.9¢ 49,40¢
Richard H. Van Hoest — — — — — — — — —
1) Represents all awards granted under our 2010 exedadnus plan in 2010, which were determined baseperformance in 2010. With the exception of

Ms. Crane, who received a restricted stock unitrdyall awards were stock options. This table shthesawards that are possible at the thresholgetand
maximum levels of performance. The "2010 summamngmensation” table above shows the actual awardeedny our named executive officers under the 2010
executive bonus plan. All the option grants and ®sne's restricted stock unit award were maderumate2008 Equity Incentive Plan.

2) The maximum number of options or restricted statiksuvere granted, but the number of options drired stock units actually earned is subjecetuction
based on achievement of 2010 corporate goalsnglédibookings, net revenue and adjusted EBITDAh wach of the three metrics weighted equally. Once
determined, the shares subject to the option erictesd stock unit will vest in 36 equal monthlystallments, subject in each case to the recipieatiinued
service. For a description of the terms of stoctioms and restricted stock units granted under26@8 Equity Incentive Plan, please refer to theéiseof this
prospectus entitled "Employee benefit plans—2010itigdncentive Plan."

3) The stock options were granted under our 2008 Edpdentive Plan. The shares subject to each siptikn vest over 60 equal monthly installments jecthin
each case to the recipient's continued service.

4) Represents the per share fair market value of @mnwon stock, as determined by our board of diredtogood faith on the grant date. For a discussfdhe
factors considered by our board of directors iredaining the fair market value of our common stookthe date of grant, please refer to the sectithi®
prospectus entitled "Management's discussion aalysis of financial condition and results of opemas—Critical accounting policies and estimates—&to
based compensation.”

(5) Represents the grant date fair value of optionstgth For options whose ultimate vesting is basedahievement of performance criteria ("performabased
options"), the amount disclosed is the grant daitevhlue based upon an estimate of the probalitmme of such conditions as of the grant date.folewing
table presents the aggregate grant date fair wdlsech performan«-based options assuming that the highest levelddpeance condition would be achievi

Rosemary A. Cran $525,00C
Patrick D. Spangle N/A
Paul F. Bant: $352,32¢
David B. Burlington N/A
Joseph B. Klein $469,77C
Burt W. Podber N/A
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2010 outstanding equity awards at fiscal year-end

The following table sets forth certain informatimygarding outstanding equity awards at fiscal yeaf for our NEOs for the year ended
December 31, 2010.

Option awards Stock awards
Number of Number of Number of Market value
securities securities shares or of shares or
underlying underlying units of units of
unexercised unexercised Option stock that stock that
options options exercise Option have not have not
#) #) price expiration vested vested
Name exercisable  unexercisable (%) date #) $)
Rosemary A. Cran 31,44( — 13.2¢ 10/29/1¢
337,11¢ 398,4141) 12.11 03/01/1¢ — —
13,64« 31,01((2) 12.11 05/07/1¢ — —
— — — 39,30( $ 628,80(9)
Patrick D. Spangle — 150,87((3) 13.3¢ 10/27/2( — —
— 150,87((4) 13.3¢ 10/27/2( — —
Paul F. Bant: 15,72( — 1.21 07/19/1t — —
23,58( — 4.0¢ 01/08/1¢ — —
23,57¢ — 5.9t  07/17/1¢ — —
22,92t 8,56155) 5.5C 04/12/1° — —
24,13; 6,891(6) 5.5C 04/12/1; — —
18,52¢ 10,4742) 13.2¢ 01/30/1¢ — —
8,18¢ 18,60¢2) 12.11 05/07/1¢ — —

— 58,95((7) 13.3¢ 08/24/2( — —
David B. Burlington — 255,4943) 13.9¢ 12/21/2( — —
Joseph B. Klein 31,68 — 0.3z 06/01/1 — —

11,79( — 0.3z 07/20/1¢ — —
6,28¢ — 0.85  04/12/1 — —
7,86( — 4.2¢  01/25/1¢ — —

15,71¢ — 5.0F  07/17/1¢ — —
6,28¢ — 5.5C 04/29/1] — —

36,35: 10,80¢5) 13.17 11/05/1 — —

18,52t 10,4742) 13.2¢ 01/30/1¢ — —

45,85( 111,35((5) 10.1% 12/16/1¢ — —
— 78,60((7) 13.3¢ 08/24/2( — —

Burt W. Podbert 14,73" 4,9155) 13.2¢ 01/30/1¢ — —
2,37¢ 1,5565) 13.2€ 08/06/1¢ — —
11,46: 27,83¢5) 10.17 12/16/1¢ — —
3,93( 35,37((8) 13.3¢ 08/24/2( — —

— 7,86((8) 13.9¢ 12/21/2( — —
Richard H. Var

Hoeser — — — — — —
1) The shares subject to this stock option vest 26% of the shares subject to the option after @ae,ywith the remaining shares subject to the sbption
vesting on an equal monthly basis over the follg\86 months, subject to recipient's continued servi
2) The shares subject to the option vest in 36 equattinfy installments, subject in each case to tegrent's continued service.
3) The shares subject to this stock option vest 0% of the shares subject to the option after @ae,ywith the remaining shares subject to the sbption

vesting on an equal monthly basis over the follgM8 months, subject in each case to recipientiSraged service.
(4) The maximum number of options were granted buntimber of options actually earned is subject teicédn based on certain milestones. Once determthe

shares subject to the option will vest as to 208rafne year, with the remaining shares subjetttéasstock option vesting on our equal monthly baser the
following 48 months, subject to recipients contidservice
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(5) The shares subject to the stock option vest incdlemonthly installments, subject in each casedtipient's continued service.
(6) The shares subject to the option vest in 45 equalihty installments, subject in each case to thgient's continued service.
) The maximum number of options were granted, buntitaber of options actually earned is subject tiuction based on 2010 corporate goals relating to

bookings, net revenue and adjusted EBITDA, wittheafcthe three metrics weighted equally at 30%, Hdfb based on the successful launch of the besiover
of our EHR product. Once determined, the sharefesuto the option will vest in 36 equal monthlsiallments, subject in each case to the recipieatitinued

service.
8) The shares subject to the option vest in 60 equalily installments, subject in each case to reaifs continued service.
9) The value is determined based on the initial pubfiering price of $16.00 per share multiplied g number of shares that have not vested, witladirig into

account any taxes that may be payable in connestittnthe transactior
2010 option exercises and stock vested

The following table sets forth certain informati@yarding option awards exercised by our namedutixecofficers during 2010.

Option awards Stock awards
Number of Number of
shares Value shares Value

acquired on realized on acquired on realized on
Name exercise exercise(1) exercise exercise(1)
Rosemary A. Cran — — — —
Patrick D. Spangle — — — —
Paul F. Bant: — — — —
David B. Burlington — — — —
Joseph B. Kleini — — — —
Burt W. Podbert — — — —
Richard H. Van Hoese 279,31 $ 2,933,85: — —
1) The value realized on exercise is determined basetie initial public offering price of $16.00 pgrare multiplied by the number of shares that veeezcised,

without taking into account any taxes that may agable in connection with the transacti
Pension benefits

Our named executive officers did not participateoinotherwise receive any benefits under, anyipans retirement plan sponsored by us
during 2010.

Nonqualified deferred compensation
We do not currently maintain nonqualified defineshribution plans or other deferred compensatiemgl
Executive employment and severance agreements

Rosemary A. Crani  In February 2009, we entered into an offeelettith Rosemary A. Crane, our President and (bkefcutive Officer.

This letter superseded a prior letter agreememddatcember 1, 2008. The offer letter providesafomitial annualized base salary of $340
and a target bonus of 50% of her base salary, ctufgji¢he discretion of the board of directors,dehsn its assessment of both our performance
and her performance. In addition, the offer leptiavides for a monthly living allowance of $5,0@0dover Ms. Crane's housing costs in the
Francisco Bay Area. Pursuant to the offer lettes, Mrane was granted an option to purchase 735/%3&s of our common stock under our
1999 Stock Option Plan with a per share exercimemf $12.11, the fair
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market value of our common stock on the date afityies determined by our board of directors. Suahtgepresented approximately 2.9% of
our fully diluted outstanding capitalization asté date of the offer letter. The stock option gdsis to 25% of the shares on the first annual
anniversary of the vesting commencement date andetihhainder vests monthly thereafter over threesysach that on the fourth anniversary
of the vesting commencement date of the stock nptie shares shall be fully vested. The offeefeipecifies that Ms. Crane's employment is
at-will.

Pursuant to the offer letter, if Ms. Crane's empient is terminated without cause, subject to heegs release of all known and unknown
claims, Ms. Crane shall be entitled to receive savee pay equal to twelve months of her base saiaffect as of the termination date (less
required deductions and withholdings) to be paithenform of salary continuation on our standargrplhdates following such termination, &
if she timely elects continued group health insaeacoverage through COBRA, we will be obligategpay her COBRA premiums necessar
continue her group health insurance coverage aahee level as in effect as of the termination 8@atéwvelve months after her termination or
until she becomes eligible for group health insueacoverage through a new employer, whichever gdinst. In addition, under the terms of
the offer letter, in connection with such termioatof employment, the vesting of Ms. Crane's stauions shall accelerate on the date of
termination as to that number of shares that whalge become vested if she had remained employed bytil the date twelve months
following the employment termination date.

In addition, under the terms of the offer lettarconnection with such termination of employmenif &is. Crane resigns for good reason wil
twelve months after a change of control, the vgstihMs. Crane's stock options shall accelerafellron the date of termination.

Patrick D. Spangler In January 2011, we entered into an amendedemstdted offer letter with Patrick D. Spanglenm, Ghief Financial
Officer. The amended and restated offer letter idies/for an initial annualized base salary of $300,plus a target bonus of 60% of his base
salary under our bonus plan based upon successfipletion of the objectives set forth in the plas,determined by our board of directors. In
addition, the amended and restated offer letteviges for relocation benefits, which include (i)ndursement for up to six round trip coach
class airfare tickets per quarter to/from his cotrgrimary residence and the San Francisco bayaraw Jersey, (ii) reimbursement of up to
$1,000 per month for management fees associatédiwgtrenting or leasing of his primary residenc#linnesota and (iii) reimbursement for
his direct out-of-pocket costs to move his housglgalods and other personal property to the Sarcis@mbay area or New Jersey, up to a
maximum of $30,000 in the aggregate. Pursuanta@athended and restated offer letter, Mr. Spangdergvanted an option to purchase
150,870 shares of our common stock under our 2@Q&\EIncentive Plan, with a per share exercisegdf $13.36, the fair market value of
our common stock on the date of grant, as detewhriyeour board of directors. This stock option gext to 20% of the shares on the first
annual anniversary of the vesting commencementatatehe remainder will vest monthly thereafterrdeair years, such that on the fifth
anniversary of the vesting commencement date aftihek option, the shares shall be fully vestedaddition, Mr. Spangler was granted an
additional option to purchase 150,870 shares ofoarmon stock under our 2008 Equity Incentive Pth a per share exercise price of
$13.36, the fair market value of our common stockh® date of grant, as determined by our boadirettors. This stock option will vest as to
20% of the shares on the first annual annivershtiyjeovesting commencement date and the remainiflerast monthly thereafter over four
years, such that on the fifth anniversary of thgtimg commencement date of the stock option, theeshshall be fully vested. The amended
restated offer letter specifies that Mr. Spanglemrployment is at-will.

Pursuant to the amended and restated offer Idttdr, Spangler's employment is terminated withoatise, subject to his general release of all
known and unknown claims, Mr. Spangler shall bétledtto receive severance pay equal to nine mootthss base salary in effect as of the
termination date (less
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required deductions and withholdings) to be paithenform of salary continuation on our standargrplhdates following such termination, &
if he timely elects continued group health insueaooverage through COBRA, we will be obligated &y pis COBRA premiums necessary to
continue his group health insurance coverage adhee level as in effect as of the termination fat@ine months after his termination or u
he becomes eligible for group health insurance mgesthrough a new employer, whichever occurs first

The amended and restated offer letter further gessiin the event that, within twelve months adtehange of control of Epocrates,

Mr. Spangler's employment is terminated withoutseaar if Mr. Spangler resigns for good reason,etlip his general release of all known
and unknown claims, Mr. Spangler shall be entitteteceive severance pay equal to nine monthssdfdse salary in effect as of the
termination date (less required deductions andheitings) to be paid in the form of salary contitima on our standard payroll dates follow
such termination, and if he timely elects contingealup health insurance coverage through COBRAwilldbe obligated to pay his COBRA
premiums necessary to continue his group healtiramge coverage at the same level as in effedttag eermination date for nine months a
his termination or until he becomes eligible foogp health insurance coverage through a new emplayéchever occurs first. In addition,
except as described above, in connection with gerchination of employment, the vesting of Mr. Splang stock options shall accelerate in
full.

Paul F. Banta In August 2000, we entered into an offer lettéh Paul F. Banta, our Executive Vice Presidéaty, Policy and Content,
General Counsel and Secretary, as amended byauditetter agreements executed in March 2008, inbee 2008 and May 2009. The offer
letter provides for an initial annualized base isatd $210,000 plus a one time hire-on bonus of 838. Pursuant to the offer letter, Mr. Banta
was granted an option to purchase 55,020 shamsrafommon stock under our 1999 Option Plan, witleashare exercise price of $1.27, the
fair market value of our common stock on the déitgrant, as determined by our board of directotdgs Titial grant was cancelled on
December 1, 2003 and on June 2, 2004, Mr. Bantagveated a new option to purchase 55,020 sharesrafommon stock under our 1999
Option Plan, with a per share exercise price 08&0he fair market value of our common stock andhte of grant, as determined by our b
of directors, and a vesting commencement date jpfeSeer 18, 2000. This stock option is now fullptesl. The offer letter specifies that

Mr. Banta's employment is at-will.

Pursuant to the amended offer letter, if Mr. Bangghployment is terminated without cause, subgehid general release of all known and
unknown claims, Mr. Banta shall be entitled to reeeseverance pay equal to six months of his balseysin effect as of the termination date
(less required deductions and withholdings) to &ie j the form of salary continuation on our stamtpayroll dates following such
termination, and if he timely elects continued grdwealth insurance coverage through COBRA, webslbbligated to pay his COBRA
premiums necessary to continue his group healtiramge coverage at the same level as in effedttag termination date for six months after
his termination or until he becomes eligible foogp health insurance coverage through a new employéchever occurs first.

The amended offer letter further provides, in theng that, within twelve months after a changeaftool of Epocrates, Mr. Banta's
employment is terminated without cause or if MrnBaresigns for good reason, subject to his gemeledse of all known and unknown clai
Mr. Banta shall be entitled to receive severangegupial to nine months of his base salary in effisodf the termination date (less required
deductions and withholdings) to be paid in the fafrsalary continuation on our standard payroleddbllowing such termination, and if he
timely elects continued group health insurance e through COBRA, we will be obligated to pay B@BRA premiums necessary to
continue his group health insurance coverage adhee level as in effect as of the termination fat@ine months after his termination or u
he becomes eligible for group health insurance eme
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through a new employer, whichever occurs firstadidition, in connection with such termination offgayment, the vesting of Mr. Banta's
stock options shall accelerate in full.

David B. Burlington In October 2010, we entered into an offer tettith David B. Burlington, our Chief Operationsfieér. The offer letter
provides for an initial annualized base salary2f®000 plus a target bonus of 60% of his baseysatader our bonus plan based upon
successful completion of the objectives set fantthe plan, as determined by our board of direct®ussuant to the offer letter, Mr. Burlington
was granted an option to purchase 255,494 shammsr @ommon stock under our 2008 Equity IncentilaPwith a per share exercise price of
$13.99, the fair market value of our common stockle date of grant, as determined by our boadirettors. This stock option vests as to
20% of the shares on the first annual annivershtigeovesting commencement date and the remainilerast monthly thereafter over four
years, such that on the fifth anniversary of th&timg commencement date of the stock option, theeshshall be fully vested. The offer let
specifies that Mr. Burlington's employment is atkwi

Pursuant to the offer letter, if Mr. Burlingtonmployment is terminated without cause, subjectisageneral release of all known and unknown
claims, Mr. Burlington shall be entitled to reces@verance pay equal to six months of his baseysalaffect as of the termination date (less
required deductions and withholdings) to be paithenform of salary continuation on our standargrpthdates following such termination, &

if he timely elects continued group health insueaooverage through COBRA, we will be obligated &y pis COBRA premiums necessary to
continue his group health insurance coverage atdhee level as in effect as of the termination flatsix months after his termination or until
he becomes eligible for group health insurance m@ethrough a new employer, whichever occurs first

The offer letter further provides, in the eventtthvathin twelve months after a change of controEpocrates, Mr. Burlington's employment is
terminated without cause or if Mr. Burlington ressgfor good reason, subject to his general releba# known and unknown claims,

Mr. Burlington shall be entitled to receive severapay equal to nine months of his base salarffécteas of the termination date (less requ
deductions and withholdings) to be paid in the fafrsalary continuation on our standard payroleddbllowing such termination, and if he
timely elects continued group health insurance e through COBRA, we will be obligated to pay BE@BRA premiums necessary to
continue his group health insurance coverage adhee level as in effect as of the termination fat@ine months after his termination or u
he becomes eligible for group health insurance m@ethrough a new employer, whichever occurs finsaddition, in connection with such
termination of employment, the vesting of Mr. Bogdton's stock options shall accelerate in full.

Joseph B. Kleine In January 2001, we entered into an offer tetiéh Joseph B. Kleine, our Chief Commercial Oéficas amended by an
additional letter agreement executed in Februaty02The offer letter, as amended, provides forranualized base salary of $250,000, two
transition compensation payments for an aggredeé8®000 and a target bonus of 40% of his basaysahder our bonus plan based upon
successful completion of the objectives set fantthe plan, as established by our president aref eRecutive officer. Pursuant to the offer
letter, Mr. Kleine was granted an initial optiongorchase 19,650 shares of our common stock in 88@&r our 1999 Stock Option Plan, wi
per share exercise price of $1.27, the fair mar&kte of our common stock on the date of grantledsrmined by our board of directors. This
initial option grant is fully vested. The 2010 arderent to Mr. Kleine's offer letter provided for theant of an additional option to purchase
157,200 shares of our common stock under our 2@Q@\EIncentive Plan, with a per share price of $¥0 This stock option vests in 48 equal
monthly installments, such that on the fourth aarsary of the vesting commencement date of th& stption, the shares shall be fully vested.
The offer letter specifies that Mr. Kleine's empiwnt is at-will.
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Pursuant to the amended offer letter, if Mr. Kl&nemployment is terminated without cause, suligebts general release of all known and
unknown claims, Mr. Kleine shall be entitled toe®e severance pay equal to six months of his balsey in effect as of the termination date
(less required deductions and withholdings) to &ie j the form of salary continuation on our stamtpayroll dates following such
termination, and if he timely elects continued grdwealth insurance coverage through COBRA, webelbbligated to pay his COBRA
premiums necessary to continue his group healtiramge coverage at the same level as in effedttag termination date for six months after
his termination or until he becomes eligible foogp health insurance coverage through a new employéchever occurs first.

The amended offer letter further provides, in theng that, within twelve months after a changeaftool of Epocrates, Mr. Kleine's
employment is terminated without cause or if Mreidke resigns for good reason, subject to his génelease of all known and unknown
claims, Mr. Kleine shall be entitled to receive emance pay equal to nine months of his base selaffect as of the termination date (less
required deductions and withholdings) to be paithenform of salary continuation on our standargrplhdates following such termination, &
if he timely elects continued group health insusaocverage through COBRA, we will be obligated &y pis COBRA premiums necessary to
continue his group health insurance coverage adhee level as in effect as of the termination fat@ine months after his termination or u
he becomes eligible for group health insurance m@esthrough a new employer, whichever occurs finsaddition, in connection with such
termination of employment, the vesting of Mr. Kleis stock options shall accelerate in full.

Burt W. Podbere In May 2007, we entered into an offer lettethalBurt W. Podbere, our Senior Vice President ah@fCAccounting Officer
as amended by an additional letter agreement ex@duiSeptember 2010. The offer letter, as amemutedides for an annualized base salary
of $224,200 and a target bonus of 35% of his bakeysunder our bonus plan based upon successfypletion of the objectives set forth in
the plan, as established by our president and eligdutive officer. Pursuant to the offer letter, Modbere was granted an initial option to
purchase 39,300 shares of our common stock in 886&r our 1999 Stock Option Plan, with a per skeaszcise price of $5.80, the fair market
value of our common stock on the date of grantiedsrmined by our board of directors. Twenty-fieeqent of the shares subject to this stock
option vests on the one year anniversary of thenggsommencement date and the remainder ves®s @gBal monthly installments over the
following three years, such that on the fourth aersary of the vesting commencement date of trekgiption, the shares shall be fully vested.
The offer letter specifies that Mr. Podbere's empplent is at-will.

Pursuant to the amended offer letter, if Mr. Podiseemployment is terminated without cause, sultjelts general release of all known and
unknown claims, Mr. Podbere shall be entitled teiee severance pay equal to six months of his salsey in effect as of the termination date
(less required deductions and withholdings) to &ie j the form of salary continuation on our stamtpayroll dates following such
termination, and if he timely elects continued grdwealth insurance coverage through COBRA, webslbbligated to pay his COBRA
premiums necessary to continue his group healtiramee coverage at the same level as in effedttag termination date for six months after
his termination or until he becomes eligible foogp health insurance coverage through a new employéchever occurs first.
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The amended offer letter further provides, in theng that, within twelve months after a changeamftool of Epocrates, Mr. Podbere's
employment is terminated without cause or if MrdBere resigns for good reason, subject to his géngease of all known and unknown
claims, Mr. Podbere shall be entitled to receiweesence pay equal to nine months of his base salaffect as of the termination date (less
required deductions and withholdings) to be paithenform of salary continuation on our standargrpthdates following such termination, &
if he timely elects continued group health insusaocverage through COBRA, we will be obligated &y pis COBRA premiums necessary to
continue his group health insurance coverage adhee level as in effect afthe termination date for nine months after kigrtination or unt
he becomes eligible for group health insurance a@ethrough a new employer, whichever occurs finsaddition, in connection with such
termination of employment, the vesting of Mr. Podt® stock options shall accelerate in full.

Richard H. Van Hoesel In October 2006, we entered into an offer fettith Richard H. Van Hoesen, to serve as our CRieéncial Officer
and Senior Vice President, Finance, as amendeelitey hgreements executed in March 2008 and Deae20B8. The offer letter provides for
an initial annualized base salary of $250,000 andranual bonus of up to 35% of Mr. Van Hoesen'siahearnings, based upon our
performance against our management bonus planvair Hoesen must remain employed during the enéieg Yo earn and be eligible to
receive a bonus under the management bonus plarvairHoesen was granted an option to purchas8@8Shares of our common stock
under our 1999 Stock Option Plan, with a per skeaggcise price of $5.50, the fair market value wf @ommon stock on the date of grant, as
determined by our board of directors. The stockooptested as to 25% of the shares on the first@arenniversary of the vesting
commencement date and the remainder will vest niypttibreafter over three years, such that on thetficanniversary of the vesting
commencement date of the stock option, the shadktse fully vested. The offer letter specifieattMr. Van Hoesen's employment is at-will.

Pursuant to the offer letter with Mr. Van Hoesesatibed above, if Mr. Van Hoesen's employmentrisiteated without cause or if Mr. Van
Hoesen resigns for good reason, subject to hisrgeredease of all known and unknown claims, Mrn\t4oesen shall be entitled to receive, in
addition to the payment of his annual bonus pred&iased on the employment termination date, sevengay equal to nine months of his base
salary in effect as of the termination date (lexpired deductions and withholdings) to be paithenform of salary continuation on our
standard payroll dates following such terminati@mg provided that he timely elects continued greealth insurance coverage through
COBRA, we will be obligated to pay his COBRA premisi sufficient to continue his group health insumooverage at the same level as in
effect as of the termination date for nine montierais termination or until he becomes eligitbe §roup health insurance coverage through a
new employer, whichever occurs first.

In addition to the foregoing payments, under tmgeof the offer letter, if Mr. Van Hoesen's empt@nt is terminated without cause or if he
resigns for good reason, each within twelve moafter a change of control or an acquisition tratisaaf Epocrates, and subject to his ger
release of all known and unknown claims, the vgstihhis stock options shall accelerate in full.

Mr. Van Hoesen's employment with us terminatedwn 31, 2010. He was entitled to compensation imneetion with such termination.
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Potential payments upon termination of employme

The following table estimates the potential payraemd benefits payable upon employment termindtioeach named executive officer as if
his or her employment had been terminated on Deee3th 2010, the last business day of our priaafigear.

No change of control Change of control
Termination without cause or for
Termination without cause ($) good reason ($)
Base COBRA Vesting Base COBRA Vesting

Name salary premiums acceleration(1) salary premiums acceleration(1)

Rosemary A. Cran 350,00((2) 19,42(5) 963,84« 350,00((2) 19,42(5) 2,299,26:

Patrick D. Spangle 225,00((3) 15,52¢6) — 225,00((3) 15,52¢(6) 796,59:

Paul F. Banti 127,50((4) 6,227%(7) — 191,25((3) 9,341(10) 418,52!

David B. Burlington 135,00((4) 3,24¢8) — 202,50((3) 4,87411) 513,54

Joseph B. Klein 136,06((4) 9,71%9) — 204,09((3) 14,56¢(12) 921,45t

Burt W. Podbere 112,10((4) 9,711(9) — 168,15((3) 14,56¢(12) 330,96!

Richard H. Van Hoesen(1 142,26414) — — — — —

1) The value of vesting acceleration is calculatedtam the initial public offering price of $16.00kvrespect to unvested option shares subjectdelation
minus the exercise price of the unvested optiomesha

) Represents continuation of base salary for a pafid@® months. Ms. Crane is only entitled to reedivis payment in the event her employment is teated
without cause.

?3) Represents continuation of base salary for a pefoine months.

(4) Represents continuation of base salary for a parfigik months.

(5) Represents payment of 12 months of continued COBRMiums for medical, dental and vision coveragé;udated at $1,618.42 per month for the twelve
month period ended December 31, 2010, includingpa@ministrative fee. Ms. Crane is only entitledeoeive this payment in the event her employment i
terminated without cause.

(6) Represents payment of nine months of continued COBfRmiums for medical, dental and vision coveragdsulated at $1,725.38 per month for the twelve
month period ended December 31, 2010, includingpa@ministrative fee.

@) Represents payment of six months of continued COBRAniums for medical, dental and vision coveragéulated at $1,037.84 per month for the twelve
month period ended December 31, 2010, includingpa@ministrative fee.

(8) Represents payment of six months of continued COBRAniums for medical, dental and vision coveragésulated at $541.35 per month for the twelve font
period ended December 31, 2010, including a 2% ridtrative fee.

9) Represents payment of six months of continued COBRiums for medical, dental and vision coveragégulated at $1,618.42 per month for the twelve
month period ended December 31, 2010, includingea@ministration fee.

(10) Represents payment of nine months of continued COBRmiums for medical, dental and vision coveragdculated at $1,037.84 per month for the twelve
month period ended December 31, 2010, includingea@ministrative fee.

(11) Represents payment of nine months of continued COBRmiums for medical, dental and vision coveragdculated at $541.35 per month for the twelve
month period ended December 31, 2010, includingea@ministrative fee.

(12) Represents payment of nine months of continued COBRmiums for medical, dental and vision coveragdculated at $1,618.42 per month for the twelve
month period ended December 31, 2010, includingea@ministrative fee.

(13) Mr. Van Hoesen's employment with us terminatedudp 31, 2010. He was entitled to compensation imneetion with such termination.

(14) Represents amounts paid pursuant to the Separsgimement by and between the Company and Mr. Vaeselo, dated as of July 29, 2010.

Non-employee director compensation

Cash compensation arrangements

Effective October 2009, each non-employee diredthrer than the Chairperson of the board of dimscis entitled to an annual retainer of
$10,000 per year, payable quarterly. The Chairpeodédhe board of directors is entitled to an ahmetainer of $15,000 per year, payable
guarterly. In addition, all members of our boardlwéctors are reimbursed for travel, lodging attteoreasonable expenses incurred in
attending board or committee meetings.
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Following the completion of this offering, we wilay each of our non-employee directors as appkcabl

. $30,000 per year for service as a board membeahpayguarterly;

. $25,000 per year for service as Chairperson of tdeedof directors, payable quarter

. $20,000 per year for service as Chairperson of titét @ommittee, payable quarter

. $15,000 per year for service as Chairperson oftimepensation committee, payable quarterly;

. $10,000 per year for service as Chairperson of thearate governance and nominating committee, gaypiarterly;

. $1,000 for each board meeting attended in pel

. $500 for each board meeting attended telephonicalby videoconference;

. $12,000 per year for service on the audit committegable quarterly; and

. $7,000 per year for service on the compensation dtiesrand corporate governance and nominating ctieenipayable quarterl

In lieu of the cash compensation set forth aboaeh@on-employee director may elect to receivepion to purchase our common stock
exercisable for a number of shares equal to tl ¢assh compensation divided by the fair marketeaf our common stock on the date of
grant.

All members of our board of directors will continteebe reimbursed for certain expenses in conneetith attendance at board and committee
meetings.

2010 director compensation

The following table provides compensation inforraatfor all our non-employee directors during 2010:

Option Non-equity
Fees earned o Stock awards incentive plan All other
paid in cash awards $) compensation compensation Total
Name % (€] [A]E) $) %) $)
Philippe O.

Chambor 10,00( — 92,07 — — 102,07
Darren W. Cohel 10,00( — 92,07 — — 102,07
Thomas L. Harriso 10,00( — 92,07« — — 102,07
Patrick S. Jone 15,00( — 92,07« — — 107,07
Gilbert H. Kliman 10,00( — 92,07 — — 102,07
John E. Voris 10,00( — 92,07« — — 102,07
Mark A. Wan 10,00( — 92,07« — — 102,07
Jacob Winebaur 4,792 —  279,98: — —  284,77:
1) Amounts shown in this column do not reflect doamounts actually received by our directors. Instéaese amounts reflect the aggregate grant diatesflae of

each stock option granted in the fiscal year eridecember 31, 2010 computed in accordance withriingions of FASB ASC Topic 718. Assumptions used i
the calculation of these amounts are included iteN@ to our consolidated financial statementsuighet! in this prospectus. As required by SEC riles,
amounts shown exclude the impact of estimatedifars related to service-based vesting conditiGns. directors will only realize compensation te #xtent
the trading price of our common stock is greatantthe exercise price of such stock options.

) The aggregate number of shares subject to outsiguagition awards held by each of the directorsdish the table above as of December 31, 2010 was a

follows: Dr. Chambon, 31,440 shares; Mr. Cohen48Q shares; Mr. Harrison, 163,749 shares; Mr. Jdi¥8 729 shares; Dr. Kliman, 31,440 shares; Mrid/o
103,409 shares; Mr. Wan, 31,440 shares and Mr. béim®, 47,160 share
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?3) 1/12th of the shares subject to each option awestimonthly over one year, subject in each ca#feetoecipient's continued service as a director.

Following the completion of this offering, upon etien to the board of directors, each non-emplajiesctor shall be granted an option to
purchase 19,650 shares of our common stock. Thergafich non-employee directors shall entitlegnt@nnual grant of an option to purchase
11,790 shares of our common stock. Each of theSenspwill have an exercise price equal to the fa@irket value of our common stock on the
date of grant and will vest monthly over 12 morghsh that the entire option shall be fully vestédraone year.

Employee benefit plans
2010 Equity Incentive Plan

Our board of directors adopted, and our stockhsldeproved, the 1999 Stock Option Plan, or the I98@on Plan, in August 1999. Our bo:
of directors amended and restated the 1999 Optamd3 the 2008 Equity Incentive Plan, or the 2B@8ntive Plan, in March 2008. Our
compensation committee subsequently approved amamtdrof the 2008 Incentive Plan in April 2009 anutiA2010 and our board of direct
approved amendments of the 2008 Incentive Plaroiwehkhber 2010 and December 2010. Our stockholdgr®epd the 2008 Incentive Plan
June 2009 and approved amendments of the 2008tineé&tian in November 2010 and January 2011. Oardof directors approved the
amendment and restatement of the 2008 Incentiveddhe 2010 Equity Incentive Plan, or 2010 Ingerflan, in July 2010 and our
stockholders approved the 2010 Incentive Plan imedtoer 2010. Our board of directors approved amendsrof the 2010 Incentive Plan in
November 2010 and December 2010, which was approyedir stockholders in November 2010 and Janu@iy :

The 2010 Incentive Plan will become effective immagely upon the execution and delivery of the umdiging agreement for this offering. All
outstanding stock awards previously granted urfued999 Option Plan and 2008 Incentive Plan witiaizn subject to the terms of the
respective plans.

The 2010 Incentive Plan will terminate in July 20@6less sooner terminated by our board of direciMe may amend or suspend the 2010
Incentive Plan at any time, although no such aatiay impair the rights under any then-outstandingrd without the holder's consent.

Stock awards. The 2010 Incentive Plan provides for the gafrincentive stock options, nonstatutory stock @i, stock appreciation rights,
restricted stock awards, restricted stock unit dsaperformance-based stock awards, and other fofeguity compensation, or collectively,
stock awards, all of which may be granted to emgtsy including officers, and to non-employee doecand consultants. Additionally, the
2010 Incentive Plan provides for the grant of perfance cash awards. Incentive stock options mayrdreted only to employees. All other
awards may be granted to employees, includingeficand to non-employee directors and consultants.

Share reserve. Following this offering, the unissued sharesikable for issuance under our 2008 Incentive Blathe effective date of this
offering, plus any shares subject to outstandingksawards granted under the 2008 Plan that erpiterminate for any reason prior to their
exercise or settlement will become issuable putsteestock awards under the 2010 Incentive Plan¢hvhumber shall not exceed 7,653,674
shares. Then, the number of shares of our comnock s¢served for issuance under the 2010 InceRtige will automatically increase on
January 1st each year, starting on the first Jgnlafter the 2010 Incentive Plan has become @ffeeind continuing through January 1, 2014,
by the lesser of (a) 4% of the total number of shaf our common stock outstanding on the lastoddlye preceding calendar year,

(b) 1,965,000 shares of our common stock, or f@raber determined by our board of directors th#ds than (a) or (b). The maximum
number of shares that may be issued pursuant texereise of incentive stock options under the 2010
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Incentive Plan is 15,720,000 shares. As of Decer@beP010, 5,055,407 shares of our common stoclbbad issued upon the exercise of
stock options and/or stock awards granted unde2@38 Incentive Plan of which 323,489 shares wepeirchased at the original exercise p
6,268,212 shares were subject to outstanding aptisith a weighted average exercise price of $fetshare, 171,219 shares were subject to
restricted stock units and 1,131,031 shares rerdaiaailable for future grant under the 2008 Incen®lan.

No person may be granted stock awards covering thare2,358,000 shares of our common stock unde2@l0 Incentive Plan during ai
calendar year pursuant to stock options, stockeaygtion rights and other stock awards whose vialdetermined by reference to an increase
over an exercise or strike price of at least 100%h® fair market value on the date the stock avimgtanted. Additionally, no person may be
granted a performance stock award covering mone 2t258,000 shares or a performance cash awarddiavnaximum value in excess of
$15,000,000 in any calendar year. Such limitatemsdesigned to help assure that any deductionbith we would otherwise be entitled with
respect to such awards will not be subject to th&@,000 limitation on the income tax deductiitif compensation paid to any covered
executive officer imposed by Section 162(m) of litternal Revenue Code.

If a stock award granted under the 2010 Incentlae Bxpires or otherwise terminates without beixereised in full, or is settled in cash, the
shares of our common stock not acquired pursuahietstock award again will become available fdrsequent issuance under the 2010
Incentive Plan. In addition, the following typesstfares under the 2010 Incentive Plan may becoaitahble for the grant of new stock awards
under the 2010 Incentive Plan: (a) shares thatoafeited to or repurchased by us prior to beconfirly vested; (b) shares withheld to satisfy
income or employment withholding taxes; (c) shargsd to pay the exercise price of a stock optiannet exercise arrangement; and (d) sl
tendered to us to pay the exercise price of a stptbn. Shares issued under the 2010 Incentive Ak be previously unissued shares or
reacquired shares bought by us on the open mageif the date hereof, no awards have been gramedo shares of our common stock have
been issued under the 2010 Incentive Plan.

Administration. Our board of directors, or a duly authorizethatittee thereof, has the authority to administer2B10 Incentive Plan. Our
board of directors has delegated its authoritydimiaister the 2010 Incentive Plan to our compengsatbmmittee. Our board of directors may
also delegate to one or more of our officers thbaity to (i) designate employees (other than odfficers) to be recipients of stock awards,
and (ii) determine the number of shares of comntocksto be subject to such stock awards. No sutdgdéon to officers has been made as of
October 2010. Subject to the terms of the 2010ntiee Plan, our board of directors or the authatizemmittee, referred to as the plan
administrator, determines recipients, dates oftgthe numbers and types of stock awards to begpeand the terms and conditions of the
stock awards, including the period of their exeaxbilty and vesting and the fair market value aggdble to a stock award. Subject to the
limitations set forth below, the plan administratdll also determine the exercise price, strikepror purchase price of awards granted and the
types of consideration to be paid for the award.

The plan administrator has the authority to repaicg outstanding stock award, cancel and re-granbatstanding stock award or take any
other action that is treated as a repricing unéeegally accepted accounting principles, with thiesent of any adversely affected participant.

Stock options. Incentive and nonstatutory stock options aesgd pursuant to stock option agreements adoptéuetplan administrator.

The plan administrator determines the exerciseeddc a stock option, within the terms and condisi@f the 2010 Incentive Plan, provided t
the exercise price of a stock option generally cabe less than 100% of the fair market value ofammmon stock on the date of grant. Stock
options granted under the 2010 Incentive Plan aiette rate specified by the plan administrator.
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The plan administrator determines the term of stutions granted under the 2010 Incentive Plaripuigpmaximum of 10 years. Unless the
terms of an optionee's stock option agreement gesvotherwise, if an optionee's service relatignglith us, or any of our affiliates, ceases for
any reason other than disability, death or calrepptionee may generally exercise any vested stptitins for a period of three months
following the cessation of service. The stock aptierm may be extended in the event that exerdigecstock option following such a
termination of service is prohibited by applicabézurities laws. If an optionee's service relatigmsvith us, or any of our affiliates, ceases due
to disability or death, or an optionee dies withinertain period following cessation of service, tiptionee or a beneficiary may generally
exercise any vested stock options for a periodRahbnths in the event of disability and 18 monththie event of death. In the event of a
termination for cause, options generally terminatmediately upon the occurrence of the event givigg to the right to terminate the
individual for cause. In no event may a stock aptie exercised beyond the expiration of its term.

Acceptable consideration for the purchase of comatook issued upon the exercise of a stock optitirberdetermined by the plan
administrator and may include (a) cash, check, lumak or money order, (b) a broker-assisted cashégercise, (c) the tender of shares of our
common stock previously owned by the optioneeijf(ti)e stock option is a honstatutory stock optiamet exercise of the stock option, and
(e) other legal consideration approved by the p@ministrator.

Unless the plan administrator provides otherwismksoptions generally are not transferable exbgptill, the laws of descent and distributi
or pursuant to a domestic relations order. An o@émay designate a beneficiary, however, who meascise the stock option following the
optionee's death.

Tax limitations on incentive stock options.Incentive stock options may be granted onlguoemployees. The aggregate fair market value,
determined at the time of grant, of our commonlsteith respect to incentive stock options thatexercisable for the first time by an optionee
during any calendar year under all of our stockiplaay not exceed $100,000. Stock options or pugtibereof that exceed such limit will
generally be treated as nonstatutory stock optidosncentive stock option may be granted to amg@e who, at the time of the grant, owns or
is deemed to own stock possessing more than 1@%rdbtal combined voting power or that of any aof affiliates unless (a) the stock option
exercise price is at least 110% of the fair maviadtie of the stock subject to the stock optiontendate of grant, and (b) the term of the
incentive stock option does not exceed five yeamsfthe date of grant.

Restricted stock award Restricted stock awards are granted pursuamesstacted stock award agreements adopted bylémegaiministrator.
Restricted stock awards may be granted in congidartor (a) cash, check, bank draft or money ar¢gr past services rendered to us or our
affiliates, or (c) any other form of legal considéon. Common stock acquired under a restrictecksawvard may, but need not, be subject to a
share repurchase option in our favor in accordavittea vesting schedule to be determined by the ptiministrator. Rights to acquire shares
under a restricted stock award may be transfemédupon such terms and conditions as set by tae atiministrator.

Restricted stock unit award Restricted stock unit awards are granted patsiwarestricted stock unit award agreements adopyethe plan
administrator. Restricted stock unit awards magtaated in consideration for any form of legal ddasation. A restricted stock unit award
may be settled by cash, delivery of stock, a coatimn of cash and stock as deemed appropriateebgléim administrator, or in any other form
of consideration set forth in the restricted staok award agreement. Additionally, dividend eqléveis may be credited in respect of shares
covered by a restricted stock unit award. Excemithsrwise provided in the applicable award agregmestricted stock units that have not
vested will be forfeited upon the participant'ssag®n of continuous service for any reason.
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Stock appreciation rights. Stock appreciation rights are granted purstaatock appreciation right agreements adoptedéytan
administrator. The plan administrator determinesstnike price for a stock appreciation right, whgenerally cannot be less than 100% of the
fair market value of our common stock on the dditgrant. Upon the exercise of a stock appreciatigint, we will pay the participant an
amount equal to the product of (a) the excesseoptr share fair market value of our common stocthe date of exercise over the strike pr
multiplied by (b) the number of shares of commarcktwith respect to which the stock appreciatightis exercised. A stock appreciation
right granted under the 2010 Incentive Plan vestisearate specified in the stock appreciationtrigfreement as determined by the plan
administrator.

The plan administrator determines the term of saqgireciation rights granted under the 2010 Ingerfilan, up to a maximum of 10 years.
Unless the terms of a participant's stock apprieciatght agreement provides otherwise, if a pg#nt's service relationship with us, or any of
our affiliates, ceases for any reason other thasesadisability or death, the participant may galhgexercise any vested stock appreciation
right for a period of three months following thessation of service. The stock appreciation righmtemay be further extended in the event that
exercise of the stock appreciation right followswch a termination of service is prohibited by &gglile securities laws. If a participant's
service relationship with us, or any of our aftéig, ceases due to disability or death, or a faatit dies within a certain period following
cessation of service, the participant or a berefjomay generally exercise any vested stock apgieniright for a period of 12 months in the
event of disability and 18 months in the eventeditth. In the event of a termination for cause kstgpreciation rights generally terminate
immediately upon the occurrence of the event giviag to the right to terminate the individual &@muse. In no event may a stock appreciation
right be exercised beyond the expiration of itenter

Performance award: The 2010 Incentive Plan permits the grant ofggenance-based stock and cash awards that maifygasl
performance-based compensation that is not sutgjebe $1,000,000 limitation on the income tax deithility of compensation paid to a
covered executive officer imposed by Section 162ffrihe Code. To help assure that the compensattabutable to performance-based
awards will so qualify, our compensation committae structure such awards so that stock or castevissued or paid pursuant to such a
only after the achievement of certain pre-establisherformance goals during a designated perforenpadod.

The performance goals that may be selected fordsvander the 2010 Incentive Plan include one orerobthe following: (1) earnings
(including earnings per share and net earning}dehings before interest, taxes and depreciaf8)rearnings before interest, taxes,
depreciation and amortization; (4) total stockholdgurn; (5) return on equity or average stockamtequity; (6) return on assets, investment,
or capital employed; (7) stock price; (8) margimc{uding gross margin); (9) income (before or aféxes); (10) operating income;

(11) operating income after taxes; (12) par-profit; (13) operating cash flow; (14) saleg@venue targets; (15) increases in revenue ot
revenue; (16) expenses and cost reduction goalyjrfforovement in or attainment of working caplealels; (18) economic value added (or an
equivalent metric); (19) market share; (20) castwvfl(21) cash flow per share; (22) share pricegreréince; (23) debt reduction;

(24) implementation or completion of projects cogesses; (25) customer satisfaction; (26) stocldisl@quity; (27) capital expenditures;

(28) debt levels; (29) operating profit or net ggigrg profit; (30) workforce diversity; (31) growtif net income or operating income;

(32) billings; (33) bookings; and (34) to the esttdrat an award is not intended to comply with ®eci62(m) of the Code, other measures of
performance selected by the Board.

The performance goals for awards under the 201éntine Plan may be based on a company-wide baifsrespect to one or more business
units, divisions, affiliates, or business segmeaits] expressed in either absolute terms or reladiviee performance of one or more compar.
companies or the performance of one or more retdmdices. Unless specified otherwise (1) in the
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award agreement at the time the award is granté2) an such other document setting forth the penénce goals at the time the goals are
established, we will appropriately make adjustménthie method of calculating the attainment off@enance goals as follows: (A) to exclude
restructuring and/or other nonrecurring charge¥téBxclude exchange rate effects, as applicéyeion-U.S. dollar denominated goals;

(C) to exclude the effects of changes to generalbepted accounting principles; (D) to excludedffiects of any statutory adjustments to
corporate tax rates; (E) to exclude the effectsnyf "extraordinary items" as determined under galyeaccepted accounting principles; (F) to
exclude the dilutive effects of acquisitions omfoventures; (G) to assume that any business digdst the company achieved performance
objectives at targeted levels during the balance pérformance period following such divestituid) {0 exclude the effect of any change in the
outstanding shares of common stock of the compsimgdson of any stock dividend or split, stock repase, reorganization, recapitalization,
merger, consolidation, spin-off, combination orleege of shares or other similar corporate chamgany distributions to common
stockholders other than regular cash dividendgp(xclude the effects of stock based compensatidior the award of bonuses under the
company's bonus plans; and (J) to exclude theteffeany other unusual, non-recurring gain or lessether extraordinary item. In addition, we
retain the discretion to reduce or eliminate thegensation or economic benefit due upon attainmktiite goals. The performance goals may
differ from participant to participant and from addo award.

Other stock awards. The plan administrator may grant other awastsed in whole or in part by reference to our comstook. The plan
administrator will set the number of shares unterstock award and all other terms and conditidrssioh awards.

Changes to capital structure. In the event that there is a specified typehafhge in our capital structure without the recefftonsideration

by the company, such as a stock split or recap@tdin, appropriate adjustments will be made tala)class and maximum number of shares
reserved for issuance under the 2010 Incentive, Rlarthe class and maximum number of shares bgiwthie share reserve may increase
automatically each year, (c) the class and maximumber of shares that may be issued upon the srav€incentive stock options, (d) the
class and maximum number of shares subject to stwekds that can be granted in a calendar yeasfablished under the 2010 Incentive |
pursuant to Section 162(m) of the Code), and (@)xthss and number of shares and exercise prites ptice, or purchase price, if applicable,
of all outstanding stock awards.

Corporate transactions. If we dissolve or liquidate, then outstandibgck options under the 2010 Incentive Plan wilirtgrate immediately
prior to such dissolution or liquidation and shavésestricted stock may be repurchased by us, thargh the holder may still be providing
services for us.

In the event of certain specified significant cagie transactions, such as an acquisition of thepamy that results in a material change in the
ownership of the company, the surviving or acqgiorporation (or its parent company) may assumetirtue or substitute similar stock
awards for the outstanding stock awards granteermtie 2010 Incentive Plan, and any reacquisitiorepurchase rights held by us may be
assigned to the successor entity (or its parenpeawy). If the surviving or acquiring entity (or fggrent company) elects not to assume,
continue or substitute such stock awards, thewif) respect to any such stock awards that arehefshrticipants whose service has not
terminated prior to the corporate transaction véagting and exercisability of such stock awards bélaccelerated in full and will terminate if
not exercised prior to the effective date of thgpoecate transaction, and any reacquisition or refpase rights held by us shall lapse, and

(i) with respect to any other such stock awarkls, testing and exercisability of such stock awarillsnot be accelerated and will terminate if
not exercised prior to the effective date of thegpooate transaction, except that any reacquistiomrepurchase rights held by us will not
terminate and may be exercised notwithstandingdingorate transaction. In either case, no vestgdceted stock unit award will terminate
without being settled by delivery of shares of oommon stock, their cash equivalent, any
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combination thereof, or in any other form of comsation, as determined by our board of directarisy o the effective time of the corporate
transaction. In the event a stock award will tewenif not exercised prior to a corporate transactbur board of directors may provide, in its
sole discretion, that the participant may not eisersuch stock award but will receive a paymensuich form as may be determined by our
board of directors, equal in value to the excdsmy, of (i) the value of the property the papint would have received upon the exercise of
the stock award, over (ii) the exercise price otz payable in connection with the stock award.

Upon or following specified change in control traosons, the vesting and exercisability of stoclaeds may be accelerated, but only if so
provided in a participant's stock award agreementiter written agreement with the company.

Limitations of liability and indemnification of off icers and directors

Our amended and restated certificate of incorpmmativhich will become effective upon the completadrthis offering, includes provisions tf
limit the liability of our directors to the maximuextent permitted by Delaware law. Delaware lawtes that directors of a corporation will
not be personally liable for monetary damages feabth of their fiduciary duties except for:

. any breach of the director's duty of loyalty toougo our stockholders;
. acts or omissions not in good faith or that invdiventional misconduct or a knowing violation afl;
. unlawful payments of dividends or unlawful stockuechases or redemptions as provided in Sectiorof#t#e Delaware Gener

Corporation Law; or

. any transaction from which a director derived aprioper personal benefit.

Our amended and restated bylaws, which will beceffextive upon the completion of this offering, ypide that, subject to limited exceptions,
we must indemnify our directors and executive @fficand may indemnify our officers, employees ahéroagents to the fullest extent
permitted by law. Our amended and restated byldsespermit us to advance expenses, as incurred iyd@mnified party in connection with
the defense of any action or proceeding arisingobbts or her status or service as a directoiceff employee or other agent of us upon an
undertaking by him or her to repay any advancédsfultimately determined that he or she is matitled to indemnification.

Prior to the completion of this offering we will tem into separate indemnification agreements withdirectors and executive officers. These
agreements require us to, among other things, indgrihe director or executive officer against enpes, including attorney's fees, judgments,
fines and settlements paid by the individual inregtion with any action, suit or proceeding arising of the individual's status or service as
our director or executive officer, other than ligkds arising from such individuals violation @fw, and to advance expenses incurred by the
individual in connection with any proceeding agaimisn or her individually with respect to which beshe may be entitled to indemnification
by us. We believe that the provisions of our amdrated restated certificate of incorporation and rzsted and restated bylaws and the
indemnification agreements are necessary to atirattretain qualified persons as directors andwgikexofficers. We also maintain directors'
and officers' liability insurance, including covgeafor public securities matters.

At present we are not aware of any pending lit@atr proceeding involving any of our directordjagrs, employees or agents where
indemnification will be required or permitted. Fugtmore, we are not aware of any threatened litigadr proceeding that might result in a
claim for indemnification.
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Certain relationships and related party transactiors

In addition to the executive and director compdnsadrrangements, including the employment, tertioneof employment and change of
control arrangements, discussed above under "Mamagte—Executive compensation,” and "Employee agreésrend arrangements,” the
following is a description of transactions sincauary 1, 2009 (unless otherwise specified) to whiethave been a party, in which the amount
involved in the transaction exceeds or will exc8&80,000 and in which any of our directors, exesutfficers or beneficial holders of more
than 5% of our capital stock, or any immediate fgmiember of, or person sharing the household waitly, of these individuals, had or will
have a direct or indirect material interest.

Sales of securities

Since our inception through December 31, 2010fdhewing executive officers, directors and holdef$% or more of our outstanding stock
have purchased the number of securities at the prid as of the dates set forth below.

Warrants to

purchase
Series A Series B Series B Series C
preferred preferred preferred preferred
Common stock stock stock stock(1) stock

Entities affiliated with directors
Sprout Capital IX, L.P.(2 — — 2,977,23: — 1,032,14/(3)
The Goldman Sachs Group, Inc. 3,017,27. — — — —
InterWest Partners VII, L.P.(! — 1,750,001 788,09: 32,94: 891,32(6)
Three Arch Partners II, L.P.( — 1,750,00(8)  350,26: 32,94: 739,54:
Other 5% securityholders
Draper Fisher Jurvetson Fund V, L.P. — 1,150,001 612,96( 21,65¢ 618,69:
The Bay City Capital Fund II, L.P.(1( — — 1,401,05 — 485,71°(11)
Kirk M. Loevner(12) 1,125,31! — — — 236,44
Price Per Shar $0.32-$13.2¢ $1.0( $5.71 $0.000! $1.592¢
Date(s) of Purchas 11/04-12/0¢ 09/9¢ 08/0C 05/0C 07/02-09/04
1) The exercise price of the warrants to purchaseeS&iStock is $5.71 per share. Each of the warraets subsequently exercised.
) Represents shares held by Sprout Capital IX, DBJ,ESC Il, L.P., DLJ Capital Corporation and SgrBatrepreneurs' Fund, L.P. Dr. Chambon, one of our

directors, is a managing director of New Leaf VeatBartners, LLC, a venture capital firm spun ootrf Sprout Group.
3) Includes 380,891 shares repurchased by us on Decetib2007 at $10.35 per share.
4) Mr. Cohen, one of our directors, is Managing Diceaif the Principal Strategic Investments Grougofdman Sachs & Co. The Goldman Sachs Group, Inc.

transferred its shares to Goldman, Sachs & Coamudry 2011.
(5) Represents shares held by InterWest Partners \Rl,dnd InterWest Investors VII, L.P. Dr. Klimameoof our directors, is a managing director of iitest

Management Partners VII, LLC, the general partfi¢h® InterWest Funds.
(6) Includes 538,490 shares repurchased by us on Decetib2007 at $10.35 per share.
@) Mr. Wan, one of our directors, is a managing menabdthree Arch Management Il, L.L.C, the generatiper of Three Arch Partners Il, L.P.
8) Includes 454,624 shares repurchased by us on Decetib2007 at $10.35 per share.
9) Represents shares held by Draper Fisher Jurvetswh V¥, L.P. and Draper Fisher Jurvetson Partnels.\C.
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(10) Represents shares held by The Bay City Capital AuhdP. and The Bay City Capital Fund Il Co-Inteent Fund, L.P.
(11) Includes 354,644 shares repurchased by us on Decetib2007 at $10.35 per share.

(12) Represents shares acquired upon exercise of oditsgaoptions and includes (i) 243,479 shares remsged by us on November 19, 2009 at $8.27 per,share
(i) 45,882 shares sold to a third party on Decen®de 2009 at $8.91 per share, and (iii) 835,9%#ehof common stock and 236,441 shares of Ser&tsck
pledged as security to a third party on July 2@®

Each share of our Series A Stock and Series C Stdckonvert into 0.786 shares of our common staokl our Series B Stock will convert
into 0.90813437 shares of our common stock immeljigtrior to the closing of this offering.

Investor rights agreement

We have entered into an agreement with a certaithpser of our common stock, purchasers of ouepred stock and a warrant to purchase
our preferred stock and our principal stockholdeith which certain of our directors are affiliatgairsuant to which these securityholders will
have, among other things, registration rights wétspect to their shares of common stock followhig bffering. Upon the closing of this
offering, all shares of our outstanding preferremtls will be automatically converted into commoadit. See the section of this prospectus
entitled "Description of capital stock—Registratioghts" for a further description of the termstlois agreement.

Employment agreements

We have entered into employment agreements witkexecutive officers. For more information regardihgse agreements, see the section of
this prospectus entitled "Management—Executive egipent and severance agreements.”

Director and officer indemnification

Our amended and restated certificate of incorpmmatd be effective upon the completion of this offg contains provisions limiting the
liability of directors. In addition, we will be ezrting into agreements to indemnify our directord arecutive officers to the fullest extent
permitted under Delaware law. See the sectionisfgfospectus entitled "Management—Limitationsiability and indemnification of officers
and directors.”

Other agreements

In December 2005, we entered into a master sergigesement with Reliant Pharmaceuticals, Inc.,araRt, whereby we provide certain
creative development, implementation and repoting project management services through our DotAllemnel. One of our stockholders,
The Bay City Capital Fund Il, L.P. and its relatdities, holds greater than a 10% equity intdreReliant and, as such, may have a material
direct or indirect interest in our transactionshaReliant. We recorded revenue from Reliant of apipnately $385,000, $385,000 and $0 for
the years ended December 31, 2007, 2008 and 28§8gatively.

In February 2008, we entered into our standard fofragreement with Oscient Pharmaceuticals Cororabr Oscient, whereby we provide
services and messages through our DocAlert chaamelrtain clients specified by Oscient. John Eri&/a member of our board of directors
a member of the board of directors of Oscient atitine of the agreement. Under the agreement, Gtduées paid us a total amount of $225,

140




Table of Contents

In 2009, we entered into various agreements withedDavis & Mann, Inc. and SSCG Media Group, aglon of Cline Davis & Mann,
whereby we provided various marketing, educatiomgia and creative services through our DocAlesinoel. Cline Davis & Mann is a
subsidiary of DAS, where Mr. Harrison, a membeowf board of directors, serves as the Chief Exeeuifficer. For the year ended
December 31, 2009, we recorded revenue of $80@&0A8Ck700,000 from Cline Davis & Mann and SSCG Méghiaup, respectively.

Mr. Harrison does not have a direct or indirectenat interest in these transactions and thessaions are immaterial to DAS.

In 2009, we provided services to Porter Novelboah DAS subsidiary. In connection with these sesjiwe recorded revenue from Porter
Novelli of approximately $200,000 for the year ethd®cembe31, 2009. In addition, in 2010, Porter Novelli pised advertising services to
us and, as of September 30, 2010, we incurred segesf approximately $953,000 for the current figear in connection with these
advertising services. Mr. Harrison does not hadéect or indirect material interest in this tracisan and this transaction is immaterial to D.

Review, approval or ratification of transactions wth related parties

Pursuant to our written Code of Business CondudtEhics, executive officers and directors arepermitted to enter into any transactions
with Epocrates without the approval of either oudibcommittee, pursuant to the provisions setfantthe audit committee charter, or our
board of directors. In approving or rejecting spebposed transactions, the audit committee or bobdirectors, as applicable, shall consider
the relevant facts and circumstances availabledaedhed relevant to the audit committee or boaxirettors, as applicable, including but not
limited to the risks, costs, benefits to us, thengeof the transactions, the availability of otkeurces for comparable services or products a
applicable, the impact on a director's independe@coe audit committee and/or board of directordlsizprove only those transactions that, in
light of known circumstances, are in, or are ngbimsistent with, our best interests, as our auwditroittee or board of directors determines in
the good faith exercise of its discretion. We hdesignated a compliance officer to generally oversempliance with the Code of Business
Conduct and Ethics.

All of the transactions described above were edtar® prior to the adoption of our Code of Busm&onduct and Ethics. As each of the
aforementioned were entered into in the ordinatyrs® of business and were deemed not materialrtbusiness or operations, they were not
formally approved or ratified by our board of dit@s or audit committee.

For a complete description of the agreements eshiate with subsidiaries of DAS, of which ThomasHarrison, a member of our
compensation committee and board of directordi@shief Executive Officer, please refer to theisecof this prospectus entitled
"Compensation committee interlocks and insiderigigetion."
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Principal and selling stockholders
The following table sets forth, as of DecemberZ11,0, information regarding beneficial ownershipaf capital stock by the following:

each person or entity who beneficially owns moenth% of our common stock;
each of our directors;

all of our directors and executive officers as aug,

each of our other named executive officers;

each of our stockholders selling shares in thisroff.

Beneficial ownership is determined according tortiles of the SEC and generally means that a pgrsssesses sole or shared voting or
investment power of that security, and includeseshanderlying options and warrants that are ctigrexercisable or exercisable within

60 days. Information with respect to beneficial enahip has been furnished to us by each directeguive officer or 5% or more stockholc
as the case may be. Except as otherwise indicatebelieve that the beneficial owners of the comstock listed below, based on the
information each of them has given to us, have ismiestment and voting power with respect to tBhares, except where community property
laws may apply.

Unless otherwise indicated, options and warrangutohase shares of our common stock that areisabte within 60 days of December 31,
2010 are deemed to be beneficially owned by thegmer holding these options and warrants for thpqae of computing percentage owner:
of that person, but are not treated as outstarfdintiie purpose of computing any other person'savship percentage.

Unless otherwise indicated, none of the stockhsldelling shares in this offering is a broker-deatean affiliate of a broker-dealer.

This table lists applicable percentage ownershgeban 18,891,294 shares of common stock outstguagiof December 31, 2010, including
shares of preferred stock, on an as-converted,tasilsalso lists applicable percentage ownerstgpdan 22,465,579 shares of common stock
outstanding after the closing of this offering.

142




Table of Contents

Unless otherwise indicated, the address for eatheo$tockholders in the table below is c/o Ep@salnc., 1100 Park Place, Suite 300, San
Mateo, California 94403.

Shares issuable

pursuant to Percent of

common stock

Shares of options
common exercisable
stock within 60 days Shares being
beneficially of December 31, sold in the Before After

Name and address of beneficial owner owned(1) 2010 offering offering offering
5% securityholders
Entities affiliated with Sprout Capital

IX, L.P.(2) 3,215,61 — 571,44. 17.(% 11.8%
Goldman, Sachs & Co.(: 3,039,54 22,27( 251,52( 16.1 12.4
Entities affiliated with InterWest Partners

VII, L.P.(4) 2,398,43 — 426,22: 12.7 8.8
Entities affiliated with Draper Fisher

Jurvetson Fund V, L.P.(* 1,966,50: — — 10.4 8.8
Three Arch Partners II, L.P.( 1,947,44! — 292,11¢ 10.2 74
Entities affiliated with The Bay City Capite

Fund Il, L.P.(7) 1,375,36! — 244,41« 7.3 5.0
Kirk M. Loevner(8) 1,021,79 — — 54 4.5
Directors and executive officers
Rosemary A. Cran 416,57( 416,57( — 2.2 1.8
Paul F. Bant:i 250,14! 145,33 — 1.3 1.1
David B. Burlington — — — — —
Joseph B. Kleini 191,28t 191,28t — 1.C w
Burt W. Podbert 70,83¢ 70,83¢ — * *
Patrick D. Spangle — — — — —
Richard H. Van Hoesen(! 161,41t — — * *
Philippe O. Chambon, M.D., Ph.D.( 3,237,88! 22,27( 571,44. 17.1 11.¢
Darren W. Cohen(Z 3,039,54. 22,27( 251,52( 16.1 12.4
Thomas L. Harrisol 154,57¢ 154,57¢ — @ ©
Patrick S. Jone 99,55¢ 99,55¢ — * *
Gilbert H. Kliman, M.D.(4) 2,420,701 22,27( 426,22: 12.€ 8.9
John E. Voris(10 899,08( 94,23¢ — 4.7 4.0
Mark A. Wan(6) 1,969,71! 22,27( 292,11¢ 10.4 7.5
Jacob J. Winebaul 24,89( 24,89( — * *
All directors and executive officers as a

group (15 persons 12,936,21 1,286,37. 1,541,30. 64.1% 48.(%
* Less than one percent (1%)
1) Includes shares of common stock issuable pursoayittons exercisable within 60 days of December2810.
2) Represents 2,960,232 shares held by Sprout Cé¥jtalP., of which 526,057 shares are being solthis offering, 193,087 shares held by DLJ EST.IR,., of

which 34,314 shares are being sold in this offer#@y547 shares held by DLJ Capital Corporatiollod#CC, of which 7,207 shares are being sold is thi
offering, and 21,746 shares held by Sprout Entrepres’ Fund, L.P., collectively, the Sprout Furtdsyhich 3,864 shares are being sold in this affgrDLICC
a wholly owned subsidiary of Credit Suisse (USAJ.] which is a subsidiary of Credit Suisse HoldilgSA), Inc., is the managing general partnergrb8t
Capital IX, L.P. and the sole general partner ab8pEntrepreneurs Fund. DLJ LBO Plans Managemenp@ation, the general partner of ESC, is wholly
owned by Credit Suisse First Boston Private Equiity,, which in turn is wholly owned by Credit Ssis(USA), Inc. Credit Suisse (USA), Inc. is a memife
Credit Suisse Securities (USA) LLC, a registereakbr dealer and member of the National AssociatfoBecurities Dealers.

Dr. Chambon, one of our directors, Nicole ArnabpRibbert Finzi, Janet Hickey and Kathleen LaPoréeraembers of the Sprout Investment Committee and
have shared investment and divestment decisionstioeeshares owned by the Sprout Funds. In addibonChambon and Ms. LaPorte are managing dirsatf
New Leaf Venture Partners, L.L.C., or NLVP, whickstentered into an agreement with DLICC whereby I provide investment advisory services to the
Sprout Funds. Dr. Chambon disclaims beneficial aslnip of the shares held by the Sprout Funds, @xoghe extent of his pecuniary interest ther&ime

address for Sprout Group is 11 Madison Avenuét‘lBloor, New York, NY 10010.
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(©)

4)

®)

(6)

@)

®)

©)

(10)

Includes 3,017,274 shares transferred to GoldmarhsS& Co. by The Goldman Sachs Group, Inc. indan2011 and options to purchase 22,270 sharesegl
to Mr. Darren Cohen, one of our directors. Mr. Qolgobligated to transfer any shares issued paotgoahe exercise of such options to The GoldmachS
Group, Inc. As of December 31, 2010, the benefmmher was The Goldman Sachs Group, Inc. The asifoe§ he Goldman Sachs Group, Inc. and Goldman,

Sachs & Co. is 200 West Streef,h7FIoor, New York, NY 10282.

Represents 2,292,525 shares held by InterWeste?anfil, L.P., of which 407,401 shares are beind gothis offering, and 105,909 shares held bgiest
Investors VII, L.P., collectively, the InterWestris, of which 18,822 shares are being sold indfiexing. InterWest Management Partners VII, LLGhs
general partner of the InterWest Funds and thehelysole voting and investment control over theeshawned by the InterWest Funds. Dr. Kliman, oheup
directors, Harvey B. Cash, Philip T. Gianos, W.Betedrick, W. Stephen Holmes, Thomas L. RoschAambld L. Oronsky are managing directors of Intest
Management Partners VII, LLC and have shared vatimgjinvestment control over the shares owned éyrtterWest Funds. The managing directors and
members of InterWest Management Partners VII, Liseldim beneficial ownership of the shares ownedhieyinterWest Funds, except to the extent of their
respective pecuniary interest therein. The addedsterWest Partners is 2710 Sand Hill Road, 8ddeloor, Menlo Park, California 94025.

Represents 1,819,017 shares held by Draper Fishestdon Fund V, L.P. and 147,486 shares held lap@&rFisher Jurvetson Partners V, LLC., collecyiviie
DFJ funds. Draper Fisher Jurvetson Management CbL¥ is the general partner of Draper Fisher Jisme Fund V, L.P. and thereby has sole voting and
investment control over the shares owned by Dr&jsrer Jurvetson Fund V, L.P. Timothy C. Drapehnbl.N. Fisher and Stephen T. Jurvetson are the
managing directors of Draper Fisher Jurvetson Mamagnt Co. V, LLC and managing members of Drapédrdfi§urvetson Partners V, LLC. They share voting
and investment control over the shares owned bpfkeFunds. The managing directors and managinghmendisclaim beneficial ownership of the shares
owned by the DFJ Funds except to the extent of teepective pecuniary interest therein. The adgdi@sDraper Fisher Jurvetson is 2882 Sand Hilld®Roa

Suite 150, Menlo Park, California 94025.

Three Arch Management II, L.L.C., or TAM I, is tlgeneral partner of Three Arch Partners I, L.PTlree Arch, and thereby has sole voting and imrest
control over the shares owned by the Three Arch.Whn, one of our directors, Wilfred E. Jaeger Badclay Nicholson are managing members of TAM il an
have shared voting and investment control ovestzges owned by Three Arch. Mr. Wan disclaims heiawnership of the shares held by Three Arcbegx
to the extent of his pecuniary interest thereire @dress for Three Arch Partners is 3200 AlpinadR®ortola Valley, California 94028.

Represents 1,290,941 shares held by The Bay Cipital&und Il, L.P., of which 229,410 shares armesold in this offering, and 84,424 shares hgld’he
Bay City Capital Fund Il Co-Investment Fund, L &bllectively, the Bay City Capital Funds, of whitB,004 shares are being sold in this offering. By
Capital Management I, LLC is the general partrfethe Bay City Capital Funds and thereby has soteng and investment control over the shares ovinyetthe
Bay City Capital Funds. Frederick B. Craves and Gatdfischer are the managing directors of Bay@apital Management Il, LLC. They share voting and
investment control over the shares owned by the@gyCapital Funds. The managing directors diselbeneficial ownership of the shares owned by thg B
City Capital Funds except to the extent of thespective pecuniary interest therein. The addresBdg City Capital is 750 Battery Street, Suite 48@n
Francisco, California 94111.

All shares held by Mr. Loevner were pledged as s8cto a third party on July 20, 2009. Mr. Loevrigrequired to vote the shares in accordance tivéh
instructions of such third party.

Includes 123,669 shares held in the Van HoesenlF&aivocable Trust of January 8, 1996, as amendddestated November 8, 2006 for which Mr. Van
Hoesen and his wife are trustees. They have shatety and dispositive power over these shares.

Includes 698,261 shares held in the John E. andrK@r Voris Trustees, Voris Trust Dated 9-17-9herVoris Trust, 53,290 shares in the John Edwaris
Grantor Retained Annuity Trust I, or the JEV GRAIRd 53,290 shares held in the Karen Prah Vorist@rdtetained Annuity Trust I, or the KPV GRAT.

Mr. Voris and his wife are trustees of the Vorisidtrand have shared voting and dispositive power the shares held by the Voris Trust. Mr. Vorigistee of
the JEV GRAT and has sole voting and dispositivegraover the shares held by the JEV GRAT. Mrs. ¥ @itrustee of the KPV GRAT and has sole voting an
dispositive power over the shares held by the KRRAG.
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Description of capital stock

Upon the closing of this offering and the filinga@fir amended and restated certificate of incorpmrabur authorized capital stock will consist
of 100,000,000 shares of common stock, $0.001 glaevper share, and 10,000,000 shares of undes@jpegferred stock, $0.001 par value
share. The following description summarizes somth@fterms of our capital stock. Because it is @agummary, it does not contain all the
information that may be important to you. For a ptete description you should refer to our amendwetirastated certificate of incorporation
and amended and restated bylaws as they will beat upon the completion of this offering, copadsvhich have been filed as exhibits to
registration statement of which the prospectuspara

Common stock

As of December 31, 2010, 18,891,294 shares of @mnmon stock were outstanding and held of recordi@lystockholders. This amount
assumes the conversion of all outstanding shareargfreferred stock into common stock, which wdtur immediately prior to the closing of
this offering. In addition, as of December 31, 208,268,212 shares of our common stock were sutgemitstanding options, 171,219 were
subject to restricted stock unit grants and 16 &#es of our common stock, on an as-converted,hasie subject to an outstanding warrant.
Upon the closing of this offering, 22,465,579 slsaseour common stock will be outstanding, assummogxercise of outstanding stock opti
or warrants or the underwriters' over-allotmeniapt

Each share of our common stock entitles its hdiol@ne vote on all matters to be voted upon bystackholders. Subject to preferences that
may apply to any of our outstanding preferred sthckders of our common stock will receive ratabhy dividends our board of directors
declares out of funds legally available for thatgmse. If we liquidate, dissolve or wind up, thédeoss of common stock are entitled to share
ratably in all assets remaining after paymentatilities and any liquidation preference of anyaf outstanding preferred stock. Our common
stock has no preemptive rights, conversion rightstieer subscription rights or redemption or sigkinnd provisions. The shares of our
common stock to be issued upon the closing ofdfiexing will be fully paid and non-assessable.

Preferred stock

After the filing of our amended and restated ciedife of incorporation, our board of directors vhidlve the authority, without further action by
our stockholders, to issue up to 10,000,000 stafrear preferred stock in one or more series. Quard of directors may designate the rights,
preferences, privileges and restrictions of oufgsred stock, including dividend rights, conversiahts, voting rights, terms of redemption,
liguidation preference, sinking fund terms and nemdif shares constituting any series. The issuahoar preferred stock could have the ef
of restricting dividends on our common stock, dilgtthe voting power of our common stock, impairthg liquidation rights of our common
stock, or delaying or preventing a change of cdnEwen the ability to issue preferred stock codédiay or impede a change of control.
Immediately after the closing of this offering, slwares of our preferred stock will be outstandarg] we currently have no plan to issue any
shares of our preferred stock.

Warrants

As of December 31, 2010, 16,540 shares of our comstack, on an as-converted basis, were issualole egercise of an outstanding warrant
to purchase Series B Stock with an exercise pfid a1 per share. This warrant was issued in cctiorewith the execution of a credit facill
we entered into with a lender. This warrant is irdiately exercisable and will expire seven yearafthe closing of this
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offering. This warrant has a net exercise provisinder which the holder may, in lieu of paymenthaf exercise price in cash, surrender the
warrant and receive a net amount of shares bas#tedair market value of our common stock at theetof exercise of the warrant after
deduction of the aggregate exercise price. Theamaiontains provisions for the adjustment of tkereise price and the number of shares
issuable upon the exercise of the warrant in tleeef stock dividends, stock splits, reorganizaiand reclassifications and consolidations.

Registration rights

Commencing 180 days after the effective date ofélgéstration statement of which this prospectus igirt, the holders of 12,337,300 shares of
our common stock or certain transferees, includi®®40 shares of common stock issuable upon theiegeof an outstanding warrant, will be
entitled to require us to register these sharesuth@ Securities Act, subject to limitations aaestrictions. Also, if at any time, we propose to
register any of our securities under the Securhiets either for our own account or for the accoahtther securities holders, the holders of
these shares will be entitled to notice of thestgtion and, subject to certain exceptions, welientitled to include, at our expense, their shares
of our common stock in the registration. In additithe holders of these shares may require usiragense and on not more than two
occasions in any twelve month period, to file astgtion statement on Form S-3 under the Secariid, if we become eligible to use such
form, covering their shares of our common stockl ae will be required to use our reasonable effartsave the registration statement
declared effective. These rights shall terminat¢henearlier of three years after the closing &f tifering, or, with respect to an individual
holder, if such holder holds less than 1% of oentlssued and outstanding shares of capital stodlsach shares may be immediately sold
under Rule 144 during any 90-day period. Thesestegion rights are subject to conditions and ktiitns, including the right of the
underwriters to limit the number of shares of caimenon stock included in the registration statement.

Anti-takeover provisions of Delaware law and charte provisions

Upon the closing of this offering we will be sulfjéa Section 203 of the Delaware General Corpondtiaw. In general, the statute prohibits a
publicly-held Delaware corporation from engagingiry business combination with any interested s$tolcler for a period of three years
following the date that the stockholder becamenserésted stockholder unless:

. prior to that date, our board of directors approgitker the business combination or the transattianresulted in the stockholder
becoming an interested stockholder;

. upon consummation of the transaction that resuftekde stockholder becoming an interested stocldrolthe interested stockholc
owned at least 85% of the voting stock of the caapon outstanding at the time the transaction cemeed, excluding those shares
owned by persons who are directors and also offi@ard by employee stock plans in which sharesdéifect to the plan will be
tendered in a tender or exchange offer; or

. on or subsequent to that date, the business cotitsiria approved by our board of directors andiitharized at an annual or special

meeting of stockholders, and not by written conseythe affirmative vote of at least two-thirdstbé outstanding voting stock not
owned by the interested stockholder.

Section 203 defines business combination to include
. any merger or consolidation involving the corparatand the interested stockholder;
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. any sale, transfer, pledge or other dispositiomiving the interested stockholder of 10% or mor¢hefassets of the corporation;

. subject to exceptions, any transaction that resulse issuance or transfer by the corporatioaryf stock of the corporation to t
interested stockholder; any transaction involving ¢torporation that has the effect of increasimgpttoportionate share of the stock or
any class or series of the corporation beneficiaiyned by the interested stockholder; and

. the receipt by the interested stockholder of theekieof any loans, advances, guarantees, pledgether financial benefits provided |
or through the corporation.

In general, Section 203 defines an interested btdier as any entity or person beneficially ownls§o or more of the outstanding voting
stock of the corporation and any entity or persffiticied with or controlling or controlled by thentity or person.

On the closing of this offering, our amended arsdated certificate of incorporation and amendedrasthted bylaws will include a number of
provisions that may deter or impede hostile takepwe changes of control or management. These $ioms include:

. Issuance of undesignated preferred stodter the filing of our amended and restatedifiedte of incorporation, our board of direct
will have the authority, without further action the stockholders, to issue up to 10,000,000 stdresdesignated preferred stock with
rights and preferences, including voting rightssigeated from time to time by the board of direstdrhe existence of authorized but
unissued shares of preferred stock enables oud lmdatirectors to render more difficult or to discage an attempt to obtain control of
us by means of a merger, tender offer, proxy comtestherwise.

. Board of directors vacancie Our amended and restated certificate of incotfmraand amended and restated bylaws authorize
our board of directors to fill vacant directorshipsaddition, the number of directors constitutowg board of directors may be set only
by resolution adopted by a majority vote of ourirenboard of directors. These provisions prevestbakholder from increasing the size
of our board of directors and gaining control of board of directors by filling the resulting vacés with its own hominees.

. Stockholder action; special meetings of stockhaldeDur amended and restated certificate of incotporgrovides that our
stockholders may not take action by written condeut may only take action at annual or specialtings of our stockholders.
Stockholders will not be permitted to cumulate theites for the election of directors. Our amended restated bylaws further provide
that special meetings of our stockholders may tleacanly by a majority of our board of directotise chairman of our board of
directors, our chief executive officer or our pdesit.

. Advance notice requirements for stockholder profsoaad director nomination®ur amended and restated bylaws provide advance
notice procedures for stockholders seeking to boumgjness before our annual meeting of stockhaoldert® nominate candidates for
election as directors at our annual meeting ofkstoltlers. Our bylaws also specify certain requinets@s to the form and content of a
stockholder's notice. These provisions may prectudestockholders from bringing matters before ammual meeting of stockholders
from making nominations for directors at our annumaketing of stockholders.

These provisions may have the effect of delayingrewventing a change of control.
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Transfer agent and registrar

The transfer agent and registrar for the commockseComputershare Trust Company, N.A. The trarefent and registrar's address is
250 Royall Street, Canton, MA 02021.

NASDAQ Global Market listing
We have been approved to list our common stockl@nNASDAQ Global Market under the symbol "EPOC."
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Material United States federal tax consequences
for non-United States holders

The following is a general discussion of the malddnited States federal income and estate taxecpences of the ownership and disposition
of our common stock for a non-United States holBer.purposes of this discussion, a non-UnitedeSthblder is any beneficial owner that, for
United States federal income tax purposes, is patrnership or a United States person; the teritediStates person means:

. an individual citizen or resident of the United 8t

. a corporation (or other entity taxable as a corjfan or a partnership (or entity taxable as amahip) created or organized in-
United States or under the laws of the United Stateany political subdivision thereof;

. an estate whose income is subject to United Statiesal income tax regardless of its source

. a trust (i) whose administration is subject to phienary supervision of a United States court arad tias one or more United Sta
persons who have the authority to control all saisal decisions of the trust, or (ii) that has maah election to be treated as a United
States person.

If a partnership or other pass-through entity gdats a partnership for United States federal irctam purposes holds our common stock, the
tax treatment of a partner or member in the pastripror other entity will generally depend on tketss of the partner or member and upon the
activities of the partnership or other entity. Aatiogly, we urge partnerships and other pass-thrargities that hold our common stock and
partners or members in such partnerships or otftéies to consult their tax advisors regarding thréted States federal income and estate tax
consequences of the ownership and disposition of@mmon stock.

This discussion assumes that non-United StaterolWill hold our common stock issued pursuanhis offering as a capital asset (generally,
property held for investment). This discussion doetsaddress all aspects of United States fedecahie taxation that may be relevant in light
of a non-United States holder's special tax statispecial tax situations. United States expasijdife insurance companies, tax-exempt
organizations, dealers in securities or currenaykb or other financial institutions, pension fuadsl investors that hold common stock as part
of a hedge, straddle or conversion transactiomareng those categories of potential investorsatesubject to special rules not covered in
this discussion. This discussion does not addnegsax consequences arising under the laws of tatg,docal or non-United States taxing
jurisdiction. Furthermore, the following discussigrased on current provisions of the Internalddee Code, and Treasury Regulations
administrative and judicial interpretations thereaif as in effect on the date hereof, and all bfolr are subject to change, possibly with
retroactive effect. Accordingly, we urge each namted States holder to consult a tax advisor raggrthe United States federal, state, local
and non-United States income and other tax consegsef acquiring, holding and disposing of shafesur common stock.

Dividends

We have not made any distributions on our commocksand we do not plan to pay any distribution®@ancommon stock for the foreseeable
future. However, if we do pay distributions on @@mmon stock, those payments will constitute dintkefor United States tax purposes to the
extent paid from
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our current or accumulated earnings and profitsledsrmined under United States federal incometaaciples. To the extent those
distributions exceed our current and accumulatedirgs and profits, the distributions will constéwa return of capital that will first reduce a
holder's basis in its stock, but not below zeral gren will be treated as gain from the sale ofstioek.

Any dividends (out of earnings and profits) paicatnon-United States holder of common stock gelyendll be subject to United States
withholding tax either at a rate of 30% of the grasnount of the dividend or such lower rate as beagpecified by an applicable tax treaty. In
order to receive a reduced treaty rate, a non-dr8tates holder must provide us or our paying agéhtan IRS Form W-8BEN certifying its
qualification for the reduced rate.

Dividends received by a non-United States holdat &lne effectively connected with a United Statade or business conducted by the non-
United States holder (and that are attributabke ton-United States holder's permanent establishiméime United States if required by
applicable tax treaty) are exempt from this witltirod tax. In order to obtain this exemption, a tdmited States holder must provide us or our
paying agent with an IRS Form W-8ECI properly dgitig this exemption. Such effectively connecteddiznds, although not subject to this
withholding tax, are taxed at the same graduatess i@pplicable to United States persons, net ¢dicedeductions and credits. In addition,
dividends received by a corporate non-United Statdder that are effectively connected with a UshiBtates trade or business of the corporate
non-United States holder (and that are attributedke corporate non-United States holder's pernta®sablishment in the United States if
required by applicable tax treaty) may also beextttp a branch profits tax at a rate of 30% (@hdower rate as may be specified in an
applicable tax treaty).

A non-United States holder of common stock tha&igible for a reduced rate of withholding tax puast to a tax treaty may obtain a refund of
any excess amounts currently withheld if an appatgiclaim for refund is timely filed with the Inteal Revenue Service, or IRS.

Gain on disposition of common stock

A non-United States holder generally will not be subjedtnited States federal income tax on gain redlizgon the sale or other dispositiol
our common stock unless:

. the gain is effectively connected with a Unitedt&tarade or business of the -United States holder (and attributable to a permt
establishment in the United States if required fiygliaable tax treaty), which gain, in the case ebgporate non-United States holder,
must also be taken into account for branch préditspurposes;

. the nor-United States holder is an individual who is pré$ethe United States for a period or periods aggting 183 days or mo
during the taxable year in which the sale or digosoccurs and certain other conditions are roet;

. our common stock constitutes a United States meggoty interest by reason of our status as a 8drtates real property holdi

corporation” for United States federal income tarppses at any time within the shorter of the fpear period preceding the disposit
or the holder's holding period for our common stock

We believe that we are not currently, and that wWenet become, a "United States real property hh@jdcorporation” for United States federal
income tax purposes.
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Backup withholding and information reporting

Generally, we must report annually to the IRS tm@ant of dividends paid to a ndJnited States holder, the name and address ottigient,
and the amount, if any, of tax withheld. A simitaport will be sent to the non-United States holafesur common stock. Pursuant to tax
treaties or other agreements, the IRS may makeptrts available to tax authorities in the regipggcountry of residence.

Payments of dividends or of proceeds on the dispasdf common stock made to a non-United Statéddnanay be subject to backup
withholding (currently at a rate of 28%) unless tioe-United States holder establishes an exemgtiorexample, by properly certifying its
non-United States status on a Form W-8BEN or am@ppropriate version of Form W-8. Notwithstandthg foregoing, backup withholding
may apply if the payor has actual knowledge, osoeao know, that the holder is a United Statesqrer

Backup withholding is not an additional tax. Rathie United States income tax liability of perssobject to backup withholding will be
reduced by the amount of tax withheld. If withhaolgliresults in an overpayment of taxes, a refund Ineagbtained, provided that the required
information is timely furnished to the IRS.

Recent legislation

Recent legislation imposes a withholding tax of 3@¥payments to certain foreign entities (includiimgncial intermediaries), after
December 31, 2010, of dividends on and the grossagds of dispositions of U.S. common stock, untasi®us U.S. information reporting a
due diligence requirements that are different framg in addition to, the certification requiremefatsbackup withholding purposes have been
satisfied. NonJnited States holders should consult their tax sawhgi regarding the possible implications of thggdtion on their investment
our common stock.

Federal estate tax

An individual non-United States holder who is tezhis the owner, or who has made certain lifetiangsfers, of an interest in our common
stock generally will be required to include theusathereof in his or her gross estate for UnitedeStfederal estate tax purposes, and may be
subject to United States federal estate tax, umesgpplicable estate tax treaty provides otherwise

151




Table of Contents

Shares eligible for future sale

Prior to this offering, no public market existed &mr common stock. Market sales of shares of oornon stock after this offering and from
time to time, and the availability of shares foiuie sale, may reduce the market price of our comstock. Sales of substantial amounts of our
common stock, or the perception that these salelsl c@cur, could adversely affect prevailing mangetes for our common stock and could
impair our future ability to obtain capital, espedbi through an offering of equity securities.

Based on shares outstanding on December 31, 2ptf,the closing of this offering, 22,465,579 sharesommon stock will be outstanding,
assuming no outstanding options are exercised fwrithre closing of this offering, and no outstamgivarrants will be exercised prior to the
closing of this offering. All of the shares soldtiris offering will be freely tradable without restions or further registration under the
Securities Act (assuming no exercise of the undesvet over-allotment option), unless held by offitiates as that term is defined under
Rule 144 under the Securities Act.

The remaining 17,105,579 shares of common stocktanding upon the closing of this offering areniettd securities as defined under

Rule 144 of the Securities Act. Restricted seasithay be sold in the U.S. public market only dgiseered or if they qualify for an exemption
from registration, including by reason of Rule #4701 under the Securities Act, which rules ararsarized below. These remaining shares
will be available for sale as follows:

. no restricted shares of common stock will be elggfor immediate sale upon the completion of ttifering; and

. restricted shares of common stock will be eligiilesale in the public market under Rule 144 oreRif01 upon expiration or earli
waiver of lock-up agreements with the underwrit@osearlier than the 91st day after the effective dé the registration statement of
which this prospectus is a part, subject, in treeazf our affiliates, to the volume, manner of sald other limitations under those rules.

Additionally, of the 6,268,212 shares of commorcktizsuable upon exercise of options outstandingf &ecember 31, 2010, approximately
3,942,505 of the shares subject to these optiolhdevivested and 171,219 shares were subject tiactes stock unit grants, approximately
23,203 of the shares subject to the restrictedkstaits will be vested and eligible for exercisel aale upon expiration or earlier waiver of the
lock-up agreements as described above.

Rule 144

In general, a person who has beneficially ownettiotsd shares of our common stock for at leastsixnths would be entitled to sell their
securities provided that (i) such person is nontezkto have been one of our affiliates at the wfp@r at any time during the three months
preceding, a sale and (ii) we are subject to amapdiant with the Exchange Act periodic reportingugements for at least 90 days before the
sale. In addition, under Rule 144, any person whwot an affiliate of ours, has not been an aféliaf ours during the preceding three months
and has held their shares for at least one yedudimg the holding period of any prior owner otliggn one of our affiliates, would be entitled
to sell an unlimited number of shares immediatglgruthe completion of this offering without regaodwvhether current public information
about us is available. Persons who have beneficialhed restricted shares of our common stocktfteast six months but who are our
affiliates at the time of, or any time during th& @ays preceding, a sale, would be subject to iaddit restrictions, by which
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such person would be entitled to sell within amg#imonth period only a number of securities thegtsthot exceed the greater of either of the
following:

. one percent of the number of shares of our comrtamk $shen outstanding, which will equal approxinia@24,656 shares immediately
after this offering assuming no exercise of theamaliters' overallotment option to purchase addaicshares, based on the number of
shares of common stock outstanding as of Decenthez(3.0; or

. the average weekly trading volume of our commonolkstm The NASDAQ Global Market during the four aadar weeks preceding the
filing of a notice on Form 144 with respect to gade;

provided, in each case, that we are subject t&Xohange Act periodic reporting requirements fdeast 90 days before the sale. Such sales
both by affiliates and by non-affiliates must atsamply with the manner of sale, current public infation and notice provisions of Rule 144.

Rule 701

Rule 701 under the Securities Act, as in effecthendate of this prospectus, permits resales ag&slia reliance upon Rule 144 but without
compliance with certain restrictions of Rule 14liding the holding period requirement. Most of employees, executive officers, directors
or consultants who purchased shares under a wadttenpensatory plan or contract may be entitleetyp on the resale provisions of Rule 701,
but all holders of Rule 701 shares are requiregdid until 90 days after the date of this prospsdiafore selling their shares. All of the

Rule 701 shares are subject to lock-up agreemerdsscribed below and under the section entitleei8dwriting” and will become eligible for
sale at the expiration of those agreements.

Form S-8 registration statements

We intend to file one or more registration statets@m Form S-8 under the Securities Act after thsieg of this offering to register the shares
of our common stock subject to outstanding optimnseserved for future issuance under our stockgpl@hese registration statements are
expected to become effective upon filing. Sharemd by these registration statements will therllggble for sale in the public markets,
subject to any applicable lock-up agreements aflte 144 limitations applicable to affiliates.

Lock-up agreements

Our officers and directors and certain of our stmd#lers have entered into lock-up agreements Wwéahuhderwriters prior to the
commencement of this offering pursuant to whichheafcthese persons or entities, with customary gtiaes, for a period of 180 days after the
date of this prospectus, may not, without the prdtten consent of J.P. Morgan Securities LLC ehdf of the underwriters, (1) offer, pled:
sell, contract to sell, sell any option or contracpurchase, purchase any option or contractltogsant any option, right or warrant to
purchase, or otherwise transfer or dispose ofctljrer indirectly, any shares of our common stoclany securities convertible into or
exercisable or exchangeable for common stock (@ietuwithout limitation, common stock or such otkecurities which may be deemed to be
beneficially owned by such persons in accordantke thie rules and regulations of the SecuritiesExchange Commission and securities
which may be issued upon exercise of a stock omtiomarrant), or publicly disclose the intentiomt@ke any offer, sale, pledge or disposition,
or (2) enter into any swap or other agreementtthasfers, in whole or in part, any of the econoatinsequences of ownership of the common
stock or such other securities, whether any swis#iction described in clause (1) or (2) above ketsettled by delivery of common stock or
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such other securities, in cash or otherwise om@je any demand for or exercise any right witheesfo the registration of any shares of
common stock or any security convertible into cereisable or exchangeable for common stock, in eash other than the shares of common
stock sold by the selling stockholders in this offg. Notwithstanding the foregoing, unless waibgdl.P. Morgan Securities LLC, if (1) dur
the last 17 days of the 180-day restricted penigissue an earnings release or material newsraterial event relating to our company
occurs; or (2) prior to the expiration of the 18ydestricted period, we announce that we willaséeearnings results during the 16-day period
beginning on the last day of the 180-day period réstrictions described above shall continue piyapntil the expiration of the 18-day period
beginning on the issuance of the earnings releaeemccurrence of the material news or matexiahe J.P. Morgan Securities LLC may, in
its sole discretion, at any time, and without netielease for sale in the public market all or postion of the shares subject to the lock-up

agreements. Substantially all of the shares tlehat subject to the underwriters' lock-up agredmare subject to similar contractual lock-up
restrictions with us.
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Underwriting

We and the selling stockholders are offering therat of common stock described in this prospebttasigh a number of underwriters. J.P.
Morgan Securities LLC and Piper Jaffray & Co. artray as joint book-running managers of the offgramd as representatives of the
underwriters. We and the selling stockholders hentered into an underwriting agreement with theemwdters. Subject to the terms and
conditions of the underwriting agreement, we aredslling stockholders have agreed to sell to titeowriters, and each underwriter has
severally agreed to purchase, at the public offgpirice less the underwriting discounts and comianssset forth on the cover page of this
prospectus, the number of shares of common ststdlinext to its name in the following table:

Name Number of shares
J.P. Morgan Securities LL 2,010,00!
Piper Jaffray & Co. 2,010,001
William Blair & Company, L.L.C. 804,00(
JMP Securities LLC 536,00(
Total 5,360,00!

The underwriters are committed to purchase alktiaes of common stock offered by us and the gedliockholders if they purchase any
shares. The underwriting agreement also providasiftan underwriter defaults, the purchase committs of non-defaulting underwriters may
also be increased or the offering may be terminated

The underwriters propose to offer the common sthactly to the public at the initial public offexg price set forth on the cover page of this
prospectus and to certain dealers at that pricede®ncession not in excess of $0.672 per shéter. the initial public offering of the shares,
the offering price and other selling terms may banged by the underwriters. Sales of shares madalewf the United States may be mad
affiliates of the underwriters. The representativage advised us that the underwriters do not thterconfirm discretionary sales in excess of
5% of the common stock offered in this offering.

The underwriters have an option to buy up to 80@& &fdditional shares of common stock from us to ceaées of shares by the underwriters
which exceed the number of shares specified inabke above. The underwriters have 30 days frondéte of this prospectus to exercise this
over-allotment option. If any shares are purchasiél this over-allotment option, the underwriterl ywurchase shares in approximately the
same proportion as shown in the table above. Ifatdjtional shares of common stock are purchakedjnderwriters will offer the additional
shares on the same terms as those on which thessty@r being offered.

The underwriting fee is equal to the public offgrjprice per share of common stock less the amaidtlyy the underwriters to us and the
selling stockholders per share of common stock. drfderwriting fee is $1.12 per share. The followialgle shows the per share and total
underwriting discounts and commissions to be pgid$and the selling stockholders to the undervgrit® connection with this offering,
assuming both no exercise and full exercise ofitigerwriters' option to purchase additional shares.

Paid by selling
Paid by us stockholders Total
No Full No Full No Full
exercise exercise exercise exercise exercise exercise
Per shart $ 11z $ 1.1z $ 112z $ 1.1z $ 112z $ 1.1z2
Total $ 4,003,19° $ 4,903,67¢ $ 2,000,00. $ 2,000,00. $ 6,003,200 $ 6,903,68!

155




Table of Contents

We estimate that the total expenses of this offgiiimcluding registration, filing and listing fegwinting fees and legal and accounting
expenses, but excluding the underwriting discoantscommissions, will be approximately $2.36 miilio

A prospectus in electronic format may be made alikl on the web sites maintained by one or moremwriters, or selling group members, if
any, participating in the offering. The underwritenay agree to allocate a number of shares to wnidkers and selling group members for sale
to their online brokerage account holders. Intedigtibutions will be allocated by the represeint to underwriters and selling group
members that may make Internet distributions orstivee basis as other allocations.

We have agreed that we will not (i) offer, pledgell, contract to sell, sell any option or contri@mcpurchase, purchase any option or contract to
sell, grant any option, right or warrant to purahas otherwise transfer or dispose of, directlynadlirectly, or file with the Securities and
Exchange Commission a registration statement uh@eBecurities Act relating to, any shares of mmmmon stock or any securities convert
into or exercisable or exchangeable for our comstook, or publicly disclose the intention to makg affer, sale, pledge, disposition or filir

or (ii) enter into any swap or other agreement ttatsfers, in whole or in part, any of the ecomooinsequences of ownership of the common
stock or any such other securities (regardlesshaftiaer any such transactions described in clayse (ii) above are to be settled by delivery
common stock or such other securities, in casht@raise) other than the shares to be sold herewmtkany shares of common stock of our
company issued upon the exercise of options gramddr company stock plans, in each case witheuptior written consent of J.P. Morgan
Securities LLC on behalf of the underwriters fggaaiod of 180 days after the date of this prospedtiotwithstanding the foregoing, if

(1) during the last 17 days of the 180-day restdgieriod, we issue an earnings release or matenied or a material event relating to our
company occurs; or (2) prior to the expirationtod L80-day restricted period, we announce that iveelease earnings results during the 16-
day period beginning on the last day of the 1804ulatyod, the restrictions described above shaltinaa to apply until the expiration of the 18-
day period beginning on the issuance of the easnialgase or the occurrence of the material newsagerial event.

Our directors, executive officers, and certain wf stockholders have entered into lock-up agreesn@ith the underwriters prior to the
commencement of this offering pursuant to whichheafcthese persons or entities, with customary gtiaes, for a period of 180 days after the
date of this prospectus, may not, without the prdtten consent of J.P. Morgan Securities LLC ehdf of the underwriters, (1) offer, pled:
sell, contract to sell, sell any option or contracpurchase, purchase any option or contractltogsant any option, right or warrant to
purchase, or otherwise transfer or dispose ofctljrer indirectly, any shares of our common stoclany securities convertible into or
exercisable or exchangeable for common stock (@ietuwithout limitation, common stock or such otkecurities which may be deemed to be
beneficially owned by such persons in accordantke thie rules and regulations of the SecuritiesExchange Commission and securities
which may be issued upon exercise of a stock omtfomarrant), or publicly disclose the intentiomt@ake any offer, sale, pledge or disposition,
or (2) enter into any swap or other agreementtthasfers, in whole or in part, any of the econoatinsequences of ownership of the common
stock or such other securities, whether any swis#iction described in clause (1) or (2) above ketsettled by delivery of common stock or
such other securities, in cash or otherwise om@}ke any demand for or exercise any right witheesfo the registration of any shares of
common stock or any security convertible into ogreisable or exchangeable for common stock, in eask other than the shares of common
stock sold by the selling stockholders in this offg. Notwithstanding the foregoing, unless waibgdl.P. Morgan Securities LLC, if (1) dur
the last 17 days of the 180-day restricted peniagdissue an earnings release or material newsmatarial event relating to our company
occurs; or (2) prior to the expiration of the 18@ydestricted period, we announce that we willaséeearnings results during the
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16-day period beginning on the last day of the d&8@-period, the restrictions described above stwaitinue to apply until the expiration of the
18-day period beginning on the issuance of theiegsirelease or the occurrence of the material reewasaterial event. J.P. Morgan
Securities LLC may, in its sole discretion, at dnye, and without notice, release for sale in thblig market all or any portion of the shares
subject to the lock-up agreements.

We and the selling stockholders have agreed taninifg the underwriters against certain liabiliti@s;luding liabilities under the Securities /
of 1933.

We have been approved to list our common stockl@nNASDAQ Global Market under the symbol "EPOC."

In connection with this offering, the underwritensly engage in stabilizing transactions, which imgelmaking bids for, purchasing and selling
shares of common stock in the open market for thipgse of preventing or retarding a decline inrttegket price of the common stock while
this offering is in progress. These stabilizingigactions may include making short sales of thengomstock, which involves the sale by the
underwriters of a greater number of shares of comstock than they are required to purchase inatigsing, and purchasing shares of
common stock on the open market to cover positioeated by short sales. Short sales may be "covehedits, which are short positions in an
amount not greater than the underwriters' ovetrakbmt option referred to above, or may be "nakédtts, which are short positions in excess
of that amount. The underwriters may close out@wered short position either by exercising thggreallotment option, in whole or in part,

or by purchasing shares in the open market. In ngattiis determination, the underwriters will cosidamong other things, the price of shares
available for purchase in the open market comptréide price at which the underwriters may purclssges through the over-allotment
option. A naked short position is more likely todrveated if the underwriters are concerned thaethwmy be downward pressure on the pric
the common stock in the open market that could isehe affect investors who purchase in this offgrifio the extent that the underwriters
create a naked short position, they will purchdsees in the open market to cover the position.

The underwriters have advised us that, pursuaRetulation M promulgated under the Securities ety may also engage in other activities
that stabilize, maintain or otherwise affect theg@iof the common stock, including the impositidrpenalty bids. This means that if the
representatives of the underwriters purchase constamk in the open market in stabilizing transaior to cover short sales, the
representatives can require the underwriters tiidttaose shares as part of this offering to repayunderwriting discount received by them.

These activities may have the effect of raisinghaintaining the market price of the common stockrewventing or retarding a decline in the
market price of the common stock, and, as a rethdtprice of the common stock may be higher tharptice that otherwise might exist in the
open market. If the underwriters commence thegeities, they may discontinue them at any time. Thderwriters may carry out these
transactions on The NASDAQ Global Market, in themwthe-counter market or otherwise.

Prior to this offering, there has been no publickatfor our common stock. The initial public offeg price was determined by negotiations
between us and the representatives of the underarin determining the initial public offering pei, we and the representatives of the
underwriters considered a number of factors inclgdi

. the information set forth in this prospectus arfteovise available to the representati

. our prospects and the history and prospects fointhestry in which we compete;
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. an assessment of our management;

. our prospects for future earning

. the general condition of the securities marketbatime of this offering;

. the recent market prices of, and demand for, plyliaded common stock of generally comparable camgs; and
. other factors deemed relevant by the underwritedsus.

Neither we nor the underwriters can assure investat an active trading market will develop for oammon stock, or that the shares
trade in the public market at or above the injiablic offering price.

Other than in the United States, no action has kedem by us or the underwriters that would pearpublic offering of the securities offered
this prospectus in any jurisdiction where actiontf@at purpose is required. The securities offéngthis prospectus may not be offered or sold,
directly or indirectly, nor may this prospectusamy other offering material or advertisements inrextion with the offer and sale of any such
securities be distributed or published in any gidgon, except under circumstances that will resutompliance with the applicable rules and
regulations of that jurisdiction. Persons into whp®ssession this prospectus comes are advisefbtmithemselves about and to observe any
restrictions relating to the offering and the dizition of this prospectus. This prospectus dog¢sapstitute an offer to sell or a solicitation of
an offer to buy any securities offered by this pexgus in any jurisdiction in which such an offelacsolicitation is unlawful.

Selling restrictions
European Economic Are:

In relation to each Member State of the EuropeamBmic Area which has implemented the Prospectuscive (each, a "Relevant Member
State") an offer to the public of any securitiedchihare the subject of the offering contemplatedHiy prospectus may not be made in that
Relevant Member State, except that an offer tth#ic in that Relevant Member State of any sem&inay be made at any time under the
following exemptions under the Prospectus Directi/they have been implemented in that Relevantider State:

. to any legal entity which is a qualified investardefined in the Prospectus Directive;

. to fewer than 100 or, if the Relevant Member Skete implemented the relevant provision of the 2BD0Amending Directive, 15(
natural or legal persons (other than qualified #1@es as defined in the Prospectus Directive) easitted under the Prospectus
Directive, subject to obtaining the prior consehthe joint book-running managers for any such offe

. in any other circumstances falling within Articl€3 of the Prospectus Directive, provided that nohsoffer of the securities shall res
in a requirement for the publication by us or angerwriter of a prospectus pursuant to Article 3haf Prospectus Directive.

For the purposes of this provision, the expresaiotioffer to the public” in relation to any secig#tin any Relevant Member State means the
communication in any form and by any means of sigfit information on the terms of the offer and aegurities to be offered so as to enable
an investor to decide to purchase any securitee)easame may be varied in that Member State pyrmasure implementing the Prospectus
Directive in that Member State, the expression $peatus Directive" means Directive 2003/71/EC (@ameéndments thereto, including the
2010 PD Amending Directive, to
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the extent implemented in the Relevant Member §tatel includes any relevant implementing measuthé Relevant Member State, and the
expression "2010 PD Amending Directive" means Divec2010/73/EU.

United Kingdom
Each underwriter has represented and agreed that:

. it has only communicated or caused to be commuetdcand will only communicate or cause to be comeated an invitation ¢
inducement to engage in investment activity (witthie meaning of Section 21 of the Financial Ses/eed Markets Act 2000 (the
"FSMA")) received by it in connection with the igsar sale of the securities in circumstances irchvi§iection 21(1) of the FSMA does
not apply to us; and

. it has complied and will comply with all applicalpeovisions of the FSMA with respect to anythingiddy it in relation to the
securities in, from or otherwise involving the WadtKingdom.

Switzerland

This document, as well as any other material et the shares of our common stock, which arestiigect of the offering contemplated by
this prospectus, does not constitute an issue potisp pursuant to Article 652a of the Swiss Cod®@Mfgations. The shares will not be listed
on the SIX Swiss Exchange and, therefore, the deatsrelating to the shares, including, but nottéohto, this document, do not claim to
comply with the disclosure standards of the listinigs of SIX Swiss Exchange and correspondinggaatsis schemes annexed to the listing
rules of the SIX Swiss Exchange.

The shares are being offered in Switzerland by @fagy private placement, i.e., to a small numbesedécted investors only, without any public
offer and only to investors who do not purchasestigres with the intention to distribute them t plublic. The investors will be individually
approached by us from time to time.

This document, as well as any other material mgdetid the shares, is personal and confidentialdmed not constitute an offer to any other
person. This document may only be used by thosestovs to whom it has been handed out in connewatitnthe offering described herein ¢
may neither directly nor indirectly be distributedmade available to other persons without our@&sgrconsent. It may not be used in
connection with any other offer and shall in parée not be copied and/or distributed to the putdli¢or from) Switzerland.

Certain of the underwriters and their affiliateségrovided in the past to us and our affiliated aray provide from time to time in the future
certain commercial banking, financial advisory,@stment banking and other services for us and affitiates in the ordinary course of their
business, for which they have received and mayirmeato receive customary fees and commissionaddfition, from time to time, certain of
the underwriters and their affiliates may effeansactions for their own account or the accoumtiefts, and hold on behalf of themselves or
their clients, long or short positions in our debequity securities or loans, and may do so irfuhere.
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Legal matters

The validity of the issuance of the shares of comstock offered by this prospectus will be passsahufor us by our counsel, Cooley LLP ,
Palo Alto, California. Davis Polk & Wardwell LLP, &hlo Park, California, is counsel for the underarmstin connection with this offering.

Experts

The financial statements as of December 31, 200@9 2nd for each of the three years in the penmlté December 31, 2009 included in this
prospectus have been so included in reliance orefhart of PricewaterhouseCoopers LLP, an indepamégistered public accounting firm,
given on the authority of said firm as expertsunliting and accounting.

Where you can find additional information

We have filed with the SEC a registration statenmenEorm S-1, including all amendments and suppigsinereto, under the Securities Act
that registers the shares of our common stock solikin this offering. The registration statemémtjuding the attached exhibits and
schedules, contains additional relevant informatibaut us and our capital stock. The rules andlaéigas of the SEC allow us to omit from
this prospectus certain information included in tbgistration statement. For further informatiomatbus and our common stock, you should
refer to the registration statement and the exhinitd schedules filed with the registration statem&/ith respect to the statements contained in
this prospectus regarding the contents of any aggaeor any other document, in each instance,tteraent is qualified in all respects by the
complete text of the agreement or document, a cdmyhich has been filed as an exhibit to the regtgin statement. In addition, upon the
closing of this offering, we will file reports, pxg statements and other information with the SE@eunhe Securities Exchange Act of 1934, as
amended. You may read and obtain copies of thisrimdition at the Public Reference Room of the SB0O,HA Street, NE, Washington, D.C.
20549, at prescribed rates. You may obtain infoionadn the operation of the Public Reference Rogmdiling the SEC at 1-800-SEC-0330.
The SEC also maintains an Internet website thata@msreports, proxy and information statementsathdr information about issuers that file
electronically with the SEC. The address of thi isi www.sec.gov. We also maintain a website atwepocrates.com, at which, following
completion of this offering, you may access thesgemials as soon as reasonably practicably afésrdie electronically filed with, or furnish

to, the SEC. The information contained in, or et be accessed through, our website is not pénfprospectus.

We intend to provide our stockholders with anneglarts containing consolidated financial statem#rdgshave been examined and reported
on, with an opinion expressed by an independergtergd public accounting firm, and to file witretSEC quarterly reports containing
unaudited consolidated financial data for the finsee quarters of each year.
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Report of Independent Registered Public Accountindrirm

To the Board of Directors and Stockholders
of Epocrates, Inc.:

In our opinion, the accompanying balance sheeatstanrelated statements of operations, of chaimgesndatorily redeemable convertible
preferred stock and stockholders' deficit and shdows present fairly, in all material respedieg financial position of Epocrates, Inc. at
December 31, 2009 and December 31, 2008, and shégef its operations and its cash flows for eafcthe three years in the period ended
December 31, 2009 in conformity with accountingipipples generally accepted in the United Statesnoérica. These financial statements are
the responsibility of the Company's management.r@gponsibility is to express an opinion on thésearicial statements based on our audits.
We conducted our audits of these statements irrdaooe with the standards of the Public CompanyoAnting Oversight Board (United
States). Those standards require that we plan eridrm the audit to obtain reasonable assurancetatitether the financial statements are
of material misstatement. An audit includes exangnbn a test basis, evidence supporting the are@unat disclosures in the financial
statements, assessing the accounting principlesarsg significant estimates made by managementeaaidating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

As discussed in Note 2 of the financial statemehts Company changed the manner in which it adsdion revenue recognition in multiple
element arrangements in 2009.

As discussed in Note 7 of the financial statemehts Company changed the manner in which it adsdien uncertainty in income taxes in
2007.

/s/ PRICEWATERHOUSECOOPERS LLP

San Jose, California
July 16, 2010, except for Note 17, as to whichdate is January 28, 2011
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EPOCRATES, INC.
Balance sheets
(in thousands, except per share data)

December 31, September 30,

Pro Forma
Stockholders'
Equity

2008 2009 2010 September 30, 2010
(unaudited) (unaudited)
Assets
Current assel
Cash and cash equivale $ 58,26t $ 60,89t $ 51,71(
Shor-term investment 4,42¢ 18,46¢
Accounts receivable, net of allowanci
for doubtful accounts of $27, $22 a
$102, respectivel 12,32¢ 17,30¢ 13,83¢
Deferred tax asst 13,82¢ 9,34t 7,141
Prepaid expenses and other current
asset: 2,292 3,98¢ 3,76¢
Total current asse 86,71: 95,957 94,92t
Property and equipment, r 25,51 25,23 7,18¢
Deferred tax asset, lo-term 2,25¢ 89¢ 89¢
Goodwill — 1,12( 10,74(
Other intangible assets, r — 577 6,00¢
Other asset 1,87¢ 1,67¢ 2,481
Total asset $116,35¢ $125,46F $ 122,24
Liabilities, Mandatorily Redeemable
Convertible Preferred Stock and
Stockholders' Equity (Deficit)
Current liabilities
Accounts payabl $ 2,108 $ 1,582 $ 3,401
Deferred revenu 50,43 54,58 48,64¢
Other accrued liabilitie 6,32¢ 5,781 7,29% 35,91
Total current liabilities 58,87 61,95( 59,34(
Financing liability 20,31« 20,31« —
Deferred revenue, less current port 8,00z 7,721 6,96¢
Contingent consideratic — 1,30(C 16,93t
Other liabilities 1,571 1,342 1,32¢ $ 1,23(
Total liabilities 88,76« 92,621 84,57(
Commitments and contingencies
(Note 8)
Mandatorily redeemable convertible
preferred stock $0.001 par value;
15,304 shares authorized; 13,142
shares issued and outstanding at
December 31, 2008, December 31,
2009 and September 30, 2010
(unaudited); (aggregate liquidation
preference at December 31, 2009:
$70,533); no shares issued and
outstanding pro forma (unaudite 67,66 70,50: 72,63: $ —
Stockholders' equity (defici
Common stock: $0.001 par valt
30,129 shares authorized; 7,937,
7,509 and 7,619 shares issued anc
outstanding at December 31, 2008
December 31, 2009 and
September 30, 2010 (unaudited),
respectively; 18,708 shares issued
outstanding pro forma (unaudited) .
September 30, 201 8 8 8 19
Additional paic-in capital 4,027 6,291 9,74 53,83¢
Deferred stoc-based compensatic ()] — — —



Accumulated other comprehensive | — D 3 3
Accumulated defici (44,089 (43,967 (44,71%) (44,71

Total stockholders' equity (defici (40,067 (37,669 (34,967 $ 9,14t
Total liabilities, mandatorily redeemahb

convertible preferred stock, and
stockholders' defici $116,35¢ $125,468 $  122,24(

The accompanying notes are an integral part oféHesncial statements.
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EPOCRATES, INC.
Statements of operations

(in thousands, except per share data)

Subscription revenue
Interactive services revenu

Total revenues, nt

Cost of subscription revenu

Cost of interactive services revent

Total cost of revenues(

Gross profi

Operating expenses(J
Sales and marketir
Research and developme
General and administrati
Change in fair value of contingent

consideratior

Total operating expens:

Income from operatior
Interest incomt
Interest expens
Other income/(expense), r
Gain on sal-leaseback of buildin

Income before income tax
Benefit (provision) for income taxe

Net income

Less: 8% dividend on preferred stc
Less: Allocation of net income
participating preferred stockholde

Net income (loss) available to comm
stockholder—basic

Undistributed earnings -allocated tc
common stockholdel

Net income (loss) available to comm
stockholder—diluted

Net income (loss) per common st—
basic

Net income (loss) per common st—
diluted

Weighted average common sha
outstandin—basic

Weighted average common sha
outstandin—diluted

Pro forma net income per sh—basic
(unaudited

Years Ended December 31,

Nine Months Ended
September 30,

Pro forma net income per sh—dilutec

(unaudited’

Pro forma weighted average comir
shares outstandi—basic

Pro forma weighted average comn
shares outstandi—diluted

2007 2008 2009 2009 2010
(unaudited) (unaudited)
$19,73: $20,09¢ $19,00: $ 13,76¢ 17,31¢
45,87¢ 63,24¢ 74,65 52,48 56,38¢
65,61 83,34f 93,65/ 66,24¢ 73,70:
5,80¢ 5,55¢ 6,55¢ 5,091 4,81¢
16,997 19,22¢  22,89¢ 16,85« 18,51:
22,80t 24,78¢  29,45: 21,94t 23,33(
42,80¢ 58,55¢ 64,20: 44,30: 50,37:
16,881 18,167 22,70« 16,30¢ 22,01
10,51¢ 12,43( 14,66: 10,55¢ 14,51:
11,98 14,88¢ 11,587 8,63( 11,24¢
— — — — 88t
39,38¢ 45,48  48,95: 35,49 48,65,
3,417 13,07¢ 15,24¢ 8,81: 1,71¢€
1,71¢ 1,18( 127 10¢ 73
(28E) (85E) (85E) (641) (214)
(232) 54E (73) (74) 2
— — — — 1,68¢
4,61 13,94 14,44 8,20¢ 3,26¢
21,12¢ (6,510 (6,789 (4,05(0) (2,14%)
25,73¢ 7,434 7,65¢ 4,15¢ 1,124
3,741 3,52: 3,52¢ 2,64: 2,64:
14,96¢ 2,29( 2,43¢ 887 —
$ 702 $ 1691 $ 1,70¢ $ 62¢ $ (1,519
1,443 21¢ 205 76 —
$ 847/ $ 184C $ 190¢ $ 70z $ (1,519
$ 116 $ 021 $ 02 $ 0.0¢ $  (0.20)
$ 106 $ 01¢ $ o020 $ 0.07 $ (0.20
5,967 7,841 7,75¢ 7,81¢€ 7,517
7,99¢ 9,852 9,491 9,59¢ 7,513
$ 0.37 $ 0.0t
$ 0.3 $ 0.0t
20,71( 20,61¢

22,45(

22,24¢
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1) Includes stock-based compensation in the follovanmgunts:

Cost of revenue $ 176 $ 158 $ 21c % 158 $ 21¢
Sales and marketir 1,127 67¢€ 1,221 95¢& 1,32(C
Research and developmt 747 511 89¢ 59k 1,23
General and administrati\ 1,13¢ 2,27 2,201 1,62(C 1,92¢

The accompanying notes are an integral part oféHesncial statements.
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Statements of changes in mandatorily redeemable coeertible preferred stock and stockholders'

Balance at
January 1,
2007

Issuance of
common
stock upon
exercise of
stock
options

Repurchase o
unvested
exercised
options for
terminated
employee:

Employee
stock-basec
compensati
expense

Stock
compensati
associated
with
outstanding
repriced
options

Amortization
of employee
deferred
stock-basec
compensati

Adjustment to
deferred
stock-basec
compensati
for
terminated
employee:

Unrealized
gain on
available fol
sale
securities

Preferred stoc
converted tc
common
stock

Purchase of
treasury
stock

Sale of treasul
stock

Retirement of
treasury
stock

Accrued
dividend on
Series B
mandatorily
redeemable
convertible
preferred
stock

Net income

Comprehensiv
income
Balance at

December &
2007

EPOCRATES, INC.

deficit
(in thousands)

Common Stock

Mandatorily
Redeemable
Convertible Additional  Deferred Other Total
Preferred Stock Treasury Paid-In  Stock-Based Comprehensive Accumulated Stockholders Comprehensive
Shares Amount Shares Amount Stock  Capital Compensatior Income (Loss)  Deficit Deficit Income
15,271 $64,86¢ 6,04- $ 6% — 3 2$ (415) $ —$ (75,589 $ (75,99))
291 391 391
(26) (19 15
1,782 1,782
1,18¢ 1,18¢
221 221
(26) 26 —
9 9 9
(2,129 (2,889 1,67¢ 2 2,88z 2,88¢
(41,745 (41,745
40,00( 40,00(
(159) 1,74t (145) (1,600 —
2,84( (2,763) (77) (2,840
25,73¢ 25,73¢ 25,73¢
$ 25,74¢
13,14:$64,82. 7,821 $ 8% —$ 329 ¢ (16€) $ 9% (51,529 $ (48,38))
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Common Stock
Mandatorily
Redeemable
Convertible
Preferred Additional  Deferred Other Total
Stock Treasury Paid-In  Stock-Based Comprehensive Accumulated Stockholders' Comprehensive
Shares Amount Shares Amount Stock  Capital Compensatior Income (Loss) Deficit Deficit Income

Issuance of

common

stock upon

exercise of

stock

options — — 11c — — 10¢ — — — 10¢
Employee

stock-basec

compensati

expense — — — — — 3,641 — — — 3,641
Stock

compensati

associated

with

outstanding

repriced

options — — — — — (15%) — — — (153)
Amortization

of employee

deferred

stock-basec

compensati — — — — — (20) 152 — — 132
Adjustment to

deferred

stock-basec

compensati

for

terminated

employee: — — — — — ) 2 — — —
Unrealized

gain on

available fol

sale

securities — — — — — — — 9) — 9) 9)
Accrued

dividend on

Series B

mandatorily

redeemable

convertible

preferred

stock —  2,84( — — — (2,840 — — — (2,840
Net income — — — — — — — — 7,43¢ 7,43¢ 7,43¢
Comprehensiv

income — — — — — — — — — $ 7,42t

Balance at
December &
2008 13,14:$67,66: 7,931% 8% —$ 4027 % 14 $ — $ (44,089 $ (40,067
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Issuance of
common
stock upon
exercise of
stock
options

Issuance of
common
stock upon
release of
RSUs

Employee
stock-basec
compensati
expense

Stock
compensati
associated
with
outstanding
repriced
options

Amortization
of employee
deferred
stock-basec
compensati

Adjustment to
deferred
stock-basec
compensati
for
terminated
employee:

Unrealized
gain on
available fol
sale
securities

Purchase of
treasury
stock

Retirement of
treasury
stock

Accrued
dividend on
Series B
mandatorily
redeemable
convertible
preferred
stock

Excess tax
benefit from
stock-basec
compensati
awards

Net income

Comprehensiv
income

Balance at
December &
2009

Common Stock

F-8

Mandatorily
Redeemable
Convertible
Preferred Additional  Deferred Total
Stock Treasury Paid-In  Stock-Based Comprehensive Accumulated Stockholders Comprehensive
Shares Amount Shares Amount _Stock  Capital Compensatior Income (Loss) Deficit Deficit Income
— — 294 — — 941 — — — 941
— — 13 — — — — — — —
— — — — — 4,76( — — — 4,76(
— — — — — (240) — — — (240)
— — — — — — 14 — — 14
- = = = = — — ©) — ©) @
— — — — (7,929 — — — — (7,92¢)
— —  (73%) — 7,92¢ (395) — — (7,537) —
—  2,84( — — — (2,840 — — — (2,840
— — — — — 38 — — — 38
— — — — — — — — 7,65¢ 7,65¢ 7,65¢
— — — — — — — — — 7,65¢
13,14:$70,50; 7,50¢ $ 8% —$ 6291 % — $ 1% (43,967 $ (37,669
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Common Stock
Mandatorily
Redeemable
Convertible
Preferred Additional  Deferred Other Total
Stock Treasury Paid-In  Stock-Based Comprehensive Accumulated Stockholders' Comprehensive
Shares Amount Shares Amount Stock  Capital Compensatior Income (Loss)  Deficit Deficit Income

Issuance of

common

stock upon

exercise of

stock

options — —  36C — — 1,122 — — — 1,122
Employee

stock-basec

compensati

expense — — — — — 4,37( — — — 4,37
Stock

compensati

associated

with

outstanding

repriced

options — — — — — 334 — — — 334
Unrealized

gain on

available fol

sale

securities — — — — — — — 4 — 4 4
Purchase of

treasury

stock — — — — (2,12 — — — — (2,129)
Retirement of

treasury

stock — —  (250) — 2,12 (245) — — (1,877) —
Accrued

dividend on

Series B

mandatorily

redeemable

convertible

preferred

stock — 2,13« — — — (2,130 — — — (2,130
Net income — — — — — — — — 1,12¢ 1,12¢ 1,12¢
Comprehensiv

income — — — — — — — — — $ 1,12¢

Balance at
September
2010
(unaudited) 13,14:$72,63. 7,61¢$ 8% —$ 9,74 $ — $ 3% (44,719 $ (34,967)

The accompanying notes are an integral part oféHfesancial statements.
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Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash
provided by operating activitie
Stocl-based compensatic
Depreciation and amortizatic
Amortization of intangible asse
Allowance for doubtful accounts and sales returns
reserve
Change in carrying value of preferred stock lidpi
Excess tax benefit from stock-based compensatia
awards
Loss on fixed assets wr-off
Contingent consideration exper
Gain on sal-leaseback of buildin
Changes in assets and liabilities, net of effect of
acquisitions
Accounts receivabl
Deferred tax asset, current and noncur
Prepaid expenses and other as
Accounts payabl
Deferred revenu
Other accrued liabilities and other payat

Net cash provided by operating activit
Cash flows from investing activities
Purchase of property and equipm
Business acquisitio
Purchase of shc-term investment
Sale of sho-term investment
Maturity of shor-term investment

Net cash used in investing activiti
Cash flows from financing activities
Book overdraft
Construction costs financed by sublandl
Acquisition of common stoc
Reissuance of treasury stc
Repurchase of early exercised stock opt
Excess tax benefit from stock-based compensation
awards
Proceeds from exercise of common stock opt

Net cash provided by (used in) financ
activities
Net increase (decrease) in cash and
equivalents
Cash and cash equivalents at beginning of pe

Cash and cash equivalents at end of pe

Supplemental Disclosures
Cash paid (refunded) for income ta;
Cash paid for intere:
Non-Cash Investing and Financing Activities
Financing liability in connection with capitalizati of
building
Conversion of preferred stock to common st
Retirement of treasury stor
Unrealized gain (loss) on available for sale seies
Unpaid accrued dividend on Series B mandatorily
redeemable convertible preferred stockredeem.
convertible preferred stoc
Accrued purchase of property and equipn
Contingent consideration recorded in connectiofn\
business acquisitior

EPOCRATES, INC.
Statements of cash flows

(in thousands)

Years Ended December 31,

Nine Months Ended
September 30,

2007 2008 2009 2009 2010
(unaudited) (unaudited)

$ 2573¢ $ 7,43¢ 7,65¢ $ 4,15¢ $ 1,12«
3,181 3,62( 4,53¢ 3,32¢ 4,70¢
1,90¢ 2,64¢ 2,88¢ 2,15¢ 2,24(
— — — — 54¢

(19 (12) (5) (25) 8C
(23) (10 (16) (12) 9

_ _ (39) _ _

20 — — — —

— — — — 88t
— — — — (1,689)
(1,502) (650) (4,97¢) (2,335 3,391
(21,62¢) 5,541 5,841 3,70¢ 2,20¢
(229 (442) (1,447 (2,026) (592)
72¢ 56¢ (529) (130) 1,81¢
12,42¢ 18¢ 3,86¢ 4,08¢ (6,697)
2,75k (2,067) (767) (1,447 1,75¢
23,36¢ 16,82. 17,01¢ 11,45 9,78¢
(6,309) (2,860) (2,617) (1,827 (3,08¢)
— — (400) (400) (850)
(3,10¢) — (4,426) (1,050 (22,51()
— 1,29: — — 1,79i

60C 1,197 — — 6,67¢
(8,817) (370 (7,439 (3,277) (17,979
28,41: (28,417) — = _
2,72( — — — —
(41,74%) — (7,92¢) (5,830 (2,127)
40,00( — — — —
(9 — — — —

— — 38 — —

391 10¢ 941 29z 1,122
29,76: (28,307) (6,949) (5,537) (1,000
44,31: (11,857 2,63( 2,64: (9,185)
25,80« 70,11¢ 58,26¢ 58,26¢ 60,89t
$ 7011 $ 58,26: 60,89t $ 60,907 $ 51,71(
$ 57 $ 1,62t 244¢  $ 2431 % (96¢)
28E 85¢ 85t 641 214
17,59« — — — —
2,88¢ — — — —
1,74% — 7,53¢ 5,71( 1,87
9 ©) @ @ 6

2,84( 2,84( 2,84( 2,13( 2,13(
684 (684) — — —

— — 1,30C 1,30C 14,75(

The accompanying notes are an integral part oféHlfesancial statements.
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EPOCRATES, INC.

Notes to financial statements
1. Background

Epocrates, Inc. (the "Company") was incorporate@atifornia in August 1998 as nCircle Communicasioimc. In September 1999, the
Company changed its name to ePocrates, Inc. akéyn2006, the Company reincorporated in Delawaredmanged its name to Epocrates,
Inc.

The Company is a leading provider of mobile drugnence tools to healthcare professionals anddotiee services to the healthcare industry.
Most commonly used on mobile devices at the pdittoe, the Company's products help healthcareepsainals make more informed
prescribing decisions, enhance patient safety @pddve practice productivity. Through the Compaimytsractive services, it provides the
healthcare industry, primarily pharmaceutical conips, access to its user network to deliver tatyetormation and conduct market research
in a cost-effective manner.

2. Summary of Significant Accounting Policies
Accounting Estimate:

The preparation of financial statements in conféymiith accounting principles generally acceptethia United States ("GAAP") requires
management to make certain estimates and assumphiatnaffect the amounts reported in the finarst@lements and accompanying notes.
The Company is subject to uncertainties such asrpact of future events, economic and politicatdas and changes in the Company's
business environment; therefore, actual resultidadiffer from these estimates. Accordingly, the@nting estimates used in the preparation
of the Company's financial statements will changj@ew events occur, as more experience is acquaiseaditional information is obtained ¢
as the Company's operating environment changesigéldn estimates are made when circumstancesnta®uch changes in estimates and
refinements in estimation methodologies are rediédh reported results of operations and if matettie effects of changes in estimates are
disclosed in the notes to the financial statemeitmificant estimates and assumptions by manageafi@tt revenue recognition, the
allowance for doubtful accounts, the subscriptianaellations reserve, the carrying value of Itiagd assets, the depreciation and amortize
period of long-lived assets, the provision for immtaxes and related deferred tax accounts, the &at accrual, the builodt of the Company
San Mateo facility, accounting for business comtiimes, stock-based compensation and the fair vafitlee Company’'s common stock.

Unaudited Interim Financial Information

The accompanying balance sheet as of Septemb2030,and the statements of operations and of ¢asks for the nine months ended
September 30, 2009 and 2010 and the statemend@émeable convertible preferred stock and stockhglaguity (deficit) for the nine months
ended September 30, 2010 are unaudited. The uedudterim financial statements have been prepamnetie same basis as the annual
financial statements and, in the opinion of manag@nreflect all adjustments, which include onlymal recurring adjustments, necessary to
present fairly the Company's financial position agsllts of operations and cash flows for the miroaths ended September 30, 2009 and :
The financial data and other information disclosethese notes to the financial statements rel@télde six-month periods are unaudited. The
results of the nine months ended September 30, 2@L0ot necessarily indicative of the resultse@kpected for the year ending

December 31, 2010 or for any other interim perioébo any other future year.
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Cash and Cash Equivalents

The Company considers all highly liquid investmenith an original or remaining maturity from the @pany's date of purchase of 90 days or
less to be cash equivalents. Deposits held witmfiral institutions are likely to exceed the amaafrihsurance on these deposits. Cash
equivalents were $53.1 million and $48.8 millionci$ecember 31, 2008 and 2009, respectively, d@@d3bmillion as of September 30, 2010
(unaudited).

Restricted Casl

As of December 31, 2008 and 2009, restricted aatsied $1.0 million, and relates to an agreemetit thie Company's merchant card provider
and a certificate of deposit securing a letterrefli for the benefit of the Company's landlord.cg&sSeptember 30, 2010, restricted cash totaled
$0.5 million (unaudited), and relates to an agregméth the Company's merchant card provider. Thxedances are recorded within other
assets on the balance sheet.

Short-Term Investments

The Company has classified its short-term investmas available-for-sale securities. These seesréie reported at fair value with any
changes in market value reported as a part of celngoisive income.

Fair Value of Financial Instruments

The Company's financial instruments, including casti cash equivalents, accounts receivable andiatxpayable, are carried at cost, which
approximates fair value because of the short-teatara of those instruments. The carrying valudefgreferred stock warrant liability
represents fair value (see Note 9). Based on bimgprates available to the Company for loans wiithilar terms, the carrying value of
borrowings, including the financing liability (séote 6), approximate fair value.

The Company measures and reports certain finaasgsts at fair value on a recurring basis, inclydminvestments in money market funds
and available-for-sale securities. The fair valiggdrchy prioritizes the inputs into three broacels:

Level 1—Inputs are unadjusted quoted prices irvaatiarkets for identical assets or liabilities.

Level 2—Inputs are quoted prices for similar asaets liabilities in active markets or inputs theg abservable for the asset or liability,
either directly or indirectly through market coraoshtion, for substantially the full term of the dimcial instrument.

Level 3—Inputs are unobservable inputs based oCtmepany's assumptions.
Concentration of Credit Risk

Financial instruments that potentially subject @@mpany to credit risk consist principally of cashsh equivalents, shagrm investments at
accounts receivable.

The Company limits its concentration of risk inlc&guivalents and short-term investments by difygngj its investments among a variety of
industries and issuers and by limiting the averagturity to one year or less. The Company's pradaasportfolio managers adhere to this
investment policy as approved by the Company'schofdirectors.

F-12




Table of Contents

The Company's investment policy is to invest onl§ixed income instruments denominated and payableS. dollars. Investment in
obligations of the U.S. government and its agenaemey market instruments, commercial paper,foztes of deposit, bankers' acceptances,
corporate bonds of U.S. companies, municipal seesrand asset backed securities are allowed. Bhgp@ny does not invest in auction rate
securities, futures contracts, or hedging instrusie®ecurities of a single issuer valued at costeatime of purchase, should not exceed 5% of
the market value of the portfolio or $1 million, iwhever is greater, but securities issued by ti& DUreasury and U.S. government agencie
specifically exempted from these restrictions. éssize should normally be greater than $50 milfmrcorporate bonds. No single position in
any issue will equal more than 10% of that issuee final maturity of each security within the potib shall not exceed 24 months.

The Company's revenue is derived primarily frorerd$ in the healthcare industry (pharmaceuticalpzories, managed care companies and
market research firms) within the United States.shigle customer accounted for more than 10% of@aais receivable as of September 30,
2009 (unaudited) and 2010 (unaudited). One custaemyunted for 11% of net accounts receivable &eckmber 31, 2009. Two customers
accounted for 13% and 11% of net accounts recadyadpectively, as of December 31, 2008. For &#a@syended December 31, 2007, 2008
and 2009, and for the nine months ended Septenth@089 (unaudited) and 2010 (unaudited), no siog&omer accounted for more than
10% of net revenue.

Allowance for Doubtful Accounts

The allowance for doubtful accounts reflects thenPany's best estimate of probable losses inhanghteiCompany's receivables portfolio
determined on the basis of historical experiengeci§ic allowances for known troubled accounts atiger currently available evidence. The
Company has not experienced significant creditde$som its accounts receivable. The Company pada regular review of its customers'
payment histories and associated credit risks tathgieis not require collateral from its customers.

Property and Equipmen

Property and equipment, including equipment undeital leases, are stated at historical cost lessraulated depreciation and amortization.
Depreciation and amortization are computed usirgsthaight-line method over the estimated usefekliof the related assets.

The useful lives of the property and equipmentaaréollows:

Building 40 years
Fixtures in connection with
build-out of facility 29 years
Computer equipmet 36 months
Office equipment, furnitur
and fixtures 36-44 months
Software 36 months
Leasehold improvemen Shorter of useful life or lease tel

Upon retirement or sale, the cost and related aatated depreciation are removed from the balaneetsind the resulting gain or loss is
reflected in operations. Major additions and imgnaonents are capitalized while repairs and maintemémat do not extend the life of the asset
are charged to operations as incurred. Depreciatohamortization expense is allocated to both @bstvenues and operating expenses.
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Software Development Cos

Software development costs incurred in conjunctiith product development are charged to researdidamelopment expense until
technological feasibility is established. Thereftmtil the product is released for sale, softwdgeelopment costs are capitalized and reported
at the lower of unamortized cost or net realizatsleie of the related product. The Company doegsowsider a product in development to have
passed the technological feasibility milestoneluhé Company has completed a model of the protthattcontains essentially all the
functionality and features of the final product dras tested the model to ensure that it works peat&d. To date, the Company has not
incurred significant costs between the establistiroetechnological feasibility and the release @iraduct for sale. Thus, the Company has
expensed all software development costs as incurred

Internal Use Software and Website Development Ci

With regard to software developed for internal asd website development costs, the Company expalsassts incurred that relate to
planning and post implementation phases of devedopnCosts incurred in the development phase griéatiaed and amortized over the
product's estimated useful life which is generdilee years. For the years ended December 31,&002009, and the nine months ended
September 30, 2010, the Company capitalized $lbmi$1.8 million and $1.7 million (unaudited) sbftware development costs related to
software for internal use, respectively. Interridtware development costs are generally amortized straight-line basis over three years
beginning with the date the software is placed s&rvice. Amortization of software developed faemal use was $0.9 million, $1.0 million
and $1.4 million for the years ended December 80722008 and 2009, respectively, and $0.9 mil{iomaudited) and $1.0 million (unaudite
for the nine months ended September 30, 2009 ah@d, 28spectively. Amortization of internal use ad@te is reflected in cost of revenue.
Costs associated with minor enhancement and main¢enof the Company's website are expensed agedcur

Goodwill

Goodwill is tested for impairment at the reportungt level on an annual basis and whenever everghanges in circumstances indicate the
carrying value may not be recoverable. The Compemformed its annual impairment test on DecembeRB@9 and determined that the
undiscounted cash flow from the long-range foreeasteds the carrying amount of goodwill.

Application of the goodwill impairment test requireidgment, including the identification of repogiunits, assigning assets and liabilities to
reporting units, assigning goodwill to reportingtanand determining the fair value of each repgrtinit. Significant judgments required to
estimate the fair value of reporting units incledtimating future cash flows, and determining appate discount and growth rates and other
assumptions. Changes in these estimates and assosnpbuld materially affect the determination aif fvalue for each reporting unit which
could trigger impairment.

Impairment of Lonc-Lived Assets

The Company evaluates long-lived assets for patkintipairment whenever adverse events or changeascinimstances or business climate
indicate that expected undiscounted future cashsfi@lated to such long-lived assets may not biecgiit to support the net book value of
such assets. An impairment exists when the carnétge of a long-lived asset exceeds its fair valreimpairment loss is recognized only if
the carrying value of a long-lived asset is hobkesable and exceeds its fair value. The carrymigeyof a long-lived asset is not recoverable if
it exceeds the sum of the undiscounted cash flowsated to result from the use and eventual disposdf the asset. There were no such
impairment losses during the years ended Decenihed®7, 2008, or 2009 or for the nine months er@katember 30, 2010.
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Freestanding Preferred Stock Warrants

Freestanding warrants that are related to the Coyp&onvertible Preferred Stock are classifietladslities on the Company's balance sheet.
The warrants are subject to reassessment at elsiteaheet date, and any change in fair valuecisgnized as a component of other income
(expense), net. The Company will continue to adjustiability for changes in fair value until tlearlier of the exercise or expiration of the
warrants or the completion of a liquidation evémtjuding the completion of an initial public offeg, at which time all preferred stock
warrants will be converted into warrants to pureheasmmon stock, and accordingly, the liability vbi# reclassified to stockholders deficit.

Revenue Recognitio
Stand Alone Sales of Premium Subscriptions Services

The majority of healthcare professionals in the @any's network use its free products and do nathase any of the Company's premium
subscriptions. The Company generates revenue fieradle of premium subscription products. Subsorigiptions include:

. a subscription to one of three premium mobile potsithe Company offers that a user downloads to thebile device;
. a subscription to the Company's premium online pcodr site licenses for access via the Internet dasktop or laptop; and
. license codes that can be redeemed for such nabdeline premium product

Mobile subscription services and license codesaiprglements of software code that reside on almdleivice and are essential to the
functionality of the service being provided. Foedk services, revenue is recognized only when:

. there is persuasive evidence that an arrangemets eixn the form of a written contract, amendméatthat contract, or purchase orders
from a third party;

. delivery has occurred or services have been redg

. the price is fixed or determinable after evaluatimg risk of concession; and

. collectability is probable based on customer credlithiness and past history of collecti

Online products and site licenses do not contaynsaftware elements that are essential to theses\being provided. For these services,
revenue is recognized using the same criteria agealmowever collectability only need be reasonaisiyured. When collectability is not
reasonably assured, revenue is deferred untilataie

Subscriptions are recognized as revenue ratablytbeeerm of the subscription as services areveidd. Billings for subscriptions typically
occur in advance of services being performed; fbeze¢hese amounts are recorded as deferred revemere billed. A license code allows a
holder to redeem the code for a subscription. Talpiclicense codes must be redeemed within sbwtdve months of issuance. When a lice
code is redeemed for a premium mobile product,meges recognized ratably over the term of the stifon. If a license code expires before
it is redeemed, revenue is recognized upon expirati

Extended payment terms beyond standard terms mese @adeferral of revenue until such amounts beahmeAllowances are established for
uncollectible amounts and potential returns basedistorical experience.
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If a paid user is unsatisfied for any reason dutirgfirst 30 days of the subscription and wislwesancel the subscription, the Company
provides a refund. The Company records a reserseecban estimated future cancellations using histbdata. To date, such returns reserve
not been material and has been within managenexg&ctations.

Stand-Alone Sales of Interactive Services

The Company also generates revenue by providinghiceae companies with interactive services throtagbeted access to its user network
through interactive services. These services irclud

. DocAlert clinical messaging services
. Virtual representative servici

. Epocrates market research servi

. Formulary hosting services

. Mobile resource centers

Interactive services do not contain any softwaeeneints that are essential to the services beingded; therefore, revenue is recognized w

. there is persuasive evidence that an arrangemts e the form of a written contract, amendmeatthat contract, or purchase ord
from a third party;

. delivery has occurred or services have been redd
. the price is fixed or determinable after evaluating risk of concession; ai
. collectability is reasonably assured based on austareditworthiness and past history of collection

DocAlert Clinical Messaging Service DocAlert messages are short clinical alertévdedd to the Company's users when they conneht wit
the Company's databases to receive updated colest.of these DocAlert messages are not sponsorédnclude useful information for
recipients such as new clinical studies, practie@agement information and industry guidelines. B&lance of DocAlert messages are
sponsored by the Company's clients. Messagesraegéd to all or a subset of physicians to incrélsesalue and relevance to recipients.
Clients contract with the Company to publish areagrupon number of DocAlert messages over theadrnteriod, typically one year. Each
sponsored message is available to users for foeksvand are targeted to all or a subset of physidiaincrease the value and relevance to
recipients. Per the Company's standard terms,tslame billed a third of the contracted fee upgmisig the contract with an additional third
billed 90 days after the contract is signed anditied third upon some future milestone beyond 89sd Because billings for clinical messaging
services typically occur in advance of servicesipgierformed, these amounts are recorded as dg¢fewvenue when billed. The messages-
delivered can be either asymmetrical, that is eaebsage is delivered to a different target groupsefs, or symmetrical, that is each message
is delivered to the same target group of userslidaussed in detail under multiple element arrareggmbelow, for contracts signed or
materially modified on or after January 1, 200% @ompany allocates consideration to each messegel lon the Company's best estimate of
sales price ("BESP"), and recognizes revenue rataldr the delivery period of each message. Aslittes to contracts signed prior to

January 1, 2009, the Company has not establishedbvebjective evidence

F-16




Table of Contents

("VOE") of fair value for DocAlert messages. Thenef, for those contracts signed prior to Januag009, revenue in asymmetrical
arrangements is recognized over the delivery pexfdbe last contracted message, or if the Compaiignt does not provide all such mess:
to the Company, upon expiration of the contracud®eie for symmetrical agreements is recognizedbisataver the delivery period of each
symmetrical message because despite not beingcatiemonstrate VOE of fair value for each individoeessage, each message is of equal
value to the client because the target audiencedon message is the same.

Virtual Representative Services. The Company's mobile promotional programs agghed to supplement and replicate the traditisakgs
model with services typically provided during reggatative interactions—product detailing, drug skendelivery, patient literature delivery
and drug coverage updates. The Company's pharnzdeslients contract with the Company to make onenore of these services availabl
its users for a period of time, usually one yedier@s are typically billed half of the contracti upon signing the contract with the balance
being billed 90 days after the contract is sigreetause billings for virtual representative sersitygically occur in advance of services being
performed, these amounts are recorded as def@aveduwe when billed. Revenue is recognized rataidy the contracted term.

Epocrates Honors Market Research Servic The Company recruits healthcare professiomafmtticipate in market research activities.
Concurrently, this service offers market reseapgtmlists, marketers and investors the opportunigurvey their target audience. Typically, a
customer will pay the Company a fee for accesstéogeted group of our users whom they wish toeurfhe Company pays a portion of this
fee to the survey participants as an honorarianUmmpletion of the survey, which typically rung &bout a month, the Company will bill the
customer the entire amount due. The Company hadumted that it acts as the primary obligor. Accogly, the Company recognizes the er
fee paid by its customers as revenue upon confiomaf completion of the survey, and the compewpsapaid by the Company to survey
participants is recorded as a cost of revenue wehemed by the participant.

Formulary Hosting Services. Healthcare professionals have the option tordoad health plan formulary lists for their geodraparea or
patient demographic at no cost. Clients, usualgithensurance providers, contract with the Compianyake their formulary available to the
Company's user base, typically for a one to these period. Clients are typically billed up fromt @ quarterly or an annual basis. Because
billings for formulary services typically occur advance of services being performed, these amawnatecorded as deferred revenue when
billed. Revenue is recognized ratably over the tefine contract.

Mobile Resource Center: This educational service allows healthcaregssibnals to stay current on clinical developmémts variety of
disease conditions and topics. Sponsored by a @tautical company, each resource center is dev@lopeonjunction with a key opinion
leader for that specific disease or condition. @Beusually pharmaceutical companies, contradt thiék Company to host a mobile resource
center and make it available to its users for aywee period. Clients are typically billed half dktcontracted fee upon signing the contract
the balance being billed 90 days after the contsasigned. Because billings for sponsored cortigritally occur in advance of services being
performed, these amounts are recorded as defeavedue when billed. Revenue is recognized rataldy the contracted term.

Commission and royalty costs associated with prizdsimld are expensed as incurred.
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Multiple Element Arrangements Signed On or Aftetuzay 1, 200¢

The Company often enters into arrangements thaacowarious combinations of services from the abdescribed subscriptions and
interactive services. The customer is typicallyrged a fee for the entire group of services tofoeigded. Clients are typically billed half of the
contracted fee upon signing the contract with thlatice being billed 90 days after the contracigisexl. Each element typically has a delivery
period of one year, but the various elements mayay not be delivered concurrently.

In October 2009, the Financial Accounting Stand&dard ("FASB") amended the accounting standardmidtiple deliverable revenue
arrangements to:

. provide updated guidance on whether multiple dedilikes exist, how the deliverables in an arrangesieould be separated, and h
the consideration should be allocated;

. require an entity to allocate revenue in an arrerege using best evidence of selling price ("BESPd)vendor does not have vendor
specific objective evidence ("VSOE") of fair valoethird party evidence ("TPE") of fair value; and

. eliminate the use of the residual method and recpiirentity to allocate revenue using the relagaléng price method.
The Company elected to early adopt this accoumguidance as of January 1, 2009.

The new guidance does not change the units of atiogufor the Company's revenue transactions. Heweyrior to adopting this new
guidance, revenue for some delivered items wa® aféderred until certain other deliverables congaldheir delivery. Under the new guidar
if the Company cannot establish VSOE of fair vathe, Company should then determine if it can eshIPE of fair value. TPE is determir
based on competitor prices for similar deliveralpden sold separately. The Company's servicesr diffmificantly from that of its peers and
its offerings contain a significant level of custiaation and differentiation such that the compagghicing of products with similar
functionality cannot be obtained. Furthermore,@oenpany is unable to reliably determine what singtampetitor products' selling prices are
on a stand-alone basis. Therefore, the Compaiypisalily not able to determine TPE.

If both VSOE and TPE do not exist, the Company thees BESP to establish fair value and to allocaiéé consideration to each element in
the arrangement and consideration related to daateat is then recognized ratably over the deliyasiod of each element. Any discount or
premium inherent in the arrangement is allocategbith element in the arrangement based on théveefair value of each element.

The objective of BESP is to determine the pricevlaith the Company would transact a sale if the pebdr service were sold on a stand-alone
basis. The Company determines BESP for a produsgmice by considering multiple factors includenganalysis of recent stand alone sales
of that product, market conditions, competitivedsrape, internal costs, gross margin objectivas paiging practices.
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Net revenue as reported and pro forma net revératevould have been reported during the year ebdegmber 31, 2009, had the Comp
not adopted the new guidance is shown in the fafigwable (in thousands):

Pro Forma Basis
(As If Previous
Guidance Was
As Reported In Effect)

Total revenues, nt $ 93,65¢ $ 91,59¢

The new accounting guidance for revenue recogniti@xpected to have a similar dollar amount eféechet revenues in periods after the
initial adoption.

Multiple Element Arrangements Signed Prior to Jaryu 200¢

For contracts that were signed prior to JanuaB009 that were not materially modified after Jagugr2009, the Company used and continues
to use the prior revenue recognition guidance. Utide guidance, if VSOE or VOE of fair value esigor the last undelivered element, the
Company applies the residual method whereby omyfdhr value of the undelivered element is defeard the remaining residual fee is
recognized when delivered. If VSOE or VOE of faalwe does not exist for the last undelivered eléntha entire fee is recognized over the
period of delivery of the last undelivered element.

VSOE of fair value has been established for supsoris to our mobile premium products and licersges and represents the price charged
when that element is sold separately. VOE of falug for online premium product subscriptions, Btenses and interactive services is also
established based on the price paid when suchcesrare sold separately. To date, VOE of fair vedu@nline premium product subscriptions
or site licenses has not been established nor Bds &f fair value been established for interactiee/ies due to the wide variability in the
pricing of most interactive services.

Prior to April 2007, the Company had a customargiess practice and historical pattern of makingcessions that were not required under
the original provisions of certain of its interatiservices or site license arrangements. Thessssions have been in the form of providing
the Company's site license, clinical messagingfamdulary clients with a limited number of licensedes which may be redeemed for free
mobile subscriptions. Because of this historicatgya of making concessions in association witls¢h&rrangements, all revenue has been
deferred for such arrangements until the risk ofcession has passed, which is when delivery ofaftdtem in the contract has been
completed.

Effective April 2007, the Company established colstto prevent these concessions. In additionCivapany included language in its stanc
site license, clinical messaging and formulary cacts that provides these clients the right toivecep to a specified number of license codes
at anytime during the term of the agreement. Thiesase codes may be redeemed for a one-year msblgcription within six months of
issuance. Due to this change in practice, thesagements include the right to receive license daiewhich VSOE of fair value exists and
interactive services for which VOE of fair valueedonot exist. Revenue for these arrangementsasrddfuntil only one undelivered element
remains.

Effective February 2008, the Company removed thguage from its standard site license, clinicalsagsg and formulary contracts that
provide these customers with the right to receiveghscodes, although this language may still apjrei#s non-standard clinical messaging and
formulary contracts with prior approval from ther@gany's Chief Financial Officer. Therefore, forrgtaalone contracts with no rights to
receive such codes, revenue for site license amaufary contracts is recognized ratably over thmtef the arrangements as the services are
provided, revenue for nonsymmetrical
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clinical messaging contracts is recognized whedadAlert messages under the contract have contptedtvery or, if the client has not
provided all such messages to the Company, uponatigm of the contract, and revenue for symmelmtiaical messaging contracts is
recognized over the delivery period of each symicedtmessage.

Stock-Based Compensation

For options granted on or after January 1, 20@&ksbased compensation is measured at grant dsgel loa the fair value of the award and is
expensed on a straight-line basis over the requssitvice period. For options granted prior to dayd, 2006, the Company will continue to
recognize compensation expense on the remainingsten awards under the intrinsic value method ardaesh grants are materially modified.

The Company will only recognize a tax benefit fretack based awards in additional paid-in capitahiincremental tax benefit is realized
after all other tax attributes currently availatiehe Company have been utilized. In addition,Geenpany has elected to account for the
indirect effects of stock based awards on otheattibutes, such as the research tax credit, girats statement of operations.

Equity instruments issued to nonemployees are decbat their fair value on the measurement date.rii&éasurement of stock-based
compensation is subject to periodic adjustmenhasitderlying equity instruments vest. The faiueabf options granted to consultants is
expensed over the vesting period.

Research and Developme

Research and development costs are expensed asthaxcept for certain internal use software tgaent costs, which may be capitalized
as noted above. Research and development codigdénshlaries, stock-based compensation expensefjitbeand other operating costs such as
outside services, supplies and allocated overhestd.c

Advertising

Advertising costs are expensed as incurred andded in sales and marketing expense in the accorimgastatements of operations.
Advertising expense totaled $0.3 million, $0.5 ioilland $0.5 million for the years ended Decemider2B807, 2008 and 2009, respectively,
and $0.4 million (unaudited) and $0.5 million (ud#dead) for the nine months ended September 30, 2002010, respectively.

Income Taxes

The Company accounts for income taxes under théitiamethod. Under this method, deferred tax saad liabilities are determined based
on differences between the financial statementtaxdasis of assets and liabilities and net opsgdtiss and credit carryforwards using ena
tax rates in effect for the year in which the diffieces are expected to reverse. Valuation alloveaameestablished when necessary to reduce
deferred tax assets to the amounts expected tealizad.

On January 1, 2007, the Company adopted the atatieei accounting guidance prescribing a thresholdl measurement attribute for the
financial recognition and measurement of a taxtpstaken or expected to be taken in a tax refline. guidance also provides for de-
recognition of tax benefits, classification on thedance sheet, interest and penalties, accoumtimgarim periods, disclosure and transition.
Company must determine if the weight of availabliglence indicates
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that a tax position is more likely than not to bstained upon audit, including resolution of redaég@peals or litigation processes. If a tax
position is not considered "more likely than nat'be sustained then no benefits of the position@be recognized. If a tax position is
considered "more likely than not" to be sustaitehtthe benefit taken is based on the largest anudlrenefit, which is more likely than not
to be realized on ultimate settlement.

Sales Taxe!

When sales and other taxes are billed, such amavatecorded as accounts receivable with a canelépg increase to sales tax payable,
respectively. The balances are then removed frenb#étance sheet as cash is collected from theroestand as remitted to the tax authority.

The Company did not begin charging nor remittingssax for any of its sales until 2008. The Comphas recorded a liability for uncollected
and unremitted sales taxes and associated intardgienalties (see Note 4).

Comprehensive Income

Comprehensive income consists of two componentsnoeme and other comprehensive income. Other celn@msive income refers to gains
and losses that under generally accepted accouptingiples are recorded as an element of stoclénsl@quity but are excluded from net
income. The Company's other comprehensive incogiedas only unrealized gains on available for saleurities (see Note 3).

Comprehensive income as of December 31, 2007, 2002009 and for the nine months ended Septemh&089 and 2010 consists of the
following components net of related tax effectstfinusands):

Nine Months Ended

Years Ended December 31 September 30,
2007 2008 2009 2009 2010
(unaudited) (unaudited)
Net income $ 25,73¢ $ 7,432 $ 7,65¢ $ 4.15¢ $ 1,12¢
Change in unrealized gain (loss)
available for sale securities, net of
effect 9 9) (€8] (€8] 4
Comprehensive incorn $ 25,74¢ $ 7,42 $ 7,65¢ $ 4,158 $ 1,12¢

Net Income (Loss) Per Shat

Basic income (loss) per share is computed by digidiet income (loss) available to common stockhslthy the sum of the weighted average
number of common shares outstanding during the@ggeniet of shares subject to repurchase. Net incaiable to common stockholders is
calculated using the two class method as net indessethe Preferred Stock dividend for the peréss ithe amount of net income (if any)
allocated to preferred based on weighted prefesteck outstanding during the period relative taltstock outstanding during the period.

Diluted income (loss) per share gives effect taldiltive potential common shares outstanding dytire period. The computation of diluted
income (loss) per share does not assume conveesiercise, or contingent exercise of securitieswralld have an anti-dilutive effect on
earnings. The dilutive effect of outstanding stopiions, warrants and restricted stock units ismaed using the treasury stock method.
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The following table sets forth the computation asie and diluted net income (loss) per common stuarehe years ended December 31, 2007,
2008 and 2009 and for the nine months ended Septedih 2009 and 2010 (in thousands, except pee stada):

Nine Months Ended

Years Ended December 31, September 30
2007 2008 2009 2009 2010
(unaudited) (unaudited)
Numerator:
Net income $ 2573¢ $ 7,432 $ 7,65¢ $ 4,15¢ $ 1,12¢
Less: Accrued dividend on Series
mandatorily redeemable
convertible preferred stock plus ¢
8% non cumulative dividend on
Series A and Series C mandator
redeemable convertible preferrec
stock 3,741 3,52¢ 3,562¢ 2,64: 2,64:
Less: Allocation of net income to
participating preferred shar 14,96t 2,29( 2,43: 887 —
Numerator for basic calculatic 7,027 1,621 1,70z 62€ (2,519
Undistributed earnings re-allocate
to common stockholde 1,443 21¢ 20E 76 —

Numerator for diluted calculatic $ 847/ $ 1,84 $ 1,90¢ $ 70z $ (1,519

Denominator:
Denominator for basic calculatio
weighted average number numb

of common shares outstandi 5,96 7,84 7,75¢ 7,81¢ 7,51
Dilutive effect of options usin
treasury stock methc 1,73(C 1,96¢ 1,73¢ 1,78 —

Early exercised options not includ
in denominator for basic
calculation 26¢ 39 — —

Denominator for diluted calculatic 7,96¢ 9,852 9,491 9,59¢ 7,517

Net income (loss) per shar
Basic net income (loss) per comm

share $ 11 $ 021 $ 02z $ 0.0¢ $ (0.20
Diluted net income (loss) per
common shar $ 106 $ 01¢ $ 0.2 $ 0.07 $ (0.20

Diluted income (loss) per share would give effecthe dilutive impact of common stock equivalentdécl consists of convertible preferred
stock and stock options and warrants (using treestngy stock method). Dilutive securities have bexariuded from the diluted loss per share
computations as such securities have an anti-ddgffect on net income (loss) per share.
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For the years ended December 31, 2007, 2008 arfi] 266 for the nine months ended September 30, 2002010, the following securities
were not included in the calculation of fully dit shares outstanding as the effect would have &m@lilutive (in thousands):

Nine Months Ended

Years Ended December 31, September 30,
2007 2008 2009 2009 2010
(unaudited) (unaudited)

Series B preferred stock warral 18 18 18 18 18
Outstanding unexercised options and

restricted stock unit 43¢ 722 2,081 1,97¢ 5,63¢
Mandatorily redeemable convertik

preferred stocl 15,20 13,14: 13,14 13,14 13,14
Total 15,65¢ 13,88: 15,24: 15,13« 18,79¢

Unaudited Pro forma Stockholders' Equity

If the offering contemplated by this prospectusdasummated, all of the convertible preferred stmatstanding will automatically convert ir
11.1 million shares of common stock, based on iaeges of convertible preferred stock outstandingf&eptember 30, 2010. In addition, the
warrant to purchase 18,214 shares of the Compeosigertible preferred stock outstanding at the detigm of the offering will automatically
convert into a warrant to purchase 16,541 sharéseo€ompany's common stock. Unaudited pro formeksiolders' equity, as adjusted for the
assumed conversion of the convertible preferrecksdmd the change in the classification of thegarefl stock warrants from a liability to
additional paid-in capital, is set forth on thedrale sheet. In addition, unaudited pro forma atlcerued liabilities reflecting the current
distribution liability for the planned dividend patyle to the Series B preferred stockholders i§ostt on the balance sheet.

Recently Adopted and Recently Issued Accounting Gdance

The following accounting guidance was either relyessued but not yet adopted or was adopted duhiagear ended December 31, 2009.
With the exception of those items discussed betbare have been no recent accounting pronouncermeantsgnges in accounting
pronouncements that are of significance to the Gomp

Effective July 1, 2009, the Company adopted chaiggesed by the FASB to the authoritative hierar@#yAP. These changes establish the
FASB Accounting Standards Codification ("Codificatf) as the source of authoritative accountinggipies recognized by the FASB to be
applied by nongovernmental entities in the prepamadf financial statements in conformity with GAARules and interpretive releases of the
Securities and Exchange Commission ("SEC") und#aaity of federal securities laws are also soufesuthoritative GAAP for SEC
registrants. The FASB will no longer issue new dtads in the form of Statements, FASB Staff Pos#jar Emerging Issues Task Force
Abstracts. Instead the FASB will issue Accountirtigrislards Updates ("ASUs"). ASUs will not be auttative in their own right as they will
only serve to update the Codification. As the Cigdifon was not intended to change or alter exgs&RMAP, it did not have any impact on the
Company's results of operations, financial positiocash flows.

Effective July 1, 2009, the Company adopted chaigged by the FASB that amend the other-tleamporary impairment guidance to impre
the presentation and disclosure of other-than-teargampairments on debt and equity securitieh@financial statements. The adoption of
this new guidance did not have a material effedh@nCompany's results of operations, financialtfpssor cash flows.
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Effective January 1, 2009, the Company adoptedgdmissued by the FASB that require entities tacale revenue in an arrangement using
estimated selling prices of the delivered goodssertices based on a selling price hierarchy. Theraiments eliminate the residual method of
revenue allocation and require revenue to be akdcasing the relative selling price method. Theadments are required to be applied on a
prospective basis for revenue arrangements eniteieedr materially modified in fiscal years begingion or after June 15, 2010, with early
adoption permitted. The adoption of this new guadid not have a material effect on the Compdimesicial position or cash flows, but did
have a material effect on the Company's resultgpefations. If the Company had not adopted thegddance on January 1, 2009, revenue
and net income would have been $2.1 million lowantreported.

Effective January 1, 2009, the Company adoptedgdmissued by the FASB that require an entity togaize the assets acquired, liabilities
assumed, contractual contingencies, and contingergideration at their fair value on the acquisitiate. It further requires that acquisition-
related costs be recognized separately from theisiign and expensed as incurred; that restruajuedsts be expensed in periods subsequent
to the acquisition date; and that changes in adomyfor deferred tax asset valuation allowancesaquired income tax uncertainties after the
measurement period be recognized as a componendasion for taxes. In addition, acquired in-preseesearch and development is
capitalized as an intangible asset and amortized it estimated useful life. With the adoptiortiié accounting standard update, any tax
related adjustments associated with acquisitioasdlosed prior to January 1, 2009 will be recorttedugh income tax expense, whereas the
previous accounting treatment would require anystdjent to be recognized through the purchase.prfee adoption of this new guidance did
not have a material effect on the Company's resfiltgerations, financial position or cash flows.

Subsequent Events

We have evaluated subsequent events through JuB016 which is the date the annual financial stetats were issued. For the issuance of
the financial statements for the nine months er@kgatember 30, 2010, the unaudited interim periedqmted herein, such evaluation was
performed through November 15, 2010.

3. Short-Term Investments

Marketable securities are classified as availabieséle. These securities are reported at fairevaiith any changes in market value reported as
a part of comprehensive income. Premiums (discpanésamortized (accreted) to interest income twetife of the investment. Marketable
securities are classified as short-term investmiétite remaining maturity, from the date of pursbas in excess of ninety days. Investments
with contractual maturities of more than one yeariacluded current in short-term investments siheeCompany intends to convert them into
cash as necessary to meet liquidity needs.

The Company determines the fair value amounts mgusvailable market information. As of Decembey 3008 and 2009 and as of
September 30, 2010, the average portfolio duratias less than one year and the contractual matfrayy single investment did not exceed
24 months.

All short-term investments as of September 30, 28id December 31, 2009 are considered level 2 timergs under the GAAP fair value
hierarchy because the fair value inputs are quptiees for similar assets and liabilities in actimarkets or inputs that are observable for the
asset or liability, either directly or indirectlgrough market corroboration, for substantially finéterm of the financial instrument.
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As of September 30, 2010 (unaudited), unrealizéasgand losses on available for sale securitiedeasummarized as follows:

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value

Cash and Available-for-Sale Securities
Obligations of U.S. government agenc $ 11,597 $ 5 % (1) $ 11,60:
Obligations of U.S. corporatiot 4,067 2 2 4,067
Obligations of No-U.S. corporation 30C — — 30C
Bank certificates of depos 2,50(C — — 2,50(
Money market fund 40,33t — — 40,33t
Cash 11,37¢ — — 11,37¢

$ 70,17 $ 79 (3) $ 70,17¢
Amounts included in cash and cash equival $ 51,71C $ — $ — $ 51,7U
Amounts included in shc-term investment 18,46« 7 3 18,46¢

$ 70,17 $ 79 3) $ 70,17¢

As of December 31, 2009, unrealized gains and sossevailable for sale securities can be sumnhazdollows:

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value

Cash and Available-for-Sale Securities
Obligations of U.S. government agenc $ 2,53t % — 3 1) $ 2,53
Obligations of U.S. corporatiot 89¢ — D 89¢
U.S. corporate commercial pag 98¢ — — 98¢
Money market fund 48,75¢ — — 48,75¢
Cash 12,14( — — 12,14(

$ 65,327 $ — $ (20 $ 65,31¢
Amounts included in cash and cash equival $ 60,89t $ — $ — $ 60,89
Amounts included in shc-term investment 4,42¢ — 2 4,42¢

$ 65,327 $ — $ (2) $ 65,31¢

As of December 31, 2008, the Company did not holdshort-term investments. As of December 31, 2082009, and September 30, 2010,
all of its cash and cash equivalents were in ther fof cash or money market funds, and the Compaxynio unrealized gains or losses on any
of these investments. All cash equivalents as afebwer 31, 2008 and 2009, and September 30, 264 6pasidered level 1 investments ur
the GAAP fair value hierarchy because fair valymuiis are unadjusted quoted prices in active mafleigentical assets or liabilities. Cash
equivalents were $53.1 million, $48.8 million, &4D.3 million (unaudited) as of December 31, 2008 2009, and September 30, 1010,
respectively.

F-25




Table of Contents
4. Balance Sheet Components

The following table shows the components of propartd equipment as of December 31, 2008 and 200d@&sw0f September 30, 2010 (in
thousands):

December 31 September 30
2008 2009 2010
(unaudited)

Building (see note € $ 17,88 $ 17,88: $ —
Computer equipment an

purchased softwal 5,26¢ 6,09¢ 7,381
Software developed for

internal use 4,87 6,62¢ 8,301

Furniture and fixture 6,31¢ 6,321 2,31¢

Leasehold improvemen 17¢ 17¢ 1,74¢

34,52 37,11 19,74:

Less: Accumulated
depreciation and
amortization (9,010 (11,879 (22,555

$ 2551 § 25237 $ 7,18¢

Depreciation and amortization expense for the yeaded December 31, 2007, 2008 and 2009 was $1i@m$2.6 million and $2.9 million,
respectively, and $2.2 million (unaudited) for bdtke nine month periods ended September 30, 2002@t0.

The following table shows the components of otluer@ed expenses as of December 31, 2008 and 2008sa0f September 30, 2010 (in
thousands):

December 31 September 30
2008 2009 2010
(unaudited)
Accrued employee
compensatiol $ 193¢ $ 1,69 $ 2,337
Accrued market research
honoraris 1,17¢ 1,12¢ 1,12¢
Accrued royalties payab 79¢ 1,067 867
Other accrued expens 2,42( 1,89¢ 2,96(

$ 632¢ $ 5781 $ 7,29¢

Prior to 2008, the Company neither charged norttethsales tax on any of its sales. The Compargrded expense of $0.8 million and
$0.2 million related to uncollected and unremitsedes tax including estimated penalties and intefe$0.2 million and $22,000 for the years
ended December 31, 2007 and 2008, respectivelyeXpense related to sales tax was recorded asfo@stenue and the expense related to
penalties and interest was recorded as other in¢erpense), net.

The liability for uncollected and unremitted saias, including penalties and interest, was $0.3ioniland $0 as of December 31, 2008 and
2009, respectively.

In late 2007, the Company hired a consulting fionasgsist it in determining the manner in whictpitsducts would be taxed in the various
states in which it has nexus. This same consufiirgsent anonymous letters on the Company's bébdlfose states in which the Company
had determined it had nexus as of that date indigalhe Company's desire to enter into Voluntargdisure Agreements ("VDAs"), with each
of these states. All of the responses the Compeegived from the states where it had taxable sadhsded certain reductions that the state
would agree to make to the amount owed such asnggpenalties or setting a later start date fodidgility. These adjustments
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were subject to certain contingencies, such as msion of a detailed schedule of taxes due angayiment of the amount owed.

The Company changed its prior estimate of thelligtas of December 31, 2007 of $2.6 million by eesing sales tax of $0.8 million and
interest and penalties of $0.5 million during tleayended December 31, 2008, to reflect the manmehich its products would be taxed in
each of the states in which it had nexus and #itestagreements to reduce the liabilities.

As of December 31, 2009, the Company had compliéd all VDAs and has begun collecting and remittgades tax in all states in which it
currently has nexus.

5. Acquisitions
Acquisition of Caretools, Inc

On June 23, 2009, the Company acquired certaingitiée assets of Caretools, Inc., a California oeafion, in exchange for $0.4 million in
cash. The acquisition was accounted for as a bssic@mbination under GAAP. In addition, the seflas the potential to earn additional
amounts ("contingent consideration") over the sgbeat 48 months. This contingent consideratioraisutated based on a royalty on revenue
generated from sales of product developed incotipgr&aretools' technology. The contingent congitien liability is carried at its fair value,
with changes in fair value recorded to operatingemse. The maximum contingent consideration isnitdd; however the Company estimated
the fair value of the contingent consideration BB@cember 31, 2009 based on its current estinfatevenue to be generated from sales of
product developed incorporating Caretools' techogtbrough June 2013. The results of Caretoolsaijmers have been included in the
financial statements since the acquisition date. Chmpany acquired Caretools to allow it to develo@w electronic health record ("EHR")
product. Pro forma earnings information has nonh@esented because the effect of the acquisifi@acetools is not material to the prior
period financial statements.

The total purchase price recorded was as followth@usands):

Cash $ 40C
Fair value of contingent considerati 1,30C
$ 1,70C

During the nine months ended September 30, 2020Ctmpany recorded an expense of $1.3 million. &pense was the result of an incr
in the fair value of the contingent payment duetianges in discount periods as well as new estitdteevenue to be generated using
Caretools technology. The Company has not yet raagleeontingent payments to the seller.

The acquisition was accounted for as a purchasedrsscombination. The Company allocated the pgepace to the identifiable intangible
assets acquired based on their estimated fair saliiee excess of the purchase price over the agigréajr values was recorded as goodwill.
Goodwill is attributable to synergies achieved tlgio combining the technology acquired with the Canys existing large user network for
drug and clinical reference product. Goodwill restEd in this acquisition has been allocated to tH& EEeporting unit. The goodwill is
deductible for tax purposes.
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The following table summarizes the allocation & furchase price and the estimated useful livéiseoidentifiable intangible assets acquired
as of the date of the acquisition (in thousands):

Estimated Estimated
Fair Value Useful Life
Technology $ 52C 3years
Customer relationshir 30 3years
Trademarks and trade nai 10 3years
Non-compete agreeme 20 3years
Goodwill 1,12C Indefinite
$ 1,70C

Amortization of the non-compete agreement begam @oguisition. Amortization of the remaining inténlgs, except goodwill, will begin
when the asset is ready for its intended use. Amadion of intangibles related to this acquisitivas $3,333 during the year ended
December 31, 2009 and $5,000 (unaudited) duringitiee months ended September 30, 2010.

Acquisition of MedCafe Inc

On February 1, 2010, the Company acquired centamgible assets of MedCafe Inc., a Delaware catjm, in exchange for $0.9 million in
cash. The acquisition was accounted for as a bssic@mbination under GAAP. In addition, the sdlias the potential to earn additional
amounts based on the operating results of the Med@aduct line over the subsequent 50 months.cbiéingent consideration liability will
be carried at its fair value, with changes in failue recorded to operating expense. The maximurtirgent consideration is unlimited;
however, the Company estimated the fair value efcttintingent consideration as of September 30, B8$6d on its current estimate of the
operating results of the MedCafe product line tigftoMarch 2014. The results of MedCafe's operatiae been included in the financial
statements since the acquisition date. The Comaeayired MedCafe to allow it to expand the inforimit provides its users. Pro forma
earnings information has not been presented bec¢hasfect of the acquisition of MedCafe is nottemi@l to the prior period financial
statements.

The total purchase price recorded was as followgh@usands):

Cash $ 50C
Accrued expense 35C
Fair value of contingent considerati 14,75(

$ 15,60

The company has not yet made any contingent payteihe seller. The accrued expense of $0.4 millias settled in cash during the nine
months ended September 30, 2010.

The acquisition was accounted for as a purchasedsscombination. The Company allocated the pgeepaice to the identifiable intangible
assets acquired based on their estimated fair valle excess of the purchase price over the agigrégjr values was recorded as goodwill.
Goodwill is attributable to synergies achieved tiglo combining the technology acquired with the Canys existing large user network for
drug and clinical reference product. Goodwill refm in this acquisition has been allocated to thsaription and interactive services repor
unit. The goodwill is deductible for tax purposes.
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During the nine months ended September 30, 20&0Ctmpany recorded a reduction to contingent cenaiibn expense of $0.4 million
related to revaluing the contingent consideratiahility for MedCafe to its fair value as of Septeen 30, 2010. The change in the fair value of
the contingent consideration was due to changdsaount periods as well as new estimates of revémbe generated using MedCafe
technology. The Company has not yet made any aeninpayments to the seller.

The following table summarizes the preliminary e#lion of the purchase price and the estimatedulibeés of the identifiable intangible
assets acquired as of the date of the acquisitia@usands):

Estimated Estimated
Fair Value useful life
Technology $ 5,76( 3years
Customer relationshiy 30 1 year
Trademarks and trade nal 40 2 years
Non-compete agreeme 15C 2 years
Goodwill 9,62C Indefinite
$ 15,60(

Amortization of the non-compete agreement begam @oguisition. Amortization of the remaining intéslgs began in July 2010.
Amortization of intangibles related to this acqtisi was $0.5 million during the nine months en@egtember 30, 2010.

Changes in the carrying value of goodwill for theags ended December 31, 2007, 2008, and 2009 atftefaine months ended September 30,

2010 were as follows (in thousands):

Caretools MedCafe Total
Balance at December 31, 2C $ — % — $ —
Additions — — —
Balance at December 31, 20 — — —
Additions 1,12C — 1,12C
Balance at December 31, 20 1,12C — 1,12C
Additions (unaudited — 9,62( 9,62(
Balance at September 30, 2010 (unaudi $ 1,12( $ 9,62 $ 10,74(

Intangible assets excluding goodwill consistedheffollowing (in thousands):

December 31, 2009

September 30, 2010 (unaudited)

Gross Net Gross Net
Carrying Accumulated Carrying Carrying Accumulated Carrying
Amount Amortization Amount Amount Amortization Amount
Technology $ 52C $ — $ 52C $ 6,28C $ 48C $ 5,80¢(
Customel
relationship 30 — 30 6C 7 53
Trademarks
and trade
name 10 — 10 50 5 45
Non-compete
agreemen 20 3 17 17C 59 111
$ 58C $ 3$ 577 % 6560 $ 551 $ 6,00¢
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Amortization of intangible assets was $0, $0, aB@%3 for the years ended December 31, 2007, 20@B2009, respectively, and $1,666
(unaudited) and $0.6 million (unaudited) for theenmonths ended September 30, 2009 and 2010, teshec

Amortization of acquired intangible assets is retfel in cost of revenue. Estimated amounts that&iamortized related to purchased
intangibles are as follows (in thousands) as ot&uaper 30, 2010:

Remainder of 201 $ b51c
2011 2,161
2012 2,12¢
2013 1,145
2014 62

$ 6,00¢

6. Financing Liability

In April 2007, the Company began a buddt of existing office space which would become @mnpany's San Mateo facility. From April 2C
through September 2007, the Company incurred $4l@min construction costs. Per the terms of ls@se with the sublandlord of the
property, the sublandlord would reimburse up t&$gillion of these construction costs.

When the Company signed the lease, the construetitre space it would lease was unfinished. Thers no HVAC, no plumbing or
electricity, no networking capability, and no imal walls or offices. As such, the space was npabke of being occupied by any lessee. The
Company concluded that under GAAP, it should besimred the owner of the construction project for teasons:

. Under the lease agreement, the Company was reppotsipay for any cost overruns to make the bngdeady for occupancy. Per
GAAP, if a lessee's guarantee exceeds 90% of thkepmject costs it should be considered the owihidine project. A lessee's unlimit
obligation to cover costs over a certain amountldogsult in its maximum guarantee to be in excé€0% of the total project costs.
Under GAAP, the probability of the lessee havingntake such payments should not be considered farpgng the maximum
guarantee test.

. Per GAAP, regardless of the 90% test discussedealzolessee should be considered the owner ofsdraction project if the lessee is
responsible for paying directly any cost of thejgcoother than normal tenant improvements. Noterahnt improvements exclude
costs of structural elements of the project andeaqyipment that would be a necessary improvemeratrfp lessee. Under the lease
agreement, the Company was responsible for diggnpnt to the contractor for completing the corgitom of the leased space.

Therefore, the Company capitalized the fair valiithe unfinished portion of the building that itaupies of $17.6 million with a corresponding
credit to financing liability pursuant to the fireing method under GAAP. The fair value was deteedias of May 2007 using an average of
the sales comparison and income approaches. Iti@addhe Company has capitalized $4.0 million dmstruction costs to complete the space.
Each major construction element has been capitbéine is being depreciated over its useful lifee ’imbursement from the sublandlord of
$2.7 million has also been recorded as a finanihgity as of December 31, 2007. The total amawtorded as a financing liability was
$20.3 million.

Subsequent to the completion of construction, tom@any did not qualify for sale-leaseback accogntinder GAAP because of a provisions
in the lease which constituted continuing involveme
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There was a requirement to issue the sublandltetiea of credit in lieu of a cash security deposhe Company's bank required it to mainte
restricted deposit at least equal to the amouttiefetter of credit. Under GAAP providing collakon behalf of the buyer-lessor, including a
collateralized letter of credit, constitutes contirg involvement, if earlier. Further, a finandiastitution's right of offset against any amount
deposit against a letter of credit constitutesatetial. Therefore, the Company expects the builthrrgmain on its books until the earlier of the
end of the lease or until the Company no longerdoasinuing involvement. Interest expense on tharfting obligation is recorded over the
term of the obligation.

Because the Company is considered the owner dfuéing for accounting purposes, the building ésny depreciated on a straight-line basis
over its useful life which the Company determined¢ 40 years. The Company determined that cantgirovements including plumbing,
electrical, wiring, concrete, structural steel peartry, ceiling, fire sprinklers and heating andcainditioning have a weighted average life of
29 years.

Future minimum lease payments under this leasé Reaember 31, 2009 are as follows (in thousands):

2010 $ 2,29¢
2011 78¢
Total future minimum paymen $ 3,08t

In April 2010, the Company modified the terms o thuilding lease. Under the terms of the modifestkk, the letter of credit was replaced
with a cash security deposit. This provision alldwiee Company to qualify for sale-leaseback acéongrend to begin accounting for the lease
as an operating lease. In connection with the leglseback of the building the Company wrote offréraaining asset value of the building,
related accumulated depreciation and the finanii@mgity. As a result of these accounting trangats, we recorded a gain on s#daseback ¢
$1.7 million.

7. Income Taxes

The Company's effective tax expense differs fromekpense computed using statutory tax rates éoyears ended December 31, 2007, 2008
and 2009 as follows (in thousands):

Years Ended December 31,

2007 2008 2009
Tax computed at the federal statutory | $ 161¢ $ 4,88 $ 5,05¢
State tax, federally effecte 39¢ 94C 1,20¢
Stock compensatic 784 82¢ 71€
Tax credits (310 (524) (387)
Permanent differences and otl 161 (72) 18€
Net operating loss and credit limitati 1,80(C 457 —
Valuation allowanct (25,579 — —
Income tax provision (benefi $ (21,12¢ $ 6,51C $ 6,78¢

F-31




Table of Contents

The provision (benefit) for income taxes for thegeended December 31, 2007, 2008 and 2009, &méass (in thousands):

Current tax expens
Federal
State

Deferred tax expense/(benef
Federal
State

Income tax provision (benefi

Years Ended December 31,

2007 2008 2009

$

37t $ 26C $ 254
131 704 69¢

$

50€ $ 964 $ 94¢

(17,015 4,866  4,69(
(4,617) 67  1,14¢

(21,637  5,54¢ 5,83¢

$ (21,12 $ 6,51C $ 6,78¢

Significant components of the Company's deferrgdassets and liabilities from federal and statemne taxes as of December 31, 2008 and

2009 are as follows (in thousands):

Deferred tax asset
Net operating losse
Tax credits
Intangible assel
Deferred revenu
Stock compensatic
Capital least
Accrued expense
State taxe

Total deferred tax asse
Valuation allowanct

Fixed asset
Net deferred tax asse

December 31,

2008 2009
$ 3411 $ 597
2,58¢ 1,17¢
43¢ 19¢
8,75¢ 7,20¢
95¢ 1,41F
11¢ 26€
1,80¢ 1,52¢
234 14¢
18,30 12,53
18,30 12,53
(2,220 (2,290
$ 16,088 $ 10,24

A valuation allowance of $25.6 million at DecemBar 2006 had been recorded to offset net defeareddsets as the Company was unable to
conclude at such date that it is more likely thahthat such deferred tax assets would be realixedf December 31, 2007, the Company
believed it was more likely than not that it wik lable to realize its deferred tax assets thronghated future taxable income. Therefore, the
Company recorded a $21.1 million tax benefit résglprimarily from the release of the deferred éaset valuation allowance. Although
realization is not assured, the Company has coadltitht it was more likely than not that the defdrrax assets at December 31, 2007 for
which a valuation allowance was determined to beeaassary will be realized in the ordinary courfsep@rations based on the available
positive and negative evidence, primarily the Conymprojected earnings. The amount of the netrdefdax assets considered realizable,
however, could be reduced in the near term if ddtiare earnings are lower than estimated, dnéfé are differences in the timing or amount
of future reversals of existing taxable or deduettemporary differences.
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At December 31, 2009, the Company had federal taid tax net operating loss carryforwards of $0ilfan and $12.4 million, respectively.
The federal and state net operating losses wilinbegexpire in 2019 and 2013, respectively. At 8raber 31, 2009, the Company had federal
and state research tax credit carryforwards of #filllon and $1.0 million, respectively. The federasearch credit carryforward begins to
expire in 2026. The state research credit carrydods do not expire. At December 31, 2009, the Campad federal alternative minimum tax
("AMT") credit carryforwards of $0.7 million. Theefleral AMT credit carryforwards do not expire.

The future utilization of the Company's net opergiioss and research and development credit cawgfds to offset future taxable income
may be subject to an annual limitation as a resfuttvnership changes. The Company has had two gehahownership" events that limit the
utilization of net operating loss and credit caory¥ards. The "change of ownership" events occumre®eptember 1999 and August 2000. As a
result, utilization of net operating loss and teedits prior to the "change of ownership" event e significantly limited. The limitation will
result in the expiration of unused federal andestat net operating loss and federal tax credityf@wards of $4.3 million, $4.2 million and
$0.1 million, respectively.

At December 31, 2009, the Company's unrecognizebeaefit totaled $0.7 million, of which $0.5 mdh, if recognized, would affect the
Company's effective tax rate. The Company will griee interest and penalties related to unrecodrtere benefits as a component of income
tax expense.

The rollforward of gross unrecognized tax benééitas follows (in thousands):

Balance as of January 1, 2C $ 1,64i
Additions based on tax positions related to theegur

year —
Additions for tax positions of prior yea —
Reductions for tax positions of prior ye: —

Settlement: —
Balance as of December 31, 2( $ 1,64%
Additions based on tax positions related to theesur

year 12t
Additions for tax positions of prior yea 8
Reductions for tax positions of prior ye: (1,247
Settlement: —
Balance as of December 31, 2( $ 53z
Additions based on tax positions related to theegur

year 10¢
Additions for tax positions of prior yea 32
Reductions for tax positions of prior ye: —
Settlement: —
Balance as of December 31, 2( $ 66€

As of December 31, 2009, the amount of interestprthlties associated with the unrecognized tarfiisrwere insignificant. The Company
does not expect any significant increases or deeeet its unrecognized tax benefit within the rigxmonths.
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8. Commitments and Contingencies
Operating Lease

Rent expense for the years ended December 31, 2008,and 2009 was $0.7 million, $0.5 million arf@dSBmillion, respectively, and
$0.3 million (unaudited) and $1.3 million (unauditdor the nine months ended September 30, 2002ah@, respectively.

The Company leases office space in New Jersey wnden-cancelable operating lease which expirdamuary 2012. Future minimum lease
payments under this lease as of December 31, 2@08sdollows (in thousands):

Operating
Years Ending December 31 Leases
2010 $ 322
2011 327
2012 33z
$ 982

In April 2010, the Company modified the terms d# thase for its San Mateo facility (see Note 6)aAssult of this modification, the lease on
our San Mateo facility is now accounted for as a-nancelable operating lease which expires in Déeer2014. On September 30, 2010, the
Company entered into a non-cancelable operatirggléa a new New Jersey facility which expires iarvh 2014. Future minimum lease
payments under all operating leases as of SepteBh&010 are as follows (in thousands):

Operating
Leases
Remainder of 201 $ 1,06¢
2011 2,56¢
2012 2,75k
2013 2,42¢
2014 1,79¢
$ 10,61:

Minimum Royalty and Content License Fee Commitme

The Company's royalty and license fee expensesstaidees that the Company pays to branded cooigners for the use of their intellectt
property. Royalty and license fee expenses arernsegkas incurred.

The Company's contracts with some licensors inctaglgmum guaranteed royalty payments, which areapblyregardless of the ultimate sales
of subscriptions. Because significant performarmeeains with the content owner, including the olilmaon the part of the content owner to
keep its content accurate and up to date, the Coymeords royalty payments as a liability wherummed, rather than upon execution of the
agreement.

Typically, the terms of the Company's royalty agneats call for the Company to pay the content oveitbier a percentage of sales of
subscription products that use such content obased upon the number of users to subscriptioruptedhat use such content. However,
certain royalty agreements require payment to cartteners only after funds are received from thenfany's customers.
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Payments are due within 30-45 days of the desigmatgalty period, which is typically either threesix months. Royalty agreements require
the Company to report subscription sales data andedl as data regarding the number of users fos@iption products that use such data.
Royalty agreements may initially be signed for riyelar terms, typically two to four years, but reverautomatically renewable one-year
agreements after the initial contract term expires.

Actual royalty expense under such royalty agreemesais $2.6 million, $2.7 million and $3.2 millicarfthe years ended December 31, 2007,
2008 and 2009, respectively, and $2.4 million (whtmd) and $2.3 million (unaudited) for the ninentits ended September 30, 2009 and Z
respectively.

Future minimum payments under various royalty acehlse fee agreements with vendors as of Decenh@089 are as follows (in
thousands):

Royalty and
Content License
Years Ending December 31, Fee Commitments
2010 $ 1,64¢
2011 38C
2012 154
2013 19
2014 13
$ 2,21¢

Other Commitments

The Company has contracted with a consulting fomrovide product development and content developmerk. The Company is committ
to pay $50,000 per month from February 2010 thrabgbember 2013 under this arrangement.

Subscription Cancellation Resen

If a paid user is unsatisfied for any reason dutiregfirst 30 days of the subscription and wislwesancel the subscription, the Company will
provide a full refund. Refunds made by the Compamger this obligation have not been material duahgeriods presented and have been
within management's expectations. The Company aiamt reserve for estimated future returns basddstorical data. The provision for
estimated future returns is included in accruebilliges.

Legal Matters

From time to time, the Company may be involvedaiwsuits, claims, investigations and proceedingssisting of intellectual property,
commercial, employment and other matters, whickeain the ordinary course of business. In accorlarnth GAAP, the Company records a
liability when it is both probable that a liabilihas been incurred and the amount of the loss eaedsonably estimated. These provisions are
reviewed at least quarterly and adjusted to refleetimpact of negotiations, settlements, rulirtyiee of legal counsel and other information
and events pertaining to a particular case. Litbgeis inherently unpredictable. If any unfavorahléng were to occur in any specific period,
there exists the possibility of a material advensgact on the results of operations of that pedodn the Company's cash flows.
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Indemnification

The Company enters into standard indemnificatiae@gents in the ordinary course of business. Potsadhe agreements, each party may
indemnify, defend and hold the other party harmieiéis respect to such claim, suit or proceedingugid against it by a third party alleging
that the indemnifying party's intellectual propeirifringes upon the intellectual property of thadiparty, or results from a breach of the
indemnifying party's representations and warrardgresovenants, or that results from any acts ofigegce or willful misconduct. The term of
these indemnification agreements is generally gagbany time after execution of the agreement. filagimum potential amount of future
payments the Company could be required to makeruthdse indemnification agreements is unlimitedstétically, the Company has not been
obligated to make significant payments for thed@abons and no liabilities have been recordedtii@se obligations on the balance sheet
December 31, 2008 or 2009 or as of September 3@ @haudited).

The Company also indemnifies its officers and divescfor certain events or occurrences, subjecettain limits, while the officer is or was
serving at the Company's request in such capaldiy.maximum amount of potential future indemnificatis unlimited; however, the
Company has a Director and Officer Insurance Pdhey limits its exposure and enables the Compamgdover a portion of any future
amounts paid. Historically, the Company has nonhb##igated to make any payments for these obtigatand no liabilities have been
recorded for these obligations on the balance steeef December 31, 2008 or 2009 or as of SepteBhe2010 (unaudited).

Other Contingencies

The Company is subject to claims and assessmemistime to time in the ordinary course of busind$se Company's management does not
believe that any such matters, individually ortie taiggregate, will have a material adverse effethe Company's financial position, results of
operations or cash flows.

9. Mandatorily Redeemable Convertible Preferred Stok

As of December 31, 2009, the holders of mandatoeiieemable convertible preferred stock ("Seri€xddck," "Series B Stock" and "Series C
Stock™) have various rights and preferences asval(in thousands):

Proceeds

Net of
Series Shares Liquidation Issuance

Shares Authorized Outstanding Preference Costs
A 5,05(C 4,19t $ 4,198 $ 4,15(
B 6,25( 6,21 61,99( 35,45t
C 4,004 2,73(C 4,34¢ 4,30z
15,30¢ 13,14: $ 70,53: $ 43,90°

Voting

Each share of Series A Stock, Series B Stock andsS€ Stock has voting rights equal to an equivalhole number of shares of common
stock into which it is convertible and votes togegths one class with the common stock.

Series A Stock and Series C Stock, voting togedkex single class, have certain protective pravisgm long as at least 1,515,000 shares of
Series A Stock and 1,130,000 shares of Series €k $¢mnain
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outstanding (collectively, the "Series A and C Hiv@d Amount"). Series B Stock has separate piiggeptrovisions, so long as at least
1,839,000 shares of Series B remain outstandirg"@eries B Threshold Amount”). The Series A St&#dsjes B Stock and Series C Stock
(collectively, the "Series Preferred") have cerfaiatective provisions so long as the Series A@richreshold Amount and the Series B
Threshold Amount remain outstanding.

If the Series A and C Threshold Amount and thee3eB Threshold Amount remain outstanding, the Commpaust obtain approval from a
majority of the holders of Series A Stock and Se@eStock, voting together as a single class, laadholders of Series B Stock, voting as a
separate class, in order to amend or alter thestefrthe Company's Certificate of Incorporatiorireey relate to mandatorily redeemable
convertible preferred stock, change the authonmedber of shares of mandatorily redeemable corblenireferred stock, repurchase any
shares of common stock other than shares subjéog taght of repurchase by the Company, authaidészidend for any class or series of st
other than mandatorily redeemable convertible prefestock, or create a new class of stock.

If the above numbers of shares of Series A StoekieS B Stock and Series C Stock remain outstantliegCompany must obtain approval
from a majority of the holders of Series Preferngating together as a single class, in order tagkeahe authorized number of directors of the
Company, effect a voluntary dissolution or liquidatof the Company, or effect a merger, consolaabr sale of assets where the existing
stockholders retain less than 50% of the votinglstd the surviving entity.

Dividends

Holders of Series A Stock are entitled to receigr-oumulative dividends at the per annum rate ofd8%e original issue price of $1.00 on
each outstanding share of Series A Stock, wherifaletlared by the board of directors. The hold#rSeries A Stock will also be entitled to
participate in dividends on common stock when,rasifdeclared by the board of directors, basethemumber of shares of common stock
held on an as-if converted basis. From the incaptidthe Company through December 31, 2009, thepg2oryls board of directors has not
declared any dividends on its preferred or comntooks

Holders of Series B Stock are entitled to receiveddnds, in preference to the holders of Seriedtéck, Series C Stock and common stock, at
the simple rate of 8% of the original issue pri€&®.71 on each outstanding share of Series B Stk dividends are cumulative and shall be
payable, in cash or stock, as determined by thedbafedirectors, only upon any consolidation or gegrof the Company in which in excess of
50% of the Company's voting power is transferrbd;dale, lease or other disposition of all or sariglly all of the assets of the Company;
upon the automatic conversion in connection withegian initial public offering or the requisitetemf the outstanding preferred stock; or u
the first redemption date. The Company accruedldivils related to Series B Stock of $2.8 milliondach of the years ended December 31,
2008 and 2009 and $2.1 million (unaudited) forriree months ended September 30, 2010. As of Deaedih@008 and 2009 and

September 30, 2010, the aggregate amount accrusddb dividends was $23.6 million, $26.5 milliamde$28.6 million (unaudited),
respectively. The holders of Series B Stock waloabe entitled to participate in dividends on comrstock when, as and if declared by the
board of directors, based on the number of shdresromon stock held on an as-if converted basis.

Holders of Series C Stock are entitled to receive-cumulative dividends at the per annum rate ofd8%e original issue price of $1.5926 on
each outstanding share of Series C Stock, wheamé@# declared by the board of directors. The arddf Series C Stock will also be entitled
to participate in dividends on common stock whenard if declared by the board of directors, basethe number of shares of common stock
held on an as-if converted basis. From the incaptfiche Company through
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December 31, 2009, the Company's board of direti@msaot declared any dividends on its preferrezbormon stock.
Liguidation

In the event of any liquidation, dissolution or @ing up of the Company whether voluntary or invééuy, before any distribution or payment
shall be made to the holders of any Series A Stoginior stock, the holders of Series C Stock 8rdes B Stock shall be entitled to be paid
out of the assets of the Company legally avail&aistribution an amount per share of Series @IStnd Series B Stock equal to the
respective original issue price of the applicalelées plus all declared and unpaid dividends orSemges C Stock and all accrued and unpaid
dividends on the Series B Stock for each sharedéS C Stock and Series B Stock held by thenupldn any such liquidation, distribution or
winding up, the assets of the Company legally atéeél for distribution shall be insufficient to magayment in full to all holders of Series C
Stock and Series B Stock then such assets shdistsbuted among the holders of Series C StockSeries B Stock at the time outstanding,
ratably in proportion to the full amounts to whittey would otherwise be respectively entitled.

After the payment of the full liquidation preferenef the Series C Stock and Series B Stock, befoyalistribution or payment shall be made

to the holders of any junior stock, the holder§efies A Stock shall be entitled to be paid ouhefassets of the Company legally available for
distribution an amount per share of Series A Stapkal to the original issue price of the Seriestécks plus all declared and unpaid dividends
on the Series A Stock for each share of Serieso8kSteld by them. If, upon any such liquidatiorstdbution or winding up, the assets of the
Company legally available for distribution shallibsufficient to make payment in full to all holdesf Series A Stock, then such assets shall be
distributed among the holders of Series A Stodkeatime outstanding, ratably in proportion to thik amounts to which they would otherwise
be respectively entitled.

After the payment of the full liquidation preferexscof the Series Preferred, the remaining assetedompany legally available for
distribution, if any, shall be distributed ratalbdythe holders of the common stock and Series Broas-if-converted to common stock basis
until such time as the holders of Series B Stoalehraceived an aggregate amount per share of Sf#sck equal to three times the original
issue price of the Series B Stock plus all accaratiunpaid dividends on the Series B Stock; ane#iter the remaining assets of the
Company legally available for distribution, if arghall be distributed ratably to the holders of¢benmon stock.

Conversion

Each share of Series Preferred is convertibldyeabption of the holder, according to a conversaio, subject to adjustment for dilution. Each
share of Series Preferred automatically convettstire number of shares of common stock into whioth shares are convertible at the then-
effective conversion ratio upon: (1) the closingagiublic offering of common stock at a per shareepof at least $7.63 per share with gross
proceeds to the Company of at least $30.0 millbwr(2) with respect to Series A Stock and Seri€dd@ek, the consent of the holders of the
majority of Series A Stock and Series C Stock,ngtogether and, with respect to the Series B Stibekconsent of the holders of a majorit
Series B Stock. As of December 31, 2008 and 200%aptember 30, 2010, the conversion ratio foreSekiand Series C was 1-t0-0.786 and
the conversion ratio for Series B was 1-t0-0.908.

As of both December 31, 2008 and 2009 and Septe@th&010 the Company had 11.1 million shares ofroon stock available for the
conversion of mandatorily redeemable convertiblfeared stock.
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Redemptior

Pursuant to the Company's Amended and Restateifi€2eet of Incorporation the holders of at leashajority of the then outstanding shares of
Series Preferred voting together as a separats, tlad the right to require the Company to redé¢enseries Preferred in three annual
installments beginning at the fourth anniversarheforiginal issue date of the Series B and endinthe date two years from such first
redemption date. The mandatory redemption featiall 8eries Preferred expired on August 9, 20@8ydver, the Company has continued to
accrue dividends on the Series B Stock even dfeeexpiration of the redemption feature becaus&dfaders of Series Preferred own a
sufficient number of shares of the Company's chgitack to approve, on behalf of the Company'sidtoltlers, a sale of the Company apprc
by the Board.

If the Company were to have affected the mandateagmption, it would have done so by paying cagtxohange for the shares of Series
Preferred to be redeemed a sum equal to the origiwge price per share of Series Preferred (asstat] for any stock dividends, combinations,
splits, recapitalizations and the like with respecsuch shares), plus unpaid cumulative dividemitts respect to such shares.

Preferred Stock Warrant:

In May 2000, the Company issued a warrant to pweli®,214 shares of Series B Stock at $5.71 pee.shais warrant was issued in
connection with a bridge loan agreement. This wareapires on the later date of June 2, 2010, wersgears from closing of the Company's
initial public offering. Given the lack of an actiypublic market for the Company's outstanding comand preferred stock, the Company's
Board of Directors established an estimate ofvfalue for these securities as well as for optiord\@arrants to purchase these securities.

Outstanding warrants to purchase the Company'esSBriStock are classified as liabilities which mastdjusted to fair value at each repor
period until the earlier of their exercise or eagion or the completion of a liquidation event,luting the completion of an initial public
offering, at which time the preferred stock warraibility will automatically convert into a warr&to purchase shares of common stock and
will be reclassified to stockholders' equity (déjicThe Company recorded a reduction to generdlaatministrative expense of $22,842, $9
and $15,549 for the year ended December 31, 2@WAB &nd 2009, respectively, to reflect the changbe fair value of these outstanding
warrants. The Company recorded a reduction to géaed administrative expense of $11,579 (unaugédaed $11,123 (unaudited) for the nine
months ended September 30, 2009 and 2010, resglgctiv reflect the change in the fair value ofsheutstanding warrants.

10. Common Stock

As of December 31, 2008 and 2009 and Septemb&(3®, the Company was authorized to issue 30.1lomiihares, respectively, of $0.001
par value common stock. Reserved shares of cominok were as follows (in thousands):

December 31, September 30,
2008 2009 2010
(unaudited)
Warrants 17 17 17
Options 5,47¢ 6,29¢ 6,917
Restricted stock unit — 50 50
Mandatorily redeemable convertible preferred st 11,08¢ 11,08¢ 11,08¢
Total 16,587 17,45« 18,07:

F-39




Table of Contents
Repurchase and Issuance of Common Stc

On December 20, 2007, the Company completed aitexfige for the purchase of 3.1 million sharestsfaommon stock for an aggregate
purchase price of $41.7 million and immediatelyréladter issued 3.0 million shares of common stock single accredited investor for an
aggregate sale price of $40.0 million.

The tender offer was made to existing holders ofimon stock that were not current employees of ti@@any and to holders of Series A
Stock and Series C Stock who were required to avisweh preferred shares into common shares irr ¢odgarticipate in the offer. The holdt
of 0.8 million shares of Series A Stock and 1.3iorilshares of Series C Stock converted their shiate common stock in order to participate
in the tender offer.

0.2 million shares were repurchased pursuant ttetihder offer that were not subsequently issugdemew investor, were retired. In
connection with the retirement of these share$ #illlion, representing the difference betweenréurchase price and the average original
issuance price of the retired shares was recomladdumulated deficit.

The holder of this common stock has the righttsabption, to exchange such Common Shares intestodithe Company's Series D Preferred
Stock (the "Series D Stock") on a 1-t0-0.786 basis.

The Series D Stock would have the same par valdehensame rights as the Series C Stock with thafimg exceptions:

. The original issue price of the Series D Stock wiche equal to the price per share at which the comshares were purchased.

. In the event of any liquidation, dissolution, omding up of the Company, whether voluntary or invaary, holders of the Series D
Stock would be entitled to receive an amount pareskequal to the greater of: (i) the price perstamwhich the common shares were
purchased plus all declared and unpaid dividensladgusted for any stock dividends, combinatiopbtss recapitalizations and the like
with respect to such shares) on a pari passu Witkithe holders of the Series C Stock and (ii)dheunt that would be payable to the
holder of that number of shares of the Companytsi@on Stock into which each such share of SeriesobkSvould then be
convertible if such share of Series D Stock wemveoted into such Common Stock immediately priosuoh liquidation, dissolution,
or winding up of the Company.

. The Series D Preferred conversion price would beotiginal issue price of the Series D Stock predithat if any event occurs prior
the deadline date for an initial public offeringtbé Company discussed above that would resut immdfustment to the Series D Stock
conversion price if the Series D Stock were thetstanding, then the conversion price for the Sddi&tock will be adjusted
accordingly.

. Each share of Series D Stock would automaticallgdiererted into shares of common stock at any tipan the affirmative election of
the holders of at least a majority of the outstagdihares of the Series D Stock.

Repurchase of Common Stor

On June 1, 2009, the Company repurchased 0.5 mahares from existing employees for an aggredgag i@illion pursuant to a tender offer.
The shares repurchased were subsequently retired. |
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connection with the retirement of these shared, 88llion, representing the difference betweenrgprchase price and the average original
issuance price of the retired shares was recomladdumulated deficit.

During the fourth quarter of 2009, certain indivéds) including current employees, former employeaes, former directors, entered into binc
agreements to sell common stock held by them toobrarious accredited investors. In certain insta) the Company elected to exercise its
right of first refusal by purchasing the sharesifriese individuals at contracted prices rangioghf68.27 to $9.54 per share. The Company
exercised its right of first refusal to repurch@s2 million shares for an aggregate purchase fi&.1 million. The shares repurchased were
subsequently retired. In connection with the retieat of these shares, $1.8 million, representiegiifference between the repurchase price
and the average original issuance price of theagt8hares was recorded to accumulated deficit.

During the nine months ended September 30, 201&uglited), certain individuals, including current@ayees, former employees, and former
directors, entered into binding agreements tocsgtimon stock held by them to one of various acteddnvestors. During the nine months
ended September 30, 2010, the Company exercisgdhtf first refusal for an additional 0.2 mdh shares at contracted prices ranging from
$6.42 to $9.89 for an aggregate purchase pric@ df §illion. The shares repurchased were subselguetited. In connection with the
retirement of these shares, $1.9 million, représgrihe difference between the repurchase pricettamdverage original issuance price of the
retired shares was recorded to accumulated deficit.

11. Equity Award Plans

In August 1999, the Company's Board of Directorspaeld and the stockholders approved, the 1999 Sdption Plan ("1999 Plan™). In May
2009, the Board of Directors adopted and the stoldns approved, an amendment and restatemeng P99 Plan, the 2008 Equity Incentive
Plan ("2008 Plan" and collectively, the "Plans")l. dutstanding stock awards granted under the F388 remain subject to the terms of the
1999 Plan.

The Plans provide for the grant of incentive stopkions under the federal tax laws and nonstatugtwgk options. Only employees may
receive incentive stock options, but nonstatutéogls options may be granted to employees, nonerepldyrectors and consultants. The
exercise price of incentive stock options may retdss than 100% of the fair market value of then@any's common stock on the date of
grant. The exercise price of nonstatutory stockoogtmay not be less than 85% of the fair markkteraf the Company's common stock on
date of grant. Shares subject to options undePliies generally vest in a series of installments en optionee's period of service, generally
four years. The 2008 Plan provides for the gramesfricted stock units ("RSUs") to employees.

The term of options granted under the Plans magxoged ten years. Unless the terms of an opt®stk option agreement provide
otherwise, if an optionee's service relationshifhwlie Company, or any of its affiliates, ceasesafty reason other than disability or death, the
optionee may exercise the vested portion of anipogtfor three months after the date of such teation. If an optionee's service relationship
with the Company, or any of its affiliates, ceadas to disability or death (or an optionee diesinitr certain period following cessation of
service), the optionee or a beneficiary may exeraisy vested options for a period of 12 month&iénevent of disability and 18 months in the
event of death. In no event, however, may an ogimexercised beyond the expiration of its term.

As of December 31, 2009, the Company had reservethlllion shares of common stock for issuance utige Plans.
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Certain employees have received stock option gfantshich the ultimate number of shares that Wélsubject to vesting is dependent upon
the achievement of certain financial targets ferykar, and such determination is not made uritbmpany's audited financial statements are
issued, that is, the "vesting determination dafbg grant is initially recorded for that numbersbfares that is most likely to be subject to
vesting based on available financial forecastsf éiseodate of grant. This amount is adjusted onaxtgrly basis as new financial forecasts
become available. Stock-based compensation exjpenseorded over the requisite service period, gglyefour years. Such options generally
vest ratably for 36 months from the vesting deteation date.

A summary of activity under the Plans is as folldimsthousands, except weighted average exercise)pr

Options Outstanding
Weighted Weighted

Average Average Aggregate
Number of Exercise Contractual Intrinsic
Options Price Term (Years) Value
Balances, January 1, 20 2,781 $ 2.4
Granted 1,237 6.4¢
Forfeited, cancelled, or expirt (99) 4.0€
Exercisec (297) 1.3t
Balances, December 31, 20 3,63¢ 3.8t 7.8C $ 34,10¢
Granted 952 13.2¢
Forfeited, cancelled, or expirt (267) 7.0z
Exercisec (110 0.9¢
Balances, December 31, 20 4,21( 5.8t 6.9¢ $ 31,21
Granted 2,31¢ 11.2¢
Forfeited, cancelled, or expirt (318 10.8¢
Exercisec (293 3.21
Balances, December 31, 20 5,91¢ 7.8¢ 7.2¢€ $ 18,79
Options vested and expected to ve:

December 31, 200 5,71¢ 7.717 7.1¢ $ 18,76
Options exercisable at December 31, 2 3,017 4.97 53¢ $ 17,20t
Granted (unaudited)(: 54¢ 12.7¢
Cancelled (unauditec (560) 10.61
Exercised (unauditec (361) 3.12
Balances, September 30, 2010 (unaudi 5,54¢ § 8.4C 6.57 $ 27,47(
Options vested and expected to ve:

September 30, 2010 (unaudit 539C $ 8.31 6.5C $ 27,24¢
Options exercisable at September 30, 2

(unaudited’ 3,466 $ 6.4t 527 $ 23,97¢
1) Options outstanding as of September 30, 2010 ieciiock option grants for which the number of sharanted is dependent upon the achievement aficert

performance objectives. The achievement of thefectbes will not be known until Q1 2011. The Compdas used its best estimate of the most probable
outcome of these performance objectives to caleuls number of shares that ultimately will be ¢ger

The intrinsic value of options exercised during years ended December 31, 2007, 2008 and 2009 2vasrfillion, $1.5 million and
$3.5 million, respectively, and $2.0 million (undgted) and $3.8 million (unaudited) for the nine rttenended September 30, 2009 and 2010,
respectively.
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The fair value of option and RSU grants that becaested during the years ended December 31, 2008, &nd 2009 was $1.4 million,
$3.6 million and $3.9 million, respectively, and $2nillion (unaudited) and $4.6 million (unauditddy the nine months ended September 30,
2009 and 2010, respectively.

The weighted average grant date fair value of ogtigranted for the years ended December 31, 2008, &nd 2009 was $6.08, $5.43 and
$5.11, respectively, and $5.36 (unaudited) andGbEuBaudited) for the nine months ended Septembe2@9 and 2010, respectively.

The following table summarizes information abowicktoptions outstanding as of December 31, 200¢hinsands, except weighted average
exercise price):

Options Outstanding Options Vested

Weighted

Average Weighted Weighted

Remaining Average Average
Exercise Number Contractual Exercise Number Exercise
Price Qutstanding Life (Years) Price Exercisable Price
$0.1:-$1.27 1,081 39¢ $ 0.64 1,081 $ 0.64
$2.1(-$5.50 1,42¢ 6.0z $ 4.9¢€ 1,132 $ 4.8¢
$5.8(-$10.17 1,242 897 $ 931 28¢ $ 7.1¢
$12.11 1,21( 9.3t § 12.11 58 $ 12.11
$13.17 12€ 6.9¢ $ 13.17 81 $ 13.17
$13.26 831 8.1C $ 13.2¢ 37¢ $ 13.2¢
$0.1:-$13.26 5,91¢ 72¢ $ 7.8 3,017 $ 4.97

Restricted Stock Unit

The Company grants RSUs to its employees unde2@B8 Plan. The value of RSUs granted is determiisény the fair value of our common
stock on the date of grant. RSUs typically veshionthly installments over a period of three to fgears, but are released only after all RSUs
have been vested on a date of the employee's clgp@ddmpensation expense is recorded ratably traiglst-line basis over the requisite
service period. The following table summarizeR8lU activity for
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the year ended December 31, 2009 and the nine snended September 30, 2010 (in thousands excephigdiaverage grant date fair value):

Weighted
Average
Number of Remaining
RSUs Contractual Aggregate
Qutstanding Life (in years) Intrinsic Value
Balances at December 31, 2( —
Granted 10C
Forfeited or cancele (398)
Release( 13
Balances at December 31, 2( 49 24¢ $ 50¢€
RSUs vested and expected to vest at Decembt
2009 41 221 % 41€
Granted (unauditec 31
Forfeited or canceled (unaudite (30)
Released (unaudite —
Balances at September 30, 2010 (unaud 50 228 $ 671
RSUs vested and expected to vest at September :
2010 (unaudited 25 22t % 33¢

12. Stock-Based Compensation

The following table summarizes all stock based cemsation charges for the years ended Decembe©8Z, 2008 and 2009 and for the nine
months ended September 30, 2009 and 2010 (in thdssa

Nine Months Ended
Years Ended December 31, September 30,
2007 2008 2009 2009 2010
(unaudited) (unaudited)

Employee stoc-based compensatic

expense $ 1,78. $ 3,641 $ 4,76( $ 3,50 $ 4,37(
Amortization of deferred employee

stock-based compensatic 221 132 14 14 —
Stock-based compensation associatel

with outstanding repriced optiol 1,18¢ (159 (240) (191) 334
Total stocl-based compensatic $ 3,187 $ 3,62( $ 4532 $ 332t $ 4,70«

Employee Stoc-Based Compensation Expense

For stock options and restricted stock units grote or after January 1, 2006, stock-based comfiensaost is measured at grant date based
on the fair value of the award and is expensed theerequisite service period. For grants prictheJanuary 1, 2006, the Company will
continue to recognize compensation expense orethaining unvested awards under the intrinsic-vade¢hod.

The Company uses the Black-Scholes option pricingehto estimate the fair value of options andrietetd stock units. This model requires
the input of highly subjective assumptions inclgthe
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expected term of the option, expected stock pradatility and expected forfeitures. The Companyditfe following assumptions:

Nine Months Ended

Years Ended December 31, September 30,
2008 2009 2009 2010

(unaudited) (unaudited)
Dividend yield — — — —
Expected volatility 46%-50% 52% 52% 52%
Risk-free interest rat 25%-3.2% 22%-2.9% 2.2%2.9% 1.4%-2.3%
Expected life of options (in year 4.25-5.0 5.0 5.0 45475
Weighte-average gra-date fair value $5.43 $5.11 $5.36 $5.80

The assumptions above are based on multiple faétmiading historical exercise patterns of empky@ relatively homogeneous groups with
respect to exercise and post-vesting employmemineation behaviors, expected future exercisingegpa# for these same homogeneous groups
and the volatility of similar public companies &rmns of type of business, industry, stage of lifele, size and geographical market. The risk
free interest rate for the expected term of théoops based on the U.S. Treasury Constant Mat&i#tie as of the date of grant.

As of December 31, 2009, the Company has defehedecognition of its excess tax benefit from stopkion exercises of $0.9 million until it
is actually realized.

Cash proceeds from the exercise of stock optione $@.4 million $0.1 million and $0.9 million fohe years ended December 31, 2007, 2008
and 2009, and $0.3 million (unaudited) and $1.lioml(unaudited) for the nine months ended SepterBbe2009 and 2010, respectively.

Compensation expense is recognized ratably oveetigsite service period. At December 31, 2008rdiwas $12.7 million of unrecognized
compensation cost related to options which is etgaeto be recognized over a weighted-average pefi@® years. At September 30, 2010,

there was $10.3 million (unaudited) of unrecognizethpensation cost related to options which is etgueto be recognized over a weighted-
average period of 2.6 years (unaudited).

At December 31, 2009, there was $0.3 million ofeeagnized compensation cost related to RSUs whielkpected to be recognized over a
weightedaverage period of 2.5 years. At September 30, 20d8udited), there was $0.4 million (unauditeduofecognized compensation ¢
related to RSUs, which is expected to be recognized a weighted-average period of 2.9 years.

As of December 31, 2009, there were 0.4 milliorrsbavailable for future stock option and RSU gsdaatemployees and directors under the
existing plan. As of September 30, 2010, there Weramillion (unaudited) shares available for fetstock option and RSU grants to
employees and directors under the existing plan.

For options that are exercised after they are demtel for RSUs that are released, the Companyigygslto issue new shares immediately u
exercise or release. The issuance of these newssisairom the Company's pool of common stock xeskfor future issuance as approved by
the Company's stockholders.

Given the lack of an active public market for thengpany's outstanding common and preferred stoekCtimpany's board of directors
established an estimate of fair value for thesar#tges as well as for options and warrants to pase these securities. The fair value of the
Company's common stock as used in the determinafigrant price was estimated by the board of dimscbased on factors such
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as the liquidation preference, dividends and otiggats of the outstanding preferred stock; recararfcial and operating performance; the st
of the Company's development and sales effortgemes growth and additional objectives; the liketid@nd proximity of an initial public
offering; and the valuation of comparable compathes are publicly traded.

The Company performed annual retrospective valoata its common stock as of December 31, 200dutitrdecember 31, 2007 and
determined that some grants during this period weade with exercise prices that were below theviaime of our common stock at the date of
grant. For the years ended December 31, 2004 &bt 8 Company recorded a total of $1.2 milliomleferred stock-based compensation for
the difference between the reassessed fair valtteed€ompany's stock and the amount that employest pay to acquire the stock. The
Company amortized this deferred stock-based conapiensusing the straight-line method over the vegperiods of the stock options, which

is generally four years. Deferred stock-based corsgiion recorded as expense was $221,000, $152r@D$14,000 during the years ended
December 31, 2007, 2008 and 2009, respectivelfpesember 31, 2009, all deferred stock-based comapienshad been fully amortized.

Stock-Based Compensation Associated With Outstanding fiRegal Options

In November 2003, the Company's board of direcprroved a stock option repricing program. Under plnogram, eligible employees could
elect to exchange certain outstanding stock optigtisan exercise price greater than or equal t0Gfor a new option to purchase the same
number of shares of common stock. As of the caatiefl date, the Company had accepted 0.7 millianeshfor exchange and 0.7 million st
options were granted six months and one day dfesrwere exchanged for an average exercise pri$6.82.

Because of the subsequent reassessment of tmedediet value of the common stock, the options oegrbecame subject to variable
accounting, which requires all such vested optiepsiced be marked to market until such optionscareelled, expire, or are exercised. Stock-
based compensation expensed for this repricingnduhie years ended December 31, 2007 was $1.2millind a reduction to expense for the
years ended December 31, 2008 and 2009 of $0.mihd $0.2 million, respectively. The Companyoreled a reduction to expense si-
based compensation of $0.2 million (unaudited}fernine months ended September 30, 2009 and $liéghnof stock-based compensation
expense (unaudited) for the nine months ended Séete30, 2010.

13. Employee Benefit Plans

The Company sponsors a 401(k) defined contribytlan covering all employees. The board of directia®rmines contributions made by the
Company annually. The Company made no contributimrtier this plan for the years ended December®17,2008 and 2009.

14. Segment Information

Historically, the Company was organized as one ssgnBeginning in 2010, the Company organized rations into two operating
segments: subscriptions and interactive servicds@attronic health Records ("EHR").

To date, the Company has not yet generated revfemmeats EHR segment as the product has not yet tmeched.

Both segments will market their services to clienthealthcare, pharmaceutical and insurance ingggtrimarily located within the United
States and all of the Company's long lived assettoaated in the United States.
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The Company presents its segment information aloagame lines that our Chief Executive Officelie@as the Company's operating result
assessing performance and allocating resourcesCohmpany does not allocate certain expenses sedsients such as stock-based
compensation and certain general and administratiaeketing, and research and development expémaekenefit both segments. These c
are reported as corporate expenses. The followaibig summarizes the Company's operating resultgpbgating segment for the nine months
ended September 30, 2010 (unaudited) (in thousands)

Nine Months Ended September 30, 201

Interactive Services Electronic

and Subscriptions Health Records Corporate Consolidated
Total revenue, ne 73,70 — — 73,70:
Cost of revenu 23,11: — 21&(1) 23,33(
Gross profi 50,59! — (219) 50,37:
Sales and marketir 14,61¢ 2,152 3,92: 20,69:
Research and developmt 8,37¢ 2,69 2,20: 13,27
General and administrati\ — — 9,321 9,321
Stoclk-based compensation expel — — 4,48¢ 4,48¢
Change in fair value of continge

consideratior (392) 1,277 — 88t

Income (loss) from operatiol 27,99 (6,12¢)  (20,15) 1,71¢
1) Employee stock based compensation charged to tostenue.

The only identifiable assets in our EHR segmenirengible assets of $0.6 million and goodwill$df.1 million.
15. Related Party Transactions
Revenue from Related Partie

The Company recorded revenue from two advertisgeneies whose parent company's chief executiveesfis a member of the Epocrates
board of directors. The Company recorded reverwa fhis entity of $1.8 million, $1.0 million and $lmillion, for the years ended
December 31, 2007, 2008 and 2009, respectivelyreTivere no accounts receivable from this entitg@®@tind $1.0 million as of December 31,
2008 and 2009, respectively.

The Company recorded revenue from another firm whpagsent company's chief executive officer is a imemof the Epocrates board of
directors. The Company recorded revenue from thiisyeof $0.3 million, $0 and $0, for the years eddDecember 31, 2007, 2008 and 2009,
respectively. There were no accounts receivabla ftos entity as of December 31, 2008 or 2009.

The Company recorded revenue from a pharmacegticapany who shares a significant investor with Eates. The Company recorded
revenue from this entity of $0.4 million, $0.4 rul and $0 for the years ended December 31, 2008 and 2009. There were no accounts
receivable from this entity as of December 31, 28068 2009.

The Company recorded revenue from a venture cdpitalWwhose general partner is a member of the Egies board of directors. The
Company recorded revenue from this entity of $1d,40 and $40,484 for the years ended Decemb&(8T, 2008 and 2009, respectively.
There were no accounts receivable from this easitpf December 31, 2008 and 2009.
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The Company recorded revenue from an affiliatenoih@estment banking firm whose representativerigember of the Epocrates board of
directors. The Company recorded revenue from thiisyeof $0, $0 and $83,272 for the years endedeldier 31, 2007, 2008 and 2009,
respectively. There were accounts receivable air#$25,000 from this entity as of December 31828td 2009. The Company also paid
for customer referrals to this firm of $0, $30,88W $95,230 for the years ended December 31, 2008 and 2009, respectively. There was
$30,897 and $95,230 of accounts payable to thit/exs of December 31, 2008 and 2009, respectively.

The Company recorded revenue from advertising agethose parent company's chief executive officer isember of the Epocrates board of
directors. The Company recorded revenue from thiisyeof $0, $0 and $0.2 million, for the years eddDecember 31, 2007, 2008 and 2009,
respectively. There were no accounts receivabla this entity as of December 31, 2008 and 200pewtsvely.

The Company recorded revenue from a pharmaceaticapany who has a director who is also a membeuoboard of directors. The
Company recorded revenue of $0, $0.2 million ando$@he years ended December 31, 2007, 2008, @08, 2espectively. There were no
accounts receivable from this entity as of Decen®i¢2008 and 2009, respectively.

Consulting Services from Related Parties

The Company's former Vice President of Product Dipraent is the owner of a Company that performatsatiing services for the Company.
The Company recorded expense related to serviotded by this entity of $20,000, $0 and $0 dutting years ended December 31, 2007,
2008 and 2009, respectively. There were no accqaytable to this entity as of December 31, 20082009.

16. Pro forma Net Income Per Share (Unaudited)

Pro forma net income per share data has been cethfugive effect to the conversion of the pref@stck to common stock as if the
conversion occurred at the beginning of 2009. Brm& net income per share data also assumes ttarmding preferred stock warrant
converts into a warrant to purchase common stotikeabeginning of 2009, including the reversalhe imark-to-market adjustments of the
preferred stock warrants. Unaudited pro forma peres data further gives effect, in the weightedehased in the calculation, to the additional
1.9 and 2.0 million shares as of December 31, 20@BSeptember 30, 2010, respectively, which (wheliplied by the initial public offering
price of $16.00 per share and after giving effed pro rata allocation of offering costs) would&d®een required to be issued to generate
proceeds sufficient to pay the accrued Series BeResl dividend of $26.5 million and $28.6 millias of December 31, 2009 and

September 30, 2010, respectively.
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The following table sets forth the computation of forma basic and diluted net income per shar¢h@nsands, except per share data) and
assumes that the price at which the convertibléemed stock automatically converts to common siedk accordance with the conversion
terms:

Twelve Months Nine Months
Ended Ended
December 31, 2009 September 30, 2010
(unaudited)
Numerator:
Net income (loss $ 7,65¢ $ 1,12¢

Denominator
Weighted average number of common shares outsig 7,75¢ 7,51
Add: Adjustments to reflect the weighted averadeatfof
the assumed conversion of Series A, B and C pexfer
stock from the date of issuan 11,08¢ 11,08¢
Add: Adjustment to include the additional sharesuieed
to be issued to generate proceeds sufficient tahmay

Series B preferred divider 1,86: 2,01
Denominator for basic calculatic 20,71( 20,61¢
Dilutive effect of options using treasury stock ht 1,73 1,62(
Dilutive effect of warrants using treasury stocktioel 7 9
Denominator for diluted calculatic 22,45( 22,24¢

Pro forma net income per sh—basic $ 037 $ 0.0t
Pro forma net income per sh—diluted $ 034 $ 0.0t

17. Subsequent Event
Common Stock Split

On November 18, 2010, our board of directors apgiidtie amendment and restatement of our AmendeBestated Certificate of
Incorporation to effect a 1-for-0.786 reverse splibur common stock. The Amended and RestatedfiCaté of Incorporation effecting the
reverse split was filed on January 28, 2011. Athimation related to common stock, stock optioastricted stock units and earnings per st
as well as all references to preferred stock diepred stock warrants as converted into commorkstoas been retroactively adjusted to give
effect to the reverse split. For the reissuandh@fannual and interim financial statements preskehéerein, we have evaluated subsequent
events through January 28, 2011

18. Subsequent Event (unaudited)
Acquisition of Modality, Inc.

On November 12, 2010, the Company acquired Moddlity, in exchange for $13.8 million in cash. Tmancial results of Modality will be
included in the Company's consolidated financialeshents following the acquisition date. The Comypaequired Modality for its current
applications for the Apple iPod touch and iPhonevel as its existing personnel and processesdoeto develop additional such applications.

The Company is currently evaluating the purchagz@llocation following the consummation of tharntsaction. It is not possible to disclose
the preliminary purchase price allocation or untadipro forma combined financial information giwtke short period of time between the
acquisition date and the filing date of this report
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