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NETSMART TECHNOLOGIES, INC.
3500 Sunrise Highway
Great River, New York 11739

[ Il 1, 2007
Dear Fellow Stockholders:

You are cordially invited to attend a special meeting of stockholders of Netsmart Technologies, Inc. ( Netsmart or the Company ), to be held at

[ ]Jon [ LI ], at[ ], Eastern Standard Time. At the special meeting, you will be asked to consider and

vote upon a proposal to adopt the Agreement and Plan of Merger, dated as of November 18, 2006, by and among NT

Acquisition, Inc., ( Buyer ), NT Merger Sub, Inc., a wholly owned subsidiary of Buyer ( Merger Sub ), and Netsmart (the
Merger Agreement ). Buyer was formed at the direction of funds affiliated with Insight Venture Partners ( Insight ).

Insight and funds affiliated with Bessemer Venture Partners ( Bessemer ) have made commitments to make an indirect

equity investment in Buyer. Bessemer and Insight are collectively referred to herein as the Sponsors.

The Merger Agreement contemplates the merger of Merger Sub with and into the Company with the Company continuing as the surviving
corporation and becoming a wholly owned subsidiary of Buyer. Upon completion of the merger, each share of the Company s common stock not
held by Buyer, Merger Sub, the Company or any subsidiary of the Company, or a stockholder who perfects appraisal rights in accordance with
Delaware law, will be converted into the right to receive $16.50 in cash, without interest. Holders of options and warrants will receive the

excess, if any, of $16.50 over the applicable per share exercise price for each option or warrant, as the case may be.

Under Delaware law, the affirmative vote of holders of a majority of the shares of Netsmart common stock outstanding and entitled to vote at the
special meeting is necessary to adopt the merger proposal.

On November 17, 2006, our board of directors (other than James L. Conway, Chairman and Chief Executive Officer of Netsmart, who recused
himself), acting upon the unanimous recommendation of a special committee of the board of directors consisting of four independent and
disinterested directors (the Special Committee ) and the fairness opinion of William Blair & Company, L.L.C. (which was subsequently
confirmed in writing as of November 18, 2006) (the Opinion ) unanimously (1) determined that the merger and the Merger Agreement are fair to,
and in the best interests of, Netsmart s stockholders and (2) approved the Merger Agreement and the transactions contemplated thereby,

including the merger. Therefore, our board of directors (other than Mr. Conway, who recused himself) unanimously recommends that

you vote FOR the adoption of the Merger Agreement.

The accompanying proxy statement explains the proposed merger and provides specific information concerning the special meeting and the
parties involved. Please read the proxy statement carefully. You may also obtain more information about the Company from documents that we
have filed with the Securities and Exchange Commission.

YOUR VOTE IS VERY IMPORTANT. Whether or not you plan to attend the special meeting in person, please sign and return the
enclosed proxy in the envelope provided. If you attend the special meeting and desire to vote in person, you may do so even though you
have previously sent a proxy. Because adoption of the Merger Agreement requires, under Delaware law, the affirmative vote of holders
of a majority of the shares of Netsmart common stock, the failure to vote will have exactly the same effect as voting against adoption of
the merger proposal.

If your shares are held in street name by your broker, your broker will be unable to vote your shares without instructions from you.
You should instruct your broker to vote your shares, following the procedures provided by your broker. Failure to instruct your broker
to vote your shares will have exactly the same effect as voting against adoption of the merger proposal.

THIS TRANSACTION HAS NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND EXCHANGE
COMMISSION NOR HAS THE COMMISSION PASSED UPON THE FAIRNESS OR MERITS OF SUCH TRANSACTION NOR
UPON THE ACCURACY OR ADEQUACY OF THE INFORMATION CONTAINED IN THIS DOCUMENT. ANY
REPRESENTATION TO THE CONTRARY IS UNLAWFUL.

Sincerely,
James L. Conway
Chairman of the Board and Chief Executive Officer
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This proxy statement is dated [ 11 ], 2007, and is first being mailed to stockholders on or about [ 1, 2007.
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NETSMART TECHNOLOGIES, INC.
3500 Sunrise Highway
Great River, New York 11739

NOTICE OF SPECIAL MEETING OF STOCKHOLDERS
TOBEHELDON[ ]| 1, 2007

TO OUR STOCKHOLDERS:

A special meeting of stockholders of Netsmart Technologies, Inc., a Delaware corporation ( Netsmart ), will be held on [ [ 11 1,

2007, at [ ], Eastern Standard Daylight Time at [ ] for the following purposes:

1. To consider and vote upon a proposal to adopt the Merger Agreement, dated as of November 18, 2006, by
and among Netsmart, NT Acquisition, Inc., a Delaware corporation ( Buyer ) and NT Merger Sub, Inc., a Delaware
corporation and a wholly owned subsidiary of Buyer ( Merger Sub ). Buyer was formed at the direction of funds
affiliated with Insight Venture Partners ( Insight ). Insight and funds affiliated with Bessemer Venture Partners

( Bessemer and, together with Insight, the Sponsors ) have made commitments to make an indirect equity investment in
Buyer. Pursuant to the Merger Agreement, Merger Sub will be merged with and into Netsmart, with Netsmart
surviving the merger. Upon completion of the merger, each share of Netsmart s common stock not held by Buyer,
Merger Sub, Netsmart or any subsidiary of Netsmart or a stockholder who perfects appraisal rights in accordance with
Delaware law, will be converted into the right to receive $16.50 in cash, without interest. Holders of options and
warrants will also receive the excess, if any, of $16.50 over the applicable per share exercise price for each option or
warrant, as the case may be. A copy of the Merger Agreement is attached as Annex A to the accompanying proxy
statement;

2. To approve the adjournment of the special meeting for, among other reasons, the solicitation of additional
proxies in the event that there are not sufficient votes at the time of the special meeting to approve the proposal to
adopt the Merger Agreement; and

3. To transact any other business that may properly come before the special meeting or any adjournment
thereof.
Our board of directors has fixed the close of business on [ 1,1 11 ], 2007, as the record date for the purpose of

determining stockholders entitled to receive notice of and to vote at the special meeting or any adjournment or
adjournments thereof. Under Delaware law, the affirmative vote of holders of a majority of the shares of Netsmart
common stock outstanding and entitled to vote at the special meeting is necessary to adopt the merger proposal.

On November 17, 2006, our board of directors (other than James L. Conway, Chairman and Chief Executive Officer of Netsmart, who recused
himself), acting upon the unanimous recommendation of the Special Committee of the board of directors consisting of four independent and
disinterested directors and the Opinion of William Blair unanimously (1) determined that the merger and the Merger Agreement are fair to and

in the best interests of Netsmart s stockholders and (2) approved the Merger Agreement and the transactions contemplated thereby, including the
merger. Therefore, our board of directors (other than Mr. Conway, who recused himself) unanimously recommends that you vote FOR
the adoption of the Merger Agreement.

The enclosed proxy statement provides you with a summary of the Merger Agreement and the merger, and provides additional information
about the parties involved. The closing of the merger will occur as promptly as practicable following the adoption of the Merger Agreement at
the special meeting by Netsmart stockholders, subject to the satisfaction or waiver of the other conditions to the closing of the merger, as
described in the enclosed proxy statement.

Under Delaware law, stockholders of Netsmart can exercise appraisal rights in connection with the merger. A stockholder that does not vote in
favor of the merger proposal and complies with all of the other necessary requirements will have the right to dissent from the merger and to seek
appraisal of the fair value of their Netsmart shares, exclusive of any element of value arising from the expectation or accomplishment of the
merger. For a description of appraisal rights and the procedures to be followed to assert them, stockholders should review the provisions of
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Section 262 of the Delaware General Corporation Law, a copy of which is included as Annex C to the accompanying proxy statement.

YOUR VOTE IS VERY IMPORTANT. Whether or not you plan to attend the special meeting in person, please sign and return the
enclosed proxy in the envelope provided. If you attend the special meeting and desire to vote in person, you may do so even though you
have previously sent a proxy. Because adoption of the Merger Agreement requires, under Delaware law, the affirmative vote of holders
of a majority of the shares of Netsmart common stock, the failure to vote will have exactly the same effect as voting against the merger
proposal.

By Order of the Board of Directors,
Anthony F. Grisanti
Secretary

Great River, New York
[ e ],2007
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SUMMARY TERM SHEET

This summary highlights important information from this proxy statement and does not contain all of the information that may be important to

you. To understand fully the merger described in this proxy statement, you should carefully read the entire proxy statement, its annexes and the

documents referred to or incorporated by reference in this proxy statement. We have included section references to direct you to a more

complete description of the topics contained in this summary. In this proxy statement, the terms Netsmart, Company, We, Our, Ours, and [
refer to Netsmart Technologies, Inc. and its subsidiaries, taken together.

e The Proposal. You are being asked to vote upon a proposal to adopt the Merger Agreement, dated as of

November 18, 2006 by and between Netsmart, Buyer and Merger Sub. Buyer and Merger Sub are entities formed at

the direction of Insight. Insight and Bessemer have made commitments to make an indirect equity investment in

Buyer. The proposal provides for the merger of Merger Sub with and into Netsmart. Upon the terms and subject to the
conditions of the Merger Agreement, Netsmart will continue as the surviving corporation and the separate corporate
existence of Merger Sub will cease. See The Special Meeting beginning on page 11 and Special Factors Background of
the Merger beginning on page 14 and The Merger Agreement beginning on page 56.

e Going-Private Transaction. Thisisa going private transaction, meaning that following the merger the
Company s securities will no longer be traded on the NASDAQ Capital Market and the Company will no longer be a
public company subject to the filing provisions of the Securities Exchange Act of 1934, as amended. If the merger is
completed, you will be paid $16.50 per share in cash, less any applicable withholding tax, and:

o affiliates of the Sponsors (together with certain other equity investors and certain members of Netsmart s current
management) will own our entire equity interest;

e you will no longer have any interest in our future earnings or growth;

we will no longer be a public company;

our common stock will no longer be traded on the NASDAQ Capital Market; and

e we may no longer be required to file periodic and other reports with the Securities and Exchange Commission
( SEC ).

See Special Factors Certain Effects of the Merger beginning on page 41.

¢ Board Recommendation. Our board of directors (other than James L. Conway, Chairman and Chief Executive
Officer of Netsmart, who recused himself), acting upon the unanimous recommendation of the Special Committee and
the Opinion, among other things, unanimously determined that the merger is fair to and in the best interests of our
stockholders, and unanimously recommends that the stockholders of the Company adopt the Merger Agreement. See
Special Factors Fairness of the Merger; Recommendation of Netsmart s Board of Directors beginning on page 22.

e Opinion of Netsmart s Financial Advisor. The Special Committee received the Opinion from William Blair &
Company, L.L.C. ( William Blair ), the financial adviser to the Company and the Special Committee, that, as of
November 18, 2006, and based on and subject to the various factors, assumptions and limitations set forth in its

opinion, the $16.50 merger consideration to be received by holders of shares of Netsmart common stock (other than

Mr. Conway, Anthony F. Grisanti, Netsmart s Chief Financial Officer, and any other members of Netsmart s
management who invest in Parent of the election of the Sponsors (the Management Investors ), the Sponsors and their
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respective affiliates) pursuant to the Merger Agreement is fair, from a financial point of view, to the holders of such shares. The full text of the

written Opinion is attached as Annex B to this proxy statement. Please read the Opinion carefully and in its entirety for a description of the

procedures followed, matters considered and qualifications and limitations of the reviews undertaken in rendering that opinion. William Blair
provided its Opinion for the information and assistance of the Special Committee and the board of directors in connection with their

consideration of the merger and their opinion does not constitute a recommendation to any stockholder as to how such stockholder should vote

or act on any matter relating to the merger. See Special Factors Opinion of Netsmart s Financial Advisor beginning on page 33 and Annex B.

e Purpose of the Transaction. The purpose of the transaction is for NT Investors Holdings, Inc., a Delaware
corporation ( Parent ), the parent of Buyer which was formed at the direction of Insight (together with Bessemer and
certain other equity investors and certain members of Netsmart s current management) to obtain a controlling interest

in Netsmart and to enable Netsmart stockholders to immediately realize the value of their investment in Netsmart

through their receipt of a premium on their shares of Netsmart over the trading price of the shares for the 20 trading

days preceding the announcement of the merger. See Special Factors The Parent, Buyer and Merger Sub s Reasons for
the Merger on page 31.

o Position of the Executive Officers as to Fairness. Notwithstanding the belief that Messrs. Conway and Grisanti
are not required by SEC rules to determine whether the merger is fair to unaffiliated stockholders, each of them has
determined that they believe that the merger is fair to our unaffiliated stockholders. For a discussion of the factors
considered by each of such executive officers in considering the fairness of the merger to such stockholders, see
Special Factors Position of the Executive Officers Regarding the Fairness of the Merger beginning on page 28.

e Position of the Parent, Buyer and Merger Sub as to Fairness. Notwithstanding the belief that Parent, Buyer
and Merger Sub are not required by SEC rules to determine whether the merger is fair to unaffiliated stockholders,
each of Parent, Buyer and Merger Sub has determined that the merger is fair to the holders of Netsmart common stock
other than Parent, Buyer and Merger Sub (who do not currently own shares). See Special Factors Position of the
Parent, Buyer and Merger Sub Regarding the Fairness of the Merger beginning on page 31.

¢ Required Vote. Under Delaware law, the affirmative vote of holders of a majority of the shares of Netsmart s
common stock outstanding and entitled to vote at the special meeting is necessary to adopt the merger proposal. See
The Special Meeting Record Date, Quorum and Voting beginning on page 12.

¢ Votes Committed to the Merger. Mr. Conway, each of the Company s other directors and certain former
directors, all of whom collectively hold an aggregate of approximately 14.7% of the Company s outstanding common
stock (including 549,878 shares issuable currently or issuable within 60 days upon exercise of outstanding options),
have entered into a voting agreement pursuant to which each of them has agreed to vote their shares in favor of the
merger and to refrain from granting any proxies or entering into any other voting arrangements with respect to, or
assigning, encumbering or otherwise disposing of any of, their Company shares. See The Special Meeting Stock
Ownership and Interests of Certain Persons; Voting Agreement beginning on page 13.

e Interests of the Company s Directors and Executive Officers in the Merger. In considering the
recommendation of Netsmart s board of directors, you should be aware that certain executive officers, directors and
former directors of Netsmart have various prospective relationships with Parent or interests in the merger that may be
different from your interests as a stockholder and that

2

11
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may present actual or potential conflicts of interest. See Special Factors Interests of Officers and Directors in the Merger beginning on page 45.

e Appraisal Rights. Stockholders who oppose the merger may exercise appraisal rights, but only if they do not
vote in favor of the merger proposal and otherwise comply with the procedures of Section 262 of the Delaware
General Corporation Law, which is Delaware s appraisal statute. A copy of Section 262 is included as Annex C to this
proxy statement. See Appraisal Rights beginning on page 53 and Annex C.

e Financing for the Merger; Source and Amount of Funds. The total amount of funds required to complete the

merger and the related transactions, including payment of fees and expenses in connection with the merger, is

anticipated to be approximately $127.6 million. This amount is expected to be provided through a combination of

(i) equity contributions from the Sponsors and any other equity investors, totaling approximately $70.0 million;

(ii) debt financing totaling approximately $50.0 million and (iii) the balance from the Company s cash on hand. See
Special Factors Financing for the Merger; Source and Amount of Funds beginning on page 43.

e Material U.S. Federal Income Tax Consequences of the Merger. In general, your receipt of the merger
consideration will be a taxable transaction for U.S. federal income tax purposes. For U.S. federal income tax purposes,
you will generally recognize capital gain or loss equal to the difference, if any, between the amount of cash received
pursuant to the merger and your adjusted basis in the shares surrendered. However, the tax consequences of the
merger to you will depend upon your own particular circumstances. You should consult your own tax adviser in order
to fully understand how the merger will affect you. See Special Factors Material U.S. Federal Income Tax
Consequences of the Merger on page 51.

e Treatment of Stock Options. In the merger, all holders of stock options to purchase shares of Netsmart

common stock (other than, at the election of the Sponsors, stock options held by certain members of Netsmart s current
management) will receive in cash the excess, if any, of $16.50 over the applicable per share exercise price for each
stock option (whether vested or unvested) held, less any applicable withholding tax. See The Merger

Agreement Treatment of Stock Options and Warrants on page 57.

o Treatment of Warrants. In the merger, all holders of warrants will receive in cash the excess, if any, of $16.50
over the $11.00 per share exercise price for each warrant held, less any applicable withholding tax. See The Merger
Agreement Treatment of Stock Options and Warrants on page 57.

e Anticipated Closing of Merger. The merger will be completed after all of the conditions to completion of the
merger are satisfied or waived, including, among other things, the securing of financing, the adoption of the Merger
Agreement by our stockholders, the absence of legal prohibitions to the merger and the absence of a material adverse
effect on the Company. We currently expect the merger to be completed in the first quarter of 2007, although we
cannot assure completion by any particular date, if at all. Netsmart will issue a press release and letters of transmittal
for your use once the merger has been completed.

o Litigation Challenging the Merger. On November 21, 2006, a class action complaint entitled Levy Investments,
LTD. v. Netsmart Technologies, Inc., et al., Civil Action No. 2566-N, was filed against Netsmart, its directors, Buyer
and Merger Sub in the Delaware Court of Chancery, New Castle County. On November 21, 2006, a class action
complaint entitled Superior Partners v. James L. Conway, et al., Civil Action No. 2563-N, was filed against Netsmart,
its directors, Kevin Scalia, Alan B. Tillinghast, Buyer and Merger Sub in the Delaware Court of Chancery, New
Castle County. On November 21, 2006, a class action complaint entitled Joe B. Ingram v. Netsmart Technologies,
Inc., et

3
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al., Index No. 06-32611, was filed against Netsmart and its directors in the Supreme Court of New York, Suffolk County. On November 22,
2006, a class action complaint entitled Mark Anthony v. Netsmart Technologies, Inc., et al., Index No. 06-32720, was filed against Netsmart, its
directors, Alan B. Tillinghast, Kevin Scalia, Insight and Bessemer in the Supreme Court of New York, Suffolk County. On December 1, 2006, a
class action complaint entitled Jon Landon v. Francis J. Calcagno, et al., Civil Action No. 2586-N, was filed against Netsmart, its directors,
Buyer, Merger Sub and Parent in the Delaware Court of Chancery, New Castle County. On December 12, 2006, a class action complaint entitled
Leviticus Partners, L.P. v. James L. Conway, et al., Civil Action No. 2597-N, was filed against Netsmart, its directors, Buyer, Merger Sub,
Insight and Bessemer in the Delaware Court of Chancery, New Castle County. The complaints allege, among other things, that each of the
directors of Netsmart individually breached the fiduciary duties owing to the Netsmart stockholders by voting to approve the Merger Agreement,
thereby enabling management to benefit to the detriment of the stockholders. Each of the complaints seeks, among other relief, the court s
designation of class action status, an injunction preventing the consummation of the merger and, in the event of consummation of the merger,
rescission and damages. In Joe B. Ingram v. Netsmart Technologies, Inc., et al., on December 6, 2006, the plaintiff moved for expedited
discovery, which was heard by the court on December 12, 2006, and is sub judice. In Mark Anthony v. Netsmart Technologies, Inc., et al., on
December 6, 2006, the plaintiff moved for approval of voluntary discontinuance of the action. The motion is returnable December 20, 2006. On
December 11, 2006, the Delaware Court of Chancery entered an order on consent consolidating the three actions filed in that court as of that
date. On December 14, 2006, the plaintiff in Leviticus Partners, L.P. v. James L. Conway, et al. filed a motion for consolidation and for
reconsideration of the order entered December 11, 2006, in the Delaware Court of Chancery. On December 18, 2006, the plaintiff in Leviticus
Partners, L.P. v. James L. Conway, et. al. filed a notice of withdrawal of its motion for consolidation and reconsideration of the December 11,
2006 order and represented to the court its intent to file suit in Suffolk County, New York. By letter to the court dated December 19, 2006, the
defendants requested the court to decline to enter the proposed order granting the notice of dismissal. On December 20, 2006, Vice Chancellor
Leo E. Strine, Jr. of the Delaware Court of Chancery denied the plaintiff s request to enter an order dismissing the action.The board of directors
unanimously believes that the actions are without merit, and intends for Netsmart and the directors to defend vigorously against them.

e Additional Information. You can find more information about Netsmart in the periodic reports and other
information we file with the SEC. The information is available at the SEC s public reference facilities and at the
website maintained by the SEC at http://www.sec.gov. For a more detailed description of the additional information
available, please see the section entitled Where You Can Find More Information beginning on page 78.
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QUESTIONS AND ANSWERS ABOUT THE MERGER
0: What Am I Being Asked to Vote On?
A: You are being asked to vote on

e the adoption of the Merger Agreement entered into by and among Netsmart, Buyer, and Merger Sub. Buyer was
formed at the direction of Insight, and at the Closing will be a wholly owned subsidiary of Parent and indirectly
wholly owned by the Sponsors, certain other equity investors and, at the election of the Sponsors, the Management
Investors. Pursuant to the Merger Agreement, Merger Sub will be merged with and into Netsmart, with Netsmart
surviving as a wholly owned subsidiary of Buyer. See The Merger Agreement The Merger beginning on page 56;

e an adjournment, if necessary, of the special meeting in the event that there are not sufficient votes to adopt the
Merger Agreement; and

e any other action that may properly come before the special meeting or any adjournment thereof.
0: What Will I Receive in the Merger?

A: Upon completion of the merger, you will receive, unless you properly exercise and perfect your appraisal
rights under Delaware law, $16.50 in cash, without interest and less any applicable withholding taxes, for each share
of common stock that you own. For example, if you own 100 shares of our common stock, you will receive $1,650,
less any applicable withholding taxes. You will not own shares in the surviving corporation.

In the event that you own options, you will also receive the excess, if any, of $16.50 over the applicable per share exercise price for each stock
option (whether vested or unvested) held, less any applicable withholding tax.

In the event that you own warrants, you will receive in cash the excess, if any, of $16.50 over the $11.00 per share exercise price for each
warrant held, less any applicable withholding tax. See The Merger Agreement Treatment of Stock Options and Warrants on page 57.

0: When and Where Is the Special Meeting?

A: The special meeting of stockholders of Netsmart will be held in [ ], on [ 1, [ 11 1, 2007, at [ ]
Eastern Standard Time. See The Special Meeting beginning on page 11.

0: Who Can Vote at the Special Meeting?

A: You can vote at the special meeting if you owned shares of Netsmart common stock at the close of business

on|[ L1 11 ], 2007, the record date for stockholders entitled to vote at the special meeting. As of the close of
business on that day, approximately [6,549,058] shares of Netsmart common stock were outstanding. See The Special
Meeting beginning on page 11.

0: How Are Votes Counted?

A: Votes will be counted by the inspector of election appointed for the special meeting, who will separately count
For and Against votes, abstentions and broker non-votes. A broker non-vote occurs when a nominee holding shares
for a beneficial owner does not receive instructions with respect to the merger proposal from the beneficial owner.
Because under Delaware law adoption of the Merger Agreement requires the affirmative vote of holders of a majority
of the outstanding shares of Netsmart common stock, the failure to vote broker non-votes and abstentions will have
exactly the same effect as voting Against the merger proposal.

15



Edgar Filing: NETSMART TECHNOLOGIES INC - Form PREM14A

16



Edgar Filing: NETSMART TECHNOLOGIES INC - Form PREM14A

0: How Many Votes Are Required to Approve the Merger Proposal?

A: Under Delaware law, the affirmative vote of holders of a majority of our outstanding shares of common stock
as of the close of business on the record date is required to adopt the Merger Agreement. As of the close of business
on [ L1 11 ], 2007, the record date for stockholders entitled to vote at the special meeting, there were

[6,549,058] shares of Netsmart common stock outstanding. This means that under Delaware law, [3,274,530] shares
or more must vote in favor of adopting the Merger Agreement. See The Special Meeting beginning on page 11.

0: How Many Votes Does the Company Already Know Will Be Voted in Favor of the Merger Proposal?

A: Pursuant to the Merger Agreement, all of Netsmart s executive officers, directors and certain former directors

entered into a voting agreement pursuant to which they agreed to vote in favor of the merger proposal. As of [ 1, [
11 ], 2007, the record date for stockholders entitled to vote at the special meeting, these persons represented

[492,736] shares of Netsmart common stock, which is equivalent to approximately [7.5]% of Netsmart s outstanding
common stock, excluding 549,878 shares issuable currently or issuable within 60 days upon exercise of outstanding
options. In the event that these people exercise all of their options that are exercisable or exercisable within 60 days to
purchase shares of Netsmart common stock, they will own shares representing approximately 14.7% in the aggregate
of Netsmart s outstanding common stock.

0: How Many Votes Do I Have?

A: You have one vote for each share of common stock you own as of the record date.

0: If My Shares Are Held in Street Name by My Broker, Will My Broker Vote My Shares for Me?

A: Your broker will vote your shares only if you provide instructions to your broker on how to vote. You should

instruct your broker to vote your shares by following the directions provided to you by your broker. See The Special
Meeting beginning on page 11.

0: What If I Fail to Instruct My Broker?

A: Without instructions, your broker will not vote any of your shares held in street name. Broker non-votes will
be counted for the purpose of determining the presence or absence of a quorum, but will not be deemed votes cast and
will have exactly the same effect as a vote Against the merger proposal.

0: Will My Shares Held in Street Name or Another Form of Record Ownership Be Combined for Voting
Purposes With Shares I Hold of Record?

A: No. Because any shares you may hold in street name will be deemed to be held by a different stockholder than
any shares you hold of record, any shares so held will not be combined for voting purposes with shares you hold of
record. Similarly, if you own shares in various registered forms, such as jointly with your spouse, as trustee of a trust

or as custodian for a minor, you will receive, and will need to sign and return, a separate proxy card for those shares
because they are held in a different form of record ownership. Shares held by a corporation or business entity must be
voted by an authorized officer of the entity. Shares held in an individual retirement account must be voted under the

rules governing the account.

6
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0: What Happens If I Do Not Vote?

A: Because the vote required is based on the total number of shares of common stock outstanding on the record
date, and not just the shares that are voted, if you do not vote, it will have the exact same effect as a vote Against the
merger proposal. If the merger is completed, whether or not you vote for the merger proposal, you will be paid the
merger consideration for your shares of Netsmart common stock upon completion of the merger, unless you properly
exercise your appraisal rights. See The Special Meeting beginning on page 11 and Appraisal Rights beginning on
page 53 and Annex C.

0. Do I Have the Right to Seek an Appraisal of My Shares?

A. Yes. If you wish, you may seek an appraisal of the fair value of your shares, but only if you comply with the
requirements of Delaware law as described in Appraisal Rights beginning on page 53 and as provided in Annex C of
this proxy statement. Based on the determination of the Delaware Court of Chancery, the appraised value of your
shares of common stock, which will be paid to you if you seek an appraisal, could be greater than, the same as, or less
than the $16.50 merger consideration.

0: When Should I Send in My Stock Certificates?

A: After the special meeting, you will receive a letter of transmittal to complete and return to American Stock
Transfer & Trust Company, the paying agent. In order to receive the merger consideration as soon as reasonably
practicable following the completion of the merger, you must send the paying agent your validly completed letter of
transmittal together with your Netsmart stock certificates as instructed in the separate mailing. You should not send
your stock certificates now.

0: When Can I Expect to Receive the Merger Consideration For My Shares?

A: Once the merger is completed, you will be sent in a separate mailing a letter of transmittal and other
documents to be delivered to the paying agent in order to receive the merger consideration. Once you have submitted
your properly completed letter of transmittal, Netsmart stock certificates and other required documents to the paying
agent, the paying agent will send you the merger consideration.

0: I Do Not Know Where My Stock Certificate Is How Will I Get My Cash?

A: The materials we will send you after completion of the merger will include the procedures that you must
follow if you cannot locate your stock certificate. This will include an affidavit that you will need to sign attesting to
the loss of your certificate. We may also require that you provide a bond to Netsmart in order to cover any potential
loss.

0: What Do I Need to Do Now?

A: You should indicate your vote on your proxy card and sign and mail your proxy card in the enclosed return
envelope as soon as possible so that your shares may be represented at the special meeting. The meeting will take
place on [ 1, [ 11 1,2007. See The Special Meeting beginning on page 11.

0: What Happens If I Sell My Shares of Netsmart Common Stock Before the Special Meeting?

A: The record date for stockholders entitled to vote at the special meeting is earlier than the expected date of the
merger. If you transfer your shares of Netsmart common stock after the record date but before the special meeting,
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you will, unless special arrangements are made, retain your right to vote at the special meeting but will transfer the
right to receive the merger consideration to the person to whom you transfer your shares.
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0: Can I Change My Vote After I Have Mailed in My Proxy Card?

A: Yes. You can change your vote at any time before we vote your proxy at the special meeting. You can do so
in one of three ways: first, you can send a written notice stating that you would like to revoke your proxy to the
Corporate Secretary of Netsmart at the address given below; second, you can request a new proxy card, complete it
and send it to the Corporate Secretary of Netsmart at 3500 Sunrise Highway, Great River, New York 11739; and third,
you can attend the special meeting and vote in person. You should send any written notice or request for a new proxy
card to the attention of Corporate Secretary, Netsmart Technologies, Inc., 3500 Sunrise Highway, Great River, New
York 11739. Voting by mailing in your proxy card will not prevent you from voting in person at the meeting. You are
encouraged to submit a proxy even if you plan to attend the special meeting in person. See The Special Meeting
beginning on page 11.

0: What Are the Consequences of the Merger to Members of Netsmart s Management and Board of
Directors?
A: Following the merger, it is expected that the members of Netsmart s management will continue as management

of the surviving corporation. Netsmart s current board of directors, however, will be replaced by a new board of
directors to be nominated by the stockholders of Parent, although Mr. Conway will continue to serve as a director of
the Parent so long as he serves as CEO. Like all other Netsmart stockholders, except for members of management who
will invest in Parent at the election of the Sponsors, members of Netsmart management and board of directors will be
entitled to receive $16.50 per share in cash for each of their shares of Netsmart common stock. All options (whether or
not vested, but excluding any that are assumed by Parent) to acquire Netsmart common stock will be cancelled at the
effective time of the merger and holders of these options will be entitled to receive a cash payment equal to the
amount by which $16.50 exceeds the exercise price of the option, multiplied by the number of shares of Netsmart
common stock underlying the option, less any applicable withholding tax.

0: Will Members of Netsmart Management Hold Any Equity Interests in the Surviving Corporation
Following the Consummation of the Merger?

A: Mr. Conway has agreed, if requested by the Sponsors, to contribute to Parent shares of Netsmart common
stock or options to purchase shares of Netsmart common stock valued at up to $400,000 (valued at $16.50 per share
less the exercise price of any option). Mr. Grisanti has agreed, at the election of the Sponsors, to contribute to Parent
shares of Netsmart common stock or options to purchase shares of Netsmart common stock valued at up to $250,000
(valued at $16.50 per share less the exercise price of such option). Since any investment by Messrs. Conway or
Grisanti will be made at the request of the Sponsors, the amount of the equity interests of Netsmart management in the
Surviving Corporation following the merger is not presently determinable. At the election of the Sponsors, certain
other members of management may agree to contribute to Parent shares of Netsmart common stock or options to
purchase shares of Netsmart common stock in exchange for shares of common stock of Parent or options to purchase
shares of common stock of Parent. See Management Investors Investment in Netsmart beginning on page 46. In
addition, Parent intends to provide for an equity incentive plan pursuant to which, upon approval of the compensation
committee, Mr. Conway will be granted an option to purchase shares of Parent common stock at a strike price equal to
the price per share of common stock of Parent to be paid by the Sponsors and their investment affiliates at the Closing
having a value equal to an aggregate 2.25% of the fully diluted shares (including all options, warrants and convertible
securities on an exercised or as-converted basis) of Parent common stock as of the Closing Date, and Mr. Grisanti will
be granted an option to purchase shares of Parent common stock at a strike price equal to the price per share of
common stock of Parent paid by the Sponsors and their investment affiliates at the Closing having a value equal to
0.5% of the fully diluted shares (including all options, warrants and convertible

8

21



Edgar Filing: NETSMART TECHNOLOGIES INC - Form PREM14A

22



Edgar Filing: NETSMART TECHNOLOGIES INC - Form PREM14A

securities on an exercised or as-converted basis) of Parent common stock as of the Closing Date and grants of options to purchase shares of
common stock of Parent will be made to other members of management. Any such options granted to Messrs. Conway and Grisanti will be
subject to the terms of the equity incentive plan and their respective new employment agreements.

0: Will I Owe Any U.S. Federal Income Tax As a Result of the Merger?

A: Generally, the consideration received in the merger will be taxable for U.S. federal income tax purposes. You
will recognize taxable gain or loss in the amount of the difference between $16.50 and your adjusted tax basis per
share.

0: Who Can Answer Further Questions?

A: If you would like additional copies of this proxy statement or a new proxy card or if you have questions about
the merger, you should contact our Corporate Secretary, Netsmart Technologies, Inc., 3500 Sunrise Highway, Great
River, New York 11739. You may also call our proxy solicitor MacKenzie Partners, Inc. toll-free at (800) 322-2885
(banks and brokers may call collect at (212) 929-5500).

9
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INTRODUCTION

This proxy statement and the accompanying form of proxy are being furnished to the holders of shares of common stock, $0.01 par value, of
Netsmart, in connection with the solicitation of proxies by the board of directors of Netsmart for use at the special meeting of the stockholders of

Netsmart to be held in [ ], on [ 11 11 1, 2007, at [ ] Eastern Standard Time.

We are asking our stockholders to vote on the adoption of the Merger Agreement, dated as of November 18, 2006, by and among Netsmart,
Buyer and Merger Sub. Buyer was formed at the direction of Insight. Insight and Bessemer have made commitments to make an indirect equity
investment in Buyer. If the merger is completed, Netsmart will become a wholly owned subsidiary of Buyer, which will then be owned by
Parent which will be owned by the Sponsors, certain members of Netsmart s current management and certain other equity investors, and our
stockholders (other than Buyer, Merger Sub, Netsmart or any subsidiary of Netsmart, and those who perfect their appraisal rights under
Delaware law) will have the right to receive $16.50 in cash, without interest, for each share of our common stock. Holders of options and
warrants will also receive the excess, if any, of $16.50 over the applicable per share exercise price for each option or warrant, as the case may
be.

THE COMPANIES
Netsmart Technologies, Inc.

Netsmart, headquartered in Great River, New York is an established, leading supplier of enterprise-wide software solutions for health and human
services providers, with more than 1,300 customers, including more than 30 systems with state agencies. Netsmart s customers include health and
human services organizations, public health agencies, mental health and substance abuse clinics, psychiatric hospitals, and managed care
organizations. Netsmart s products are full-featured information systems that operate on a variety of operating systems, hardware platforms and
mobile devices.

Netsmart was incorporated in the State of Delaware in September 1992 under the name Medical Services Corp. Netsmart s name was changed to
Carte Medical Corporation in October 1993, to CSMC Corporation in June 1995 and to Netsmart Technologies, Inc. in February 1996. Netsmart
maintains its principal executive offices at 3500 Sunrise Highway, Great River, New York 11739. Netsmart s telephone number is

(631) 968-2000. For information about Netsmart s directors and executive officers, see Certain Information About Netsmart s Directors and
Officers beginning on page 72.

NT Investor Holdings, Inc.

Parent, a Delaware corporation, was formed solely for the purpose of acquiring Netsmart and has not engaged in any business except in
anticipation of the merger. The principal executive offices of Parent are located at c/o Insight Venture Management, L.L.C., 680 Fifth Avenue,
8th Floor, New York, NY 10019. The telephone number at such principal offices is (212) 230-9200.

During the last five years, Parent has not been (i) convicted in a criminal proceeding (excluding traffic violations or similar misdemeanors) or
(ii) a party to any judicial or administrative proceeding (except for matters that were dismissed without sanction or settlement) that resulted in a
judgment, decree or final order enjoining such entity from future violations of, or prohibiting activities subject to, federal or state securities laws,
or a finding of any violation of federal or state securities laws.

See Certain Information About Parent, Buyer And Merger Sub beginning on page 73 for additional information on each director and officer of
Parent and each person controlling Parent.
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NT Acquisition, Inc.

Buyer, a Delaware corporation, was formed solely for the purpose of acquiring Netsmart. Buyer is wholly owned by Parent and has not engaged
in any business except in anticipation of the merger. The principal executive offices of Buyer are located at c/o Insight Venture Management,
L.L.C., 680 Fifth Avenue, 8th Floor, New York, NY 10019. The telephone number at such principal offices is (212) 230-9200.

During the last five years, Buyer has not been (i) convicted in a criminal proceeding (excluding traffic violations or similar misdemeanors) or
(ii) a party to any judicial or administrative proceeding (except for matters that were dismissed without sanction or settlement) that resulted in a
judgment, decree or final order enjoining such entity from future violations of, or prohibiting activities subject to, federal or state securities laws,
or a finding of any violation of federal or state securities laws.

See Certain Information About Parent, Buyer and Merger Sub beginning on page 73 for additional information on each director and officer of
Buyer and each person controlling Buyer.

NT Merger Sub, Inc.

Merger Sub, a Delaware corporation, was formed by Buyer solely for the purpose of completing the merger. Merger Sub is wholly owned by
Buyer and has not engaged in any business except in anticipation of the merger. Upon the consummation of the proposed merger, Merger Sub
will cease to exist and Netsmart will continue as the surviving corporation. The principal executive offices of Merger Sub are located at c/o
Insight Venture Management, L.L.C., 680 Fifth Avenue, 8th Floor, New York, NY 10019. The telephone number at such principal offices is
(212) 230-9200.

During the last five years, Merger Sub has not been (i) convicted in a criminal proceeding (excluding traffic violations or similar misdemeanors)
or (ii) a party to any judicial or administrative proceeding (except for matters that were dismissed without sanction or settlement) that resulted in
a judgment, decree or final order enjoining such entity from future violations of, or prohibiting activities subject to, federal or state securities
laws, or a finding of any violation of federal or state securities laws.

See Certain Information About Parent, Buyer And Merger Sub beginning on page 73 for additional information on each director and officer of
Merger Sub and each person controlling Merger Sub.

THE SPECIAL MEETING
Time, Place and Purpose of the Special Meeting

This proxy statement is being furnished to the stockholders of Netsmart as part of the solicitation of proxies by the Company s board of directors
for use at a special meeting of stockholders to be heldat[ ] on [ 1, [ 11 1, 2007, starting at [ ] Eastern Standard
Time.

The purpose of the special meeting is for the Company s stockholders to consider and vote upon a proposal to adopt the Merger Agreement
which provides for the merger of Merger Sub with and into the Company. Buyer was formed at the direction of Insight, and is a wholly owned
subsidiary of Parent, which as of Closing will be a wholly owned subsidiary of funds affiliated with the Sponsors and certain other equity
investors, and certain members of Netsmart s current management. The Sponsors have the right to transfer a portion of their prospective interest
in Parent in certain circumstances. As a result, the owners of Parent may ultimately include additional equity participants. A copy of the Merger
Agreement is attached to this proxy statement as Annex A. In the event that there are not sufficient votes at the time of the special meeting to
approve the proposal to adopt the Merger Agreement, stockholders may also be asked to vote upon a proposal to adjourn the special meeting, if
necessary, to solicit additional proxies. This proxy statement and the enclosed form of proxy are first being mailed to the Company s

stockholders on or about [ L1 11 1, 2007.
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On November 17, 2006, our board of directors (other than James L. Conway, the Chairman and Chief Executive Officer of Netsmart, who
recused himself), acting upon the unanimous recommendation of the Special Committee of the board of directors consisting of four independent
and disinterested directors and the Opinion, unanimously (1) determined that the merger and the Merger Agreement are fair to, and in the best
interests of, Netsmart s stockholders and (2) approved the Merger Agreement and the transactions contemplated thereby, including the merger.
Therefore, our board of directors (other than Mr. Conway, who recused himself) unanimously recommends that you vote FOR the
adoption of the Merger Agreement.

Our board of directors knows of no other matter that will be presented for consideration at the special meeting. If any other matter properly
comes before the special meeting, including any adjournment of the special meeting, the persons named in the enclosed form of proxy or their
substitutes will vote in accordance with their best judgment on such matters.

Record Date, Quorum and Voting

The holders of record of common stock, par value $0.01, of Netsmart as of the close of business on [ 1, [ 11 ], 2007, the record
date for the special meeting, are entitled to receive notice of, and to vote at, the special meeting. On the record date,
there were [6,549,058] shares of Netsmart common stock outstanding, with each share entitled to one vote.

The holders of a majority of the outstanding shares of Netsmart common stock on [ L1 ][ 1, 2007, represented in person or by
proxy, will constitute a quorum for purposes of the special meeting. A quorum is necessary to hold the special

meeting. In the event that a quorum is not present at the special meeting, it is expected that the meeting will be

adjourned or postponed to solicit additional proxies. Any shares of Netsmart common stock held in treasury by the
Company or by any of its subsidiaries are not considered to be outstanding for purposes of determining a quorum.
Abstentions and properly executed broker non-votes will be counted as shares present and entitled to vote for the

purposes of determining a quorum. Broker non-votes result when brokers are precluded from exercising their voting
discretion with respect to the approval of non-routine matters such as the merger proposal, and, thus, absent specific
instructions from the beneficial owner of those shares, brokers are not empowered to vote the shares with respect to

the approval of those proposals.

The adoption of the Merger Agreement and thereby approval of the merger requires the affirmative vote of holders representing at least a

majority of the shares of Netsmart common stock outstanding on [ L1 11 ], 2007, the record date for the special meeting.
Shares that are present but not voted, either by abstention or non-vote (including broker non-vote), will be counted for
purposes of establishing a quorum.

BECAUSE APPROVAL OF THE MERGER REQUIRES THE APPROVAL OF HOLDERS REPRESENTING A MAJORITY OF
THE OUTSTANDING SHARES OF NETSMART COMMON STOCK, FAILURE TO VOTE YOUR SHARES OF NETSMART
STOCK (INCLUDING IF YOU HOLD THEM THROUGH A BROKER OR OTHER NOMINEE) WILL HAVE EXACTLY THE
SAME EFFECT AS A VOTE AGAINST THE MERGER AGREEMENT.

The approval of the proposal to adjourn the special meeting if there are not sufficient votes to approve the merger requires the affirmative vote of
holders representing a majority of the shares present in person or by proxy at the special meeting. The persons named as proxies may propose
and vote for one or more adjournments of the special meeting, including adjournments to permit further solicitations of proxies. No proxy voted
against the proposal to approve the Merger Agreement will be voted in favor of any adjournment of the special meeting.
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Under Delaware law, holders of shares of Netsmart common stock are eligible for appraisal rights in connection with the merger. In order to
exercise appraisal rights, you must comply with all of the requirements of Delaware law. See Appraisal Rights beginning on page 53 and Annex
C for information on the requirements of Delaware law regarding appraisal rights.

How You Can Vote

Each share of Netsmart common stock outstanding on [ 11 11 ], 2007, the record date for stockholders entitled to vote
at the special meeting, is entitled to vote at the special meeting. Adoption of the Merger Agreement and approval of

the merger requires the affirmative vote of holders representing at least a majority of the outstanding shares of

Netsmart common stock. BECAUSE APPROVAL OF THE MERGER REQUIRES THE APPROVAL OF
HOLDERS REPRESENTING A MAJORITY OF THE OUTSTANDING SHARES OF NETSMART

COMMON STOCK, FAILURE TO VOTE YOUR SHARES OF NETSMART STOCK (INCLUDING IF YOU
HOLD THROUGH A BROKER OR OTHER NOMINEE) WILL HAVE EXACTLY THE SAME EFFECT AS

A VOTE AGAINST THE MERGER AGREEMENT.

You may vote your shares as follows:

Voting by Mail. If you choose to vote by mail, simply mark your proxy, date and sign it, and return it in the
postage-paid envelope provided.

Voting in Person. You can also vote by appearing and voting in person at the special meeting.

If you vote your shares of Netsmart common stock by submitting a proxy, your shares will be voted at the special meeting as you indicated on
your proxy card. If no instructions are indicated on your signed proxy card, all of your shares of Netsmart common stock will be voted FOR the
adoption of the Merger Agreement and approval of any proposal to adjourn the special meeting, if necessary, to solicit additional proxies in the
event that there are not sufficient votes at the time of the special meeting to approve the proposal to adopt the Merger Agreement. You should
return a proxy by mail, even if you plan to attend the special meeting in person.

Stock Ownership and Interests of Certain Persons; Voting Agreement

As of [ 11 11 ], 2007, the record date for stockholders entitled to vote at the special meeting, the directors and
executive officers of Netsmart and certain former directors owned, in the aggregate, [492,736] shares of Netsmart
common stock, or collectively approximately [7.5]% of the outstanding shares of Netsmart common stock, excluding
549,878 shares issuable currently or issuable within 60 days upon exercise of outstanding options.

Certain members of the Company s management and board of directors have interests that are different from, or in addition to, those of
stockholders generally. Certain members of management may become stockholders in Parent at the completion of the merger though the
contribution of Netsmart stock or options to purchase Netsmart stock to Parent and may therefore retain a continuing equity interest in the
Company s business. Messrs. Conway and Grisanti may collectively own up to approximately 0.92% of Parent upon completion of the merger
and will therefore indirectly own up to approximately 0.92% of the Company (without giving effect to any grant of options pursuant to Parent s
proposed equity incentive plan). Further, Gerald O. Koop has an existing employment agreement with the Company that will continue following
the completion of the merger. It is anticipated that most of the Company s current management will remain in their respective positions with the
Company following the completion of the merger. See Special Factors Interests of Officers and Directors in the Merger beginning on page 45.

In connection with the Merger Agreement, the executive officers of Netsmart and its subsidiaries, the members of Netsmart s board of directors
and certain former members of Netsmart s board of directors
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entered into a voting agreement pursuant to which each of them has agreed to vote their shares in favor of the merger and to refrain from
granting any proxies or entering into any other voting arrangements with respect to, or assigning, encumbering or otherwise disposing of any of,
their Company shares.

How You May Revoke or Change Your Vote

You can revoke your proxy at any time before it is voted at the special meeting by:
e giving written notice of revocation to the Secretary of the Company;
e submitting another later-dated written proxy; or

o attending the special meeting and voting by paper ballot in person. If your Netsmart shares are held in the name of
a bank, broker, trustee or other holder of record, including the trustee or other fiduciary of an employee benefit plan,
you must obtain a proxy, executed in your favor, from the holder of record to be able to vote at the special meeting.

Proxy Solicitation

The Company will pay the costs of soliciting proxies for the special meeting. Officers, directors and employees of Netsmart, and any other
representatives appointed by it from time to time, may solicit proxies by telephone, mail or in person. However, they will not be paid for
soliciting proxies. Netsmart also will request that individuals and entities holding shares in their names, or in the names of their nominees, that
are beneficially owned by others, send proxy materials to and obtain proxies from those beneficial owners, and will reimburse those holders for
their reasonable expenses in performing those services. MacKenzie Partners has been retained by the Company to assist it in the solicitation of
proxies, using the means referred to above, and will receive a fee of $7,500, plus reimbursement of out-of-pocket expenses. The Company may
retain or appoint other representatives from time to time to solicit proxies.

Adjournments

Although it is not expected, the special meeting may be adjourned for, among other reasons, the purpose of soliciting additional proxies to a date
not later than 90 days after the date of the special meeting. You should note that the meeting could be successively adjourned to a specified date
not longer than 90 days after such initial adjournment. If the special meeting is adjourned for the purpose of soliciting additional proxies,
stockholders who have already sent in their proxies will be able to revoke them at any time prior to their use. The persons named as proxies may
propose and vote for one or more adjournments of the special meeting, including adjournments to permit further solicitations of proxies. No
proxy voted against the proposal to adopt the Merger Agreement will be voted in favor of any adjournment of the special meeting.

SPECIAL FACTORS
Background of the Merger

The board of directors and management of the Company regularly review the Company s business and operations, as well as the strategic
alternatives available to maximize stockholder value, including, among others, continuing to operate as a public company, continuing to make
acquisitions, being acquired by a strategic acquirer, partnering with large health care information technology vendors and being acquired by a
financial acquirer. Over the course of the last several years, management approached certain companies in its market seeking strategic
partnership arrangements which could result in the sale of the Company, none of which resulted in discussions that progressed beyond the
preliminary stage or in any partnership arrangements or purchase proposals.
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The Company s attempts to maximize stockholder value have resulted in the Company making a number of acquisitions over the past few years,
the largest of which was the purchase of CMHC Systems, Inc. ( CMHC ) in 2005.

The Company engaged William Blair as its financial adviser in November 2003 in connection with its evaluation of the acquisition of CMHC,
and in connection with that engagement, the Company also engaged William Blair to act as the Company s financial adviser in connection with
any potential sale of the Company. Following the public announcement and consummation of the Company s acquisition of CMHC in

October 2005, a private equity firm ( PE-1 ) approached William Blair and expressed a preliminary interest in acquiring the Company during the
fourth calendar quarter of 2005.

On February 14, 2006, another private equity firm ( PE-2 ) approached a member of the Company s management, resulting in a meeting on
March 24, 2006 with certain members of the Company s management to discuss a potential acquisition of the Company.

During the second calendar quarter of 2006, William Blair held discussions with members of the Company s management regarding various
strategic and financial alternatives, including, among other things, the potential for the Company engaging in a going-private transaction.

On May 11, 2006, at a meeting of the board of directors, Kevin Scalia, then an executive officer of one of the Company s subsidiaries, made a
presentation to the board of directors regarding the Company s strategic direction alternatives, including continuing to operate as a public
company (both with and without continuing acquisitions), being acquired by a strategic acquirer and being acquired by a financial acquirer.

On May 19, 2006, representatives of William Blair attended an informal meeting of the board of directors and made a general presentation
regarding various strategic and financial alternatives for the Company. The presentation considered the relative price performance of the
Company s common stock over the prior twelve month and three year periods, certain valuation metrics, a comparable company overview,
comparable operating and valuation statistics and comparable valuation analyses. It was concluded that William Blair should continue the
exploration of a potential going-private transaction, given the Company s size and operating characteristics, as well as the relative advantages and
disadvantages of continuing to operate as a public company. At the meeting, the board of directors and management considered the alternative of
proactively approaching certain strategic acquirers regarding a potential sale of the Company. In examining the potential for a transaction with
strategic acquirers, it was determined that the potential strategic acquirers in similar segments would either believe that the Company s specific
market segment was too narrow or have insufficient scale and resources to enable them to acquire a company of Netsmart s size. Furthermore,
the board of directors and management considered the fact that Netsmart directly competes with these companies and ultimately made the
determination that the risks involved in such an approach (including the risk of confidentiality leaks that would be detrimental to the Company in
its sales efforts with customers and prospects) outweighed the benefits, especially given its previous preliminary discussions which did not result
in material interest from potential strategic acquirers. At the meeting, the board of directors also discussed certain factors that could have a
negative impact on the Company s stock price in the absence of a going-private transaction, including, among other things, (i) the fact that the
Company s recent growth was primarily due to its acquisitions; (ii) that the number of potential acquisition candidates is becoming limited;

(iii) that the financing for such acquisitions may be difficult due to the Company s limited capital and restricted ability, due to its
historically-limited trading volume and capitalization, to access the capital markets for equity or debt financing for such acquisitions; (iv) the
Company s inability to attract equity research coverage, given its size; (v) the disproportionate cost of being a public company borne by smaller
companies; and (vi) the difficulty of the Company to accurately forecast quarterly revenue and earnings, given the nature of its business.

In July of 2006, another private equity firm ( PE-3 ) independently approached members of the Company s management and expressed a
preliminary interest in acquiring the Company. After executing a
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confidentiality agreement with the Company, PE-3 conducted certain due diligence activities and on July 7, 2006 made a preliminary proposal to
acquire all of the outstanding shares of the Company for $15.00 per share.

On July 13, 2006, in response to the unsolicited expression of interest from PE-3, the board of directors met and unanimously resolved to form a
special committee composed of independent directors to represent the interests of the unaffiliated stockholders of the Company, and resolved
that the Special Committee should retain its own legal advisers. The board of directors formed the Special Committee consisting of Francis
Calcagno, as Chairman, and John S.T. Gallagher, Yacov Shamash and Joseph Sicinski, each an independent disinterested director, to represent
the interests of the unaffiliated stockholders by considering (i) the proposal from PE-3; (ii) whether to solicit third parties with respect to
potential alternative sale transactions; and (iii) the strategy of continuing the Company s business without engaging in such a transaction. At that
meeting, the Special Committee further discussed the risks and benefits of approaching multiple private equity firms in a more formal process
regarding a going-private transaction.

On July 14, 2006, Mr. Calcagno contacted William Blair to reaffirm William Blair s role as the financial adviser to the Company and the Special
Committee. As Chairman of the Special Committee, Mr. Calcagno then authorized William Blair to contact a limited number of additional
private equity firms beyond PE-3 (including Insight, PE-1 and PE-2) to explore each party s interest in acquiring the Company in a going-private
transaction so as to enable the Special Committee to evaluate better the terms of the PE-3 offer. Six parties were chosen based on their stated
interest in, and past history of completing healthcare software buyout transactions of entities similar in size to the Company. Representatives of
William Blair contacted each of these parties over the next two business days. After an initial review of the situation, three of the six parties
informed William Blair that they were not interested in pursuing such a transaction with the Company. The remaining three parties (Insight,

PE-1 and PE-2) indicated that they would be interested in participating in the process and potentially acquiring the Company. The three
interested parties executed confidentiality agreements with the Company to initiate meetings with management and access due diligence
information. Representatives of William Blair also invited PE-3 to participate in the formal process with the three other interested parties by
submitting an update to their July 7, 2006 proposal and requested that Insight, PE-1 and PE-2 provide preliminary written indications of interest
outlining the terms of any proposed acquisition, on or before August 1, 2006. Insight, PE-1 and PE-2 conducted due diligence of the Company
during the weeks of July 17, 2006 and July 24, 2006.

At a telephonic meeting of the Special Committee held on July 31, 2006, in which representatives of Patterson Belknap Webb & Tyler, LLP and
James L. Conway, Chief Executive Officer of the Company, as well as Nancy D. Lieberman of Kramer, Coleman, Wactlar & Lieberman P.C.,
the Company s general counsel, participated, the Special Committee resolved to engage Patterson Belknap Webb & Tyler as its legal adviser.
Representatives from Patterson Belknap Webb & Tyler reviewed the Special Committee s fiduciary responsibilities under Delaware law and the
responsibility and authority of the Special Committee under the resolutions adopted by the board of directors establishing the Special
Committee.

On July 31 and August 1, 2006, the Company received written indications of interest from each of Insight (at $15.40-$15.60 per share), PE-1 (at
$15.75 to $16.75 per share) and PE-2 (at $17.00 per share). Each indication of interest contemplated that there would be management
involvement in the surviving entity, although the amount and structure of such involvement was not specified in detail. On the same day, PE-3

informed representatives of William Blair that it was declining to submit an update to its July 7th proposal of $15.00 per share. On
August 3, 2006, the Special Committee met with representatives of William Blair and Patterson Belknap Webb &
Tyler, Ms. Lieberman and Mr Conway. Karl A. Palasz of William Blair made a presentation reviewing the key
economic terms of the preliminary indications of interest received on July 31 and August 1, as well as PE-3 s
withdrawal from the process which PE-3 communicated to William Blair earlier that day. In addition, Mr. Palasz
reviewed information regarding
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the recent trading performance of the Company s stock and certain valuation analyses regarding the Company based upon the Company s
historical and projected financial results and other relevant factors.

At the meeting of the Special Committee on August 3, 2006, the Special Committee discussed with its advisers, Mr. Conway and Ms. Lieberman
the benefits and risks of conducting a broader auction process regarding the potential sale of the Company (and including potential strategic
acquirers in such a process) as discussed at the informal meeting of the board of directors on May 19, 2006 versus proceeding with the current
process towards a potential transaction with a private equity firm that would allow for the board of directors to explore a potentially superior
proposal from a third party following the execution of a definitive agreement and the public announcement of a going-private transaction.
Following this discussion, the Special Committee again determined, after a review of the factors considered at the informal meeting of the board
of directors on May 19, 2006, that the potential risks of such a broader auction process at this point outweighed the benefits, especially given the
ability of the board of directors to respond to potential superior proposals in the post-announcement, pre-closing period of such a potential
transaction in the event that the Special Committee ultimately determined that it was advisable to proceed with a potential transaction.
Representatives of William Blair also discussed certain preliminary valuation parameters regarding the Company. The Special Committee
instructed William Blair to inform PE-1 and PE-2 that each of them would be permitted to conduct additional due diligence during the
following weeks and would be required to submit their final proposals no later than August 28, 2006 and to inform Insight that, based on the
price then offered by it, it would not be invited to continue in the remainder of the sale process.

During August 2006, PE-1 and PE-2 (along with their respective financial and legal advisers) conducted financial, legal and operational due
diligence on the Company through various meetings and conference calls with management, as well as the review of certain documents
requested from the Company by PE-1 and PE-2.

On August 10 and August 23, 2006, the Special Committee held meetings to discuss the progress of the due diligence processes of PE-1 and
PE-2, and at the August 10, 2006 meeting also discussed the current state of the debt and equity markets for completing a transaction. Mr.
Conway, Ms. Lieberman and representatives of Patterson Belknap Webb & Tyler were present at both meetings. In addition, John Phillips, a
member of the Company s board of directors, and representatives of William Blair attended the August 10, 2006 meeting. On August 28, 2006,
PE-1 and PE-2 submitted their revised proposals with respect to a possible acquisition of the Company. PE-1 submitted a bid of $16.75 per share
and PE-2 reduced its initial bid to $15.00 per share. During this time, representatives of Insight sought to contact Mr. Conway, although during
this period there were no discussions between Insight and Mr. Conway regarding a potential transaction.

On August 29, 2006, the Special Committee had a meeting to discuss the proposals with representatives of William Blair, Patterson Belknap
Webb & Tyler, Messrs. Conway and Grisanti and Ms. Lieberman, now a member of the law firm of Farrell Fritz, P.C. Prior to the meeting,
representatives of William Blair distributed to the Special Committee a written presentation summarizing the sale process to date, the key
economic and other terms of the revised proposals and certain updated valuation analyses regarding the Company. These analyses included a
comparable company trading analysis, comparable M&A transaction analysis, an M&A premiums paid analysis, a discounted cash flow analysis
and a leveraged acquisition analysis. The Special Committee then discussed the alternatives to entering into a transaction, including, among
other things, remaining a public company. The Special Committee again weighed the benefits of being a private company against the benefits of
being a public company, including an analysis of the costs of complying with regulations applicable to public companies, including
Sarbanes-Oxley. After Messrs. Conway and Grisanti and Ms. Lieberman left the meeting, the Special Committee more fully discussed the
hindrances to the Company s potential for increasing value as a public company.
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The members of the Special Committee also discussed, among other things, the following additional issues: the fact that Mr. Conway had
recently been ill and the related management succession issue; the currently full market value of the Company; the volatility of the Company s
stock price due to its status as a micro-cap company; and the need to spend potentially significant amounts on software development in order to
integrate the Company s existing products and develop new products. After consideration, the Special Committee recommended that the board of
directors resolve to authorize its advisers to negotiate a non-binding letter of intent pursuant to which PE-1would be permitted to conduct
additional due diligence and negotiations with the Company and the Special Committee, on an exclusive basis, for a 25-business-day period,
subject to the PE-1 s reaffirmation of its revised proposal following a two-week diligence period. In a meeting of the board of directors
immediately following the meeting of the Special Committee, the board of directors, acting on the Special Committee s recommendation,
authorized William Blair to seek to negotiate a proposed transaction with PE-1 on the terms discussed at the meeting of the Special Committee.

On September 7, 2006, the Company and PE-1 entered into a non-binding letter of intent and thereafter PE-1 conducted additional due diligence
via telephonic and face-to-face meetings with the Company s management. On September 20, Mr. Handen of Insight contacted Mr. Conway on
an unsolicited basis to inquire about Netsmart s process and express Insight s desire potentially to pursue a transaction with the Company at a
price higher than the top end of the valuation range in their July 31, 2006 proposal of $15.60. On September 23, 2006, representatives from PE-1
approached William Blair, stating that the firm was no longer interested in pursuing a potential transaction with the Company at the $16.75 per
share price stated in their letter of intent, but might be interested in pursuing a transaction at a price materially below that level.

On September 25, 2006, William Blair contacted Insight regarding its continued interest in pursuing a going-private transaction involving the
Company.

On September 27, 2006, the Special Committee had a meeting which was attended by its legal advisers, as well as Messrs. Conway and Grisanti
and Ms. Lieberman, to discuss Insight s continued interest in Netsmart. The Special Committee discussed, among other things, the advantages
and disadvantages of continuing discussions with Insight, including Insight s understanding of Netsmart s market position and the behavioral
health information technology industry. The Special Committee authorized the continued exploration during a limited period of time of a
possible transaction with Insight.

From September 27, 2006 through October 4, 2006, Insight conducted continued due diligence of Netsmart, including a meeting at Netsmart s
offices on September 28, 2006 at which the Company s executives made presentations regarding Netsmart s business and financial condition.

On October 4, 2006, Insight submitted to the Company an updated written indication of interest to acquire Netsmart at a price of $16.40 per
share.

On October 4, 2006, Netsmart s senior management engaged Morrison Cohen LLP to act as legal adviser to the members of the Company s
management, consisting of Mr. Conway and Mr. Grisanti, who would be employed by, and possibly reinvesting in, the Company upon
completion of the proposed transaction.

On October 5, 2006, the Special Committee met with its legal and financial advisers, as well as Ms. Lieberman, Mr. Conway and Mr. Grisanti.
Representatives from William Blair presented Insight s proposal to the Special Committee and discussed with the Special Committee the
possibility of negotiating a slightly higher purchase price. Following discussions with William Blair later that day, Insight delivered a written
proposal to acquire the Company at $16.50 per share.

On October 6, 2006, the Company and Insight entered into an exclusivity agreement based on Insight s proposal pursuant to which Insight was
required to deliver, by October 23, 20006, a draft purchase
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agreement that met certain conditions in order to continue the period of exclusive negotiations between Insight and the Company, which period
was set to run until the earlier of (i) the execution of a definitive purchase agreement by the Company and Insight and (ii) 5:00 p.m., New York
time, on November 3, 2006.

On October 6, 2006, Insight conducted due diligence and meetings with the Company s management at the Company s offices. On October 11
and October 12, 2006, Insight conducted additional due diligence meetings at the offices of the Company at which representatives of William
Blair were present, and Insight, its financial and legal advisers and potential lending sources conducted ongoing diligence activities throughout
the month of October 2006.

On October 17, 2006, O Melveny & Myers LLP, counsel to Insight, delivered to Patterson Belknap Webb & Tyler an initial draft of the Merger
Agreement.

On October 19, 2006, Mr. Conway and Mr. Scalia met with representatives of Insight and four potential lenders to conduct initial due diligence
and introductory meetings with members of the Company s management.

On October 26, 2006, at a meeting of the Special Committee with Mr. Conway, Ms. Lieberman and the Special Committee s legal advisers
present, it was decided that the draft purchase agreement delivered by O Melveny & Myers met the requirements set out in the exclusivity letter
with Insight: it contained terms substantially consistent with the $16.50 per share offer and was one that Insight or an affiliate of Insight would
be willing to execute and deliver, upon delivery of satisfactory disclosure schedules and other exhibits and related agreements confirming in
substance Insight s due diligence. Mr. Cox of Patterson Belknap Webb & Tyler summarized the status of the legal due diligence, noting that the
Company, William Blair and Patterson Belknap Webb & Tyler had augmented the information that Insight and its advisers have been reviewing.
Mr. Cox discussed the fact that the exclusive negotiation period with Insight was set to expire on November 3, 2006, and that Insight s counsel
had requested an extension of the exclusive negotiation period in order to complete its due diligence. The Special Committee resolved to
delegate authority to Mr. Conway and Mr. Calcagno to extend the exclusive negotiation period.

On October 30, 2006, Mr. Scalia met with representatives of Bessemer and provided an overview of the Company.

On October 31, 2006, the Special Committee, representatives of William Blair and Patterson Belknap Webb & Tyler and Messrs. Conway and
Scalia had an informal telephonic meeting to discuss the draft Merger Agreement prepared by O Melveny & Myers LLP. Mr. Conway also
reported that Insight had brought four potential lenders to the Company the previous week to conduct initial due diligence and introductory
meetings with members of the Company s management.

On November 1, 2006, Messrs. Conway, Scalia and Tillinghast made a due diligence presentation to Insight at Insight s offices in New York,
New York. At the presentation, they provided information regarding the Company s operations, the recent performance of the Company s
business as well as its business plan and future prospects.

On November 2, 2006, the Special Committee held a telephonic meeting with Mr. Conway, representatives of Patterson Belknap Webb & Tyler,
and Ms. Lieberman. The Special Committee discussed the status of Insight s due diligence. The Special Committee also discussed the status of an
extension of the exclusivity period with Insight. The members of the Special Committee, with only representatives of Patterson Belknap

Webb & Tyler and Ms. Lieberman present, then discussed the status of the negotiations of employment agreements between Insight and key
members of the Company s management in relation to the Special Committee s purpose of achieving the greatest value for the Company s
stockholders.
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Throughout the week of November 6, 2006, Insight and its representatives continued their due diligence investigation while Insight s and the
Special Committee s respective legal advisers continued to negotiate the terms of the draft Merger Agreement. During that period, Insight, certain
members of the Company s management and their respective legal advisers commenced the negotiation of the terms of the management
compensation arrangements.

During a telephone conference on November 6, 2006 among the legal advisers for the Special Committee and Insight, the legal advisers agreed
upon a list of key legal issues raised by the draft Merger Agreement prepared by O Melveny & Myers LLP. Issues identified included, among
other things:

e The Sponsors proposed financing condition that would allow Sponsors not to complete the transaction should
Insight s financing sources not finance the deal for any reason.

e Proposal of the Company to include a reverse breakup fee to cover the Company s expenses (capped at 1% of the
aggregate purchase price) if the Company terminates the Merger Agreement because of a breach by Insight, and a
guaranty of such payment.

e Proposal of the Company to eliminate the termination fee if the Company s stockholders vote against the proposed
transaction.

e Proposal of the Company that it be permitted to terminate the agreement upon a change in recommendation
resulting from the receipt of a superior proposal.

e Request by the Company to shorten the tail to 6 months for termination fees payable in the event of a post-closing
deal with a party that had not made a proposal at the time of the termination of the Merger Agreement.

On November 8, 2006, there was an informal telephonic meeting among Mr. Conway, certain members of the Special Committee, the Special
Committee s legal and financial advisers and Ms. Lieberman. The participants discussed the status of the proposed transaction, including Insight s
continuing due diligence, the negotiation of the terms of the draft Merger Agreement and anticipated timing of the proposed transaction. Counsel
to the Special Committee led a preliminary discussion of the open issues in the draft Merger Agreement that were raised on the November 6,

2006 telephone conference with Buyer s counsel and were further refined with Buyer s counsel earlier in the day.

On November 9, 2006, at a meeting of the Compensation Committee of the board of directors at which Mr. Conway, Ms. Lieberman and
representatives of Morrison Cohen were present, the independent directors who were members of that committee were advised by Ms. Colleen
Westbrook of Morrison Cohen that the Sponsors were seeking concessions from Mr. Conway with respect to the change in control and other
payments to which he would be entitled upon consummation of the merger. The members of the Compensation Committee discussed the fact
that the Sponsors were using the terms of Mr. Conway s post-merger employment as a template so that similar concessions would be requested
from Mr. Grisanti. In response to a question from a member of the Compensation Committee regarding the likelihood of resolution of these
issues, Ms. Westbrook stated that such issues are typically resolved in connection with mergers and acquisitions.

On Sunday, November 12, 2006, Insight presented the Company with drafts of the debt commitment letter that it was simultaneously negotiating
with Wells Fargo Foothill, Inc. ( WFF ).

On November 15, 2006, members of the Special Committee had an informal telephonic meeting with their legal and financial advisers, as well
as Ms. Lieberman, to discuss the status of the open issues in the draft Merger Agreement in anticipation of the Special Committee s and the board
of directors respective meetings the next day.
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The Special Committee met telephonically on Thursday, November 16, 2006, with its legal and financial advisers as well as Mr. Conway, John

F. Phillips and Gerald O. Koop, directors, Mr. Grisanti and Ms. Lieberman. At this meeting, representatives of William Blair delivered the
presentation described under Special Factors Opinion of Netsmart s Financial Advisor. This presentation contained a draft of William Blair s
financial analyses based on the offer price of $16.50 per share. At this meeting, legal counsel to the Special Committee reviewed the terms of the
Merger Agreement, discussed the fact that Bessemer had agreed to join Insight to provide a portion of the equity financing for the proposed
transaction, and discussed the fact that WFF had delivered to Insight a debt commitment letter, committing financing of up to $55 million
(including a $5 million revolving credit line) with limited conditions to closing the debt financing transaction. Representatives of Patterson
Belknap Webb & Tyler further discussed the open items in the draft Merger Agreement that needed to be resolved with Buyer s counsel. The
Special Committee authorized its legal and financial advisers to present the following proposal to Buyer to be taken as a package:

e Financing Condition: The Company would be willing to accept the Sponsors financing condition provided that
(1) the failure of those closing conditions set forth in the debt commitment letter that are solely within the Sponsors
control would not give Parent the right to exercise the financing condition, and (ii) if the Buyer avails itself of the
financing condition (and all other conditions have been met by the Company), then it agrees to pay the Company s
expenses (capped at 1% of the aggregate merger consideration).

e Termination Fee Events: The Company would agree to the payment of a termination fee if the agreement is
terminated following the drop dead date of May 15, 2007 or after the Buyer s termination upon breach by the
Company when (i) at the time of termination there shall have been an acquisition proposal, and within 12 months
thereafter the Company consummates a transaction with the party making such proposal or (ii) within 6 months of the
termination of the agreement the Company consummates a transaction with any other party with respect to an
acquisition of 35% or more of its equity or assets.

e Reverse Termination Fee: If the Company terminates the Merger Agreement because of a breach by the Buyer,
then the Buyer would agree to pay the Company s expenses (capped at 1% of the aggregate merger consideration).

e The Sponsors must guaranty or backstop the reverse termination fees.

The Special Committee, the board of directors and Mr. Scalia met with the Special Committee s legal and financial advisers and Ms. Lieberman
at the Company s headquarters on the morning of November 17, 2006 to consider the proposed transaction. Representatives of Patterson Belknap
Webb & Tyler informed the Special Committee that their package proposal had been substantially accepted by the Buyer and then discussed the
terms of the proposed Merger Agreement, including a detailed discussion of the events that could potentially lead to termination of the Merger
Agreement.

At the November 17, 2006 meeting of the Special Committee at which other members of the board of directors were present, representatives of
William Blair discussed the projections supplied by the Company, taking into account the Company s historical organic growth rate and

operating margins, the Company s recently announced quarterly results and the recent and longer-term trading history of the Company s common
stock. Representatives of William Blair then reviewed the valuation materials they had distributed and presented in full to the Special Committee
at the meeting of the Special Committee the previous day. The representatives of William Blair again reviewed with the board of directors the
work they had completed to assess the fairness of the proposed transaction and the assumptions made in the course of its analysis. William Blair
then rendered its oral opinion to the Special Committee, subsequently confirmed in writing on November 18, 2006, that the consideration to be
received by the holders of shares of the Company s common stock other than the Management Investors, the Sponsors and their respective
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affiliates pursuant to the proposed transaction with the Buyers is fair from a financial point of view to such holders.

The Special Committee then met with its legal and financial advisers, as well as Ms. Lieberman, to discuss the merits and risks of the proposed
transaction with the Buyer. Representatives of Patterson Belknap Webb & Tyler reviewed the Special Committee s fiduciary duties under
Delaware law. The Special Committee unanimously determined that the merger with the Buyer on the terms proposed by the Merger Agreement
was advisable, fair to and in the best interests of the Company s stockholders. The Special Committee approved, and recommended that the board
of directors approve, the Merger Agreement and the transactions contemplated thereby. The Special Committee also recommended that the

board of directors recommend that the stockholders of the Company approve the merger and approve and adopt the Merger Agreement. The
Special Committee also recommended that the board of directors approve the transaction which may result in the acquiring company and its
affiliates becoming interested stockholders within the meaning of Section 203 of the General Corporation Law of the State of Delaware.

Later that morning, following the combined meeting of the board of directors and the Special Committee and then of the Special Committee
only, the board of directors met at the offices of the Company to consider the Buyer s proposal and the recommendation of the Special
Committee. The board of directors discussed the risks associated with the transaction, including the financing and other closing conditions.

Mr. Conway advised the members of the board of directors that management s negotiations with Buyer regarding the terms of employment for
him and Mr. Grisanti effective upon the consummation of the merger were substantially completed, that revised agreements had not yet been
provided but that definitive agreements were expected to be executed prior to the close of business on that day. The board of directors was
advised that additional agreements with other members of senior management, if any, are to be negotiated and agreed after the execution of the
Merger Agreement and, as such, would not be conditions to the execution of the Merger Agreement or the closing of the merger. After further
discussion, the board of directors (other than Mr. Conway, who recused himself) unanimously declared the merger and the Merger Agreement
advisable, fair to and in the best interests of Netsmart s stockholders, approved the merger and the Merger Agreement, and resolved to
recommend that Netsmart s stockholders adopt the Merger Agreement and approve the merger. The board of directors authorized Mr. Conway to
execute the Merger Agreement. The board of directors also authorized Mr. Calcagno to extend Insight s exclusivity period, if necessary to
complete the Merger Agreement in the event that the employment agreements were not finalized prior to the scheduled expiration of Insight s
exclusivity period at the close of business on November 17, 2006. Pursuant to that authorization, Mr. Calcagno extended the exclusivity period
until noon E.S.T. on November 18, 2006.

On November 18, 2006, Messrs. Conway and Grisanti and representatives of Morrison Cohen LLP on the one hand and representatives of Buyer
and O Melveny & Myers LLP counsel to Buyer, on the other hand, negotiated the final terms of management s employment arrangements. Upon
finalization of such arrangements, Netsmart executed and delivered the Merger Agreement and related agreements.

Following the execution of the Merger Agreement and related agreements on November 18, 2006, the Company issued a press release
announcing the merger on the morning of November 20, 2006 and filed a Form 8-K with the SEC, including the press release and the Merger
Agreement as exhibits.

On November 30, 2006, the Company filed a Form 8-K/A providing supplemental information regarding the new employment agreements of
Messrs. Conway and Grisanti which will be effective upon consummation of the merger.

Fairness of the Merger, Recommendation of the Special Committee and Netsmart s Board of Directors

The Special Committee. The Special Committee, acting with the advice and assistance of its legal and financial advisers,
evaluated and negotiated the merger proposal, including the terms and conditions of the
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Merger Agreement. The Special Committee unanimously resolved to recommend to Netsmart s board of directors that (i) the board approve and
declare advisable the Merger Agreement and the transactions contemplated thereby, including the merger and (ii) the board recommend the
adoption of the Merger Agreement by the Company s stockholders.

In the course of reaching its determination, the Special Committee considered the following substantive factors and potential benefits of the
merger, each of which the Special Committee believed supported its decision:

e its belief that the merger was more favorable to unaffiliated stockholders than the alternative of remaining a
stand-alone, independent company, because of the uncertain returns to such stockholders if the Company remained
independent in light of the Company s business, operations, financial condition, strategy and prospects; as well as the
risks involved in achieving those returns, the nature of the industry in which the Company competes, and general
industry, market and regulatory conditions, both on an historical and on a prospective basis;

e its belief that the merger was more favorable to unaffiliated stockholders than the potential value that might result
from other strategic alternatives available to the Company, including, among others, remaining an independent
company and pursuing the current strategic plan, pursuing a significant acquisition, seeking strategic partnership
arrangements or pursuing a sale to or merger with a company in the same markets, given the potential rewards, risks
and uncertainties associated with those alternatives;

e the fact that, prior to entering into the Merger Agreement, the Company had been engaged in a competitive bid
process which included the solicitation of indications of interest from seven potential financial buyers, the delivery of
corporate and financial information to three potential acquirers that signed a confidentiality agreement with Netsmart,
the receipt and response to inquiries from three potential acquirers, and the receipt and evaluation of indications of
interest from one potential acquirer, which subsequently determined not to proceed with a transaction at its initial bid
price. See  Background of the Merger.

e its belief that no other alternative reasonably available to the Company and its stockholders would provide greater
value to stockholders within a timeframe comparable to that in which the merger would be completed in light of the
fact that the offer from the Sponsors was the highest firm offer received after a competitive bid process;

o the fact that the merger consideration of $16.50 per share is all cash, so that the transaction allows the Company s
unaffiliated stockholders to realize in the near term a fair value, in cash, for their investment and provides such
stockholders certainty of value for their shares;

e Netsmart s historical and current financial performance and results of operations, its prospects and long-term
strategy, its competitive position in its industry, the outlook for the behavioral healthcare market and general stock
market conditions;

e the historical market prices of Netsmart common stock, including the market price of the Netsmart common stock
relative to those of other industry participants and general market indices, and recent trading activity, including the

fact that the $16.50 per share merger consideration represented a 6.7% premium over Netsmart s closing stock price on
November 16, 2006 (the last business day prior to the approval of the transaction), and a 24.1% premium over
Netsmart s average share price for the 20 trading day period ended November 16, 2006;

e its belief that Netsmart s stock price was not likely to trade at or above the $16.50 price offered in the merger in
the near future. The board based this belief on a number of factors, including: the directors knowledge and

understanding of the Company and its industry; management s
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projections and the Company s business plan; and the various valuation methodologies and analyses prepared by William Blair and described
under Special Factors Opinion of Netsmart s Financial Advisor below;

e the financial analysis reviewed by William Blair at the meetings of the Special Committee on November 16 and
17,2006 and at the meeting of the board of directors on November 17, 2006, and the opinion of William Blair,

described in detail under Special Factors Opinion of Netsmart s Financial Advisor that, as of November 17, 2006 (as
confirmed in its written opinion dated November 18, 2006), and based on and subject to the various factors,

assumptions and limitations set forth in its opinion, the $16.50 per share merger consideration to be received by

holders of shares of Netsmart common stock (other than the Management Investors, the Sponsors and their respective
affiliates) was fair, from a financial point of view, to the holders of such shares;

e the efforts made by the Special Committee and its advisers to negotiate a Merger Agreement favorable to the
Company and its unaffiliated stockholders and the financial and other terms and conditions of the Merger Agreement;
and

e the fact that, subject to compliance with the terms and conditions of the Merger Agreement, the Company is
permitted to terminate the Merger Agreement, prior to the adoption of the Merger Agreement by our stockholders, in
order to approve an alternative transaction proposed by a third party that is a superior proposal as defined in the
Merger Agreement, upon the payment to the Buyer of a termination fee of 3.0% of the total equity value of the
transaction and its belief that such termination fee was reasonable in the context of break-up fees that were payable in
other transactions and would not impede another party from making a competing proposal. The Special Committee
believed that these provisions were important in ensuring that the transaction would be fair and the best available to
Netsmart s unaffiliated security holders and providing the Special Committee with adequate flexibility to explore
potential transactions with other parties.

The Special Committee also considered a number of factors relating to the procedural safeguards involved in the negotiation of the merger,
including, among others, those discussed below, each of which it believed supported its decision and provided assurance of the fairness of the
merger to the unaffiliated stockholders of Netsmart:

e the fact that, other than for customary fees payable to members of the Special Committee (that were not

contingent on the Special Committee s recommendation of a transaction or the consummation of a transaction) and the
receipt of payment for stock options that will be cancelled in accordance with the terms of the Merger Agreement, the
directors (other than Messrs. Conway and Koop in their capacity as continuing employees) will not receive any
consideration in connection with the merger that is different from that received by any other unaffiliated stockholder
of the Company;

e the fact that the consideration and negotiation of the transaction was conducted entirely under the oversight of the
members of the Special Committee consisting of all members of Netsmart s board of directors other than those
directors who are members of management or former members of management, and no limitations were placed on the
authority of the Special Committee. Accordingly, the Special Committee was free to explore a transaction with any
other bidder it determined was more favorable or likely to be more favorable than Buyer. The purpose for establishing
the Special Committee and granting it the authority to review, evaluate and negotiate the terms of the transaction on
behalf of the Company was to ensure that the Company s unaffiliated security holders were adequately represented by
disinterested persons. None of the members of the Special Committee have any financial interest in the merger that is
different from the Company s unaffiliated security holders generally (other than the exchange of options to acquire
shares of Netsmart common stock in accordance with the terms of the Merger Agreement);
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o the fact that the Special Committee had ultimate authority to decide whether or not to proceed with a transaction
or any alternative thereto, subject to our board of directors approval of the Merger Agreement following its approval
by the Special Committee;

e the fact that the financial and other terms and conditions of the Merger Agreement were the product of
arm s-length negotiations between the Special Committee and its advisers, on the one hand, and Insight and its
advisers, on the other hand;

e the fact that Netsmart is permitted under certain circumstances to respond to inquiries regarding acquisition
proposals and, upon payment of a termination fee, to terminate the Merger Agreement in order to complete a
transaction with respect to a superior proposal as such term is defined in the Merger Agreement;

e the fact that the Special Committee retained and received advice from its own independent legal counsel in
negotiating and recommending the terms of the Merger Agreement;

e the fact that the opinion of William Blair addresses the fairness, from a financial point of view, of the merger
consideration to be received by unaffiliated stockholders;

e the fact that the transaction will be subject to the approval of Netsmart stockholders and that members of

Netsmart s senior management and of the board of directors do not own a significant enough interest in the voting
shares of Netsmart to substantially influence the outcome of the stockholder vote. As of [ 1, [ 11 1, 2007, the
record date for the special meeting, these persons collectively owned an aggregate of 492,736 shares, representing
approximately 7.5% of Netsmart s outstanding common stock, excluding 549,878 shares issuable currently or issuable
within 60 days upon exercise of outstanding options. These shares consist of 106,348 shares owned by James L.

Conway, 104,815 shares owned by Anthony F. Grisanti and an aggregate 281,573 shares owned by the other members
and former members of the board of directors. See Special Factors Interests of Officers and Directors in the Merger
beginning on page 45; and Common Stock Ownership of Management, Executive Officers and Certain Beneficial
Owners beginning on page 68;

o the likelihood of the Sponsors obtaining the required debt financing for the transaction, given the solidity of the
commitment letter from WFF; and

e the fact that under Delaware law, the stockholders of the Company have the right to demand appraisal of their
shares. See Appraisal Rights beginning on page 53.

The Special Committee was aware of and also considered the following adverse factors associated with the merger, among others:

e that the public stockholders of Netsmart will have no ongoing equity participation in the surviving corporation
following the merger and will cease to participate in Netsmart s future earnings or growth, or to benefit from any
increases in the value of Netsmart stock;

e that if the merger is not completed, Netsmart will be required to pay its fees associated with the transaction as
well as, under certain circumstances, reimburse Buyer for its out-of-pocket expenses associated with the transaction;

e the limitations on Netsmart s ability to solicit or engage in discussions or negotiations with a third party regarding
specified transactions involving Netsmart and the requirement that Netsmart pay Buyer a $3,472,388 termination fee
(less any amount of reimbursement of the Buyer and Merger Sub s expenses previously paid by Netsmart up to a
maximum of $1,157,463) (which amounts assume no exercise of options or warrants since the date of the Merger
Agreement) in order for the board of directors to accept a superior proposal;
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e that if the merger is not completed, Netsmart may be adversely affected due to potential disruptions in its
operations, including the diversion of management and employee attention, potential employee attrition and the
potential effect on the Company s business and its business relationships;

e the fact that Netsmart is entering into a merger agreement with a newly formed corporation (Merger Sub) with
essentially no assets and, accordingly, that any remedy in connection with a breach of the Merger Agreement by
Merger Sub could be limited, although the Sponsors have agreed to fund Merger Sub in the event that it is obligated to
pay the Company s expenses upon certain terminations of the Merger Agreement and the Sponsors have provided
equity commitment letters;

e the fact that the funding of the financing contemplated by the debt commitment letter issued to Buyer, or
alternative financing on terms that are not materially less favorable to Buyer than those contained in the Debt
Commitment Letter from WFF, is a condition to Buyer and Merger Sub s obligation to complete the merger; and

e that Netsmart s business operations will be restricted prior to the completion of the merger.

In addition, the members of the Special Committee were aware that the Company s senior management would be entering into arrangements with
Sponsors simultaneous with the execution of the Merger Agreement providing that such persons would remain employed by the surviving entity
in substantially their respective current capacities following the completion of the transaction and that, at the option of the Sponsors, such

persons may reinvest a portion of their proceeds from the merger into the Parent upon the completion of the transaction. The members of the
Special Committee were made aware that the Sponsors were seeking concessions from Messrs. Conway and Grisanti with respect to the

payments to which they would be entitled upon the consummation of the merger. While the members of the Special Committee were generally
aware of these interests (although not the specific terms of each of the management arrangements), the Special Committee s primary concern was
to ensure that the per share merger consideration and other terms of the Merger Agreement were fair to and in the best interests of the Company s
unaffiliated security holders. See Special Factors Interests of Officers and Directors in the Merger beginning on page 45.

In analyzing the transaction, the Special Committee relied on the William Blair Opinion and the analyses and methodologies as a whole used by
William Blair in its Opinion. See Special Factors Opinion of Netsmart s Financial Advisor beginning on page 33. William Blair s analyses were
based, in part, upon certain projections provided by management, but did not include an independent analysis of the liquidation value or book

value of Netsmart. The Special Committee, relying on William Blair s analysis, did not consider liquidation value as a factor because Netsmart is

a viable going concern business and the trading history of Netsmart s common stock is an indication of its value as such. In addition, due to the

fact that Netsmart is being sold as a going concern, the Special Committee did not consider the liquidation value of Netsmart relevant to a
determination as to whether the merger is fair to the Company s unaffiliated security holders. Further, the Special Committee did not consider net
book value to be a material indicator of the value of Netsmart because it understates its value as a going concern, but instead considered it to be
indicative of historical costs. However, the Special Committee considered that the net book value of $5.73 per share as of September 30, 2006,

was less than the purchase price of $16.50 per share offered in the merger.

Our Board of Directors. Our board of directors (with Mr. Conway recusing himself), acting in large part upon the
unanimous recommendation of the Special Committee and the Opinon, at a meeting described above on
November 17, 2006, (i) determined that the Merger Agreement and the transactions contemplated thereby,
including the merger, are advisable, fair to and in the best interests of the Company and its unaffiliated
stockholders; (ii) approved the Merger Agreement and the transactions contemplated thereby, including the
merger; and (iii) recommended the adoption by our stockholders of the Merger Agreement. In reaching these
determinations, our board of directors considered (i) the presentation of
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William Blair that was prepared for the Special Committee and which was delivered to the board of directors at the request of the
Special Committee, as well as the fact that the Special Committee received an opinion delivered by William Blair as to the fairness, from
a financial point of view, to the Company s unaffiliated stockholders of the merger consideration to be received by such holders in the
merger and (ii) the unanimous recommendation and analysis of the Special Committee, as described above, and adopted such
recommendation and analysis in reaching its determinations.

In view of the large number of factors considered in connection with the evaluation of the Merger Agreement and the merger and the complexity
of these matters, except as expressly noted above, the board of directors did not consider it practicable to, nor did it attempt to, quantify, rank or
otherwise assign relative weights to the specific factors it considered in reaching its decision, nor did it evaluate whether these factors were of
equal importance. In addition, each director may have given different weight to the various factors. The Special Committee and the board of
directors held extensive discussions with William Blair with respect to the quantitative and qualitative analyses of the financial terms of the
merger. The Special Committee and the board of directors conducted a discussion of, among other things, the factors described above, including,
asking questions of Netsmart management and the Company s financial and legal advisers, and reached the conclusion that the merger is fair to
and in the best interests of Netsmart stockholders.

Other than as described in this proxy statement, Netsmart is not aware of any firm offers by any other person during the prior two years for a
merger or consolidation of Netsmart with another company, the sale or transfer of all or substantially all of Netsmart s assets or a purchase of
Netsmart s securities that would enable such person to exercise control of Netsmart.

Mr. Conway, the Chairman of our board of directors and our Chief Executive Officer, who will be employed by Parent and who will receive
equity securities in Parent upon completion of the merger, recused himself from the foregoing determination and approval due to his
involvement in the transaction.

Our board of directors recommends that you vote FOR the adoption of the Merger Agreement.

Provisions for Unaffiliated Stockholders

No provisions were made in connection with the merger to grant unaffiliated stockholders access to our corporate files or those of Buyer or its
affiliates or to obtain counsel or appraisal services at our expense or at the expense of Buyer or its affiliates. No appraisal services were retained
on behalf of the unaffiliated stockholders. In addition, in order to adopt the Merger Agreement and approve the transactions contemplated
thereby, holders of a majority of the outstanding shares of Netsmart s common stock entitled to vote must vote in favor of adopting the Merger
Agreement, irrespective of whether a majority of outstanding shares of Netsmart s common stock entitled to vote held by unaffiliated
stockholders are voted in favor of adopting the Merger Agreement; however, as of November 30, 2006, only 492,736 shares, representing
approximately 7.5% of the outstanding common stock as of that date, excluding 549,878 shares issuable currently or issuable within 60 days
upon exercise of outstanding options, are owned by executive officers, directors and certain former directors that have agreed to vote in favor of
the merger.

The Executive Officers Reasons for the Merger

Messrs. Conway and Grisanti (for the purpose of this section and  Position of the Executive Officers Regarding the Fairness of the Merger
collectively, the executive officers ) believe that, as a public company, the price of the Company s common stock reflects an undue emphasis on
short-term, quarter-to-quarter results. Accordingly, the primary purpose of the merger for the executive officers is to afford the Company greater
operating flexibility, allowing management to concentrate on long-term growth and to reduce its focus on the quarter-to-quarter performance

often emphasized by the public
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markets. Moreover, the executive officers believe that taking the Company private will better enable the Company to incentivize a large group of
management employees going forward, by allowing them potentially to benefit from any long-term growth of the Company, which they expect
will help retain these employees and cause the Company to continue to prosper following the closing of the transaction. The merger also will
enable the Company s stockholders, including the executive officers (with respect to a significant portion of their holdings), to realize
immediately the value of their investments in the Company through their receipt of the per share merger consideration of $16.50 in cash. In
addition, the merger may allow those members of the Company s management who invest in Parent to benefit from any future long-term growth
of the Company after its stock ceases to be publicly traded.

The executive officers also discussed certain factors that could have a negative impact on the Company s stock price in the absence of a
going-private transaction, including, among other things, (i) the fact that the Company s recent growth was primarily due to its acquisitions; (ii)
that the number of potential acquisition candidates is becoming limited; (iii) that the financing for such acquisitions may be difficult due to the
Company s limited capital and restricted ability, due to its historically-limited trading volume and capitalization, to access the capital markets for
equity or debt financing for such acquisitions; (iv) the Company s inability to attract equity research coverage, given it size; (v) the
disproportionate cost of being a public company borne by smaller companies; and (vi) the difficulty of the Company to accurately forecast
quarterly revenue and earnings, given the nature of its business.

Position of the Executive Officers Regarding the Fairness of the Merger

Under the rules promulgated under the Securities Exchange Act of 1934, as amended, which we refer to in this proxy statement as the Exchange
Act, governing going private transactions, each of the executive officers may be deemed to be an affiliate of Netsmart. Due to the fact that
following the merger there will be no increase in the compensation paid to the executive officers, the executive officers employment agreements
will be economically less favorable to them than their current employment agreements and the executive officers equity participation, including
options to be granted to them pursuant to their employment agreements and any additional investment made at the election of the Sponsors, will
be minimal (See Interests of Officers and Directors in the Merger ), none of Netsmart, the executive officers, Parent, Buyer or Merger Sub
believes that the executive officers will be affiliates of Parent, Buyer and Merger Sub. Nevertheless, the executive officers have made a
determination regarding the fairness of the merger. The executive officers have provided to Netsmart the statements contained in this section and
in the section entitled The Executive Officers Reasons for the Merger . The statements included in this section and in The Executive Officers
Reasons for the Merger are provided solely for the purpose of providing additional information to the stockholders in making their determination
whether to vote for the adoption of the Merger Agreement and the approval of the transactions contemplated thereby.

Each of the executive officers, each of whom may become a Management Investor at the election of the Sponsors upon consummation of the
merger, believes that the merger and the Merger Agreement are fair to Netsmart and the unaffiliated stockholders of Netsmart from a financial
point of view. The views of the executive officers as to the fairness of the Merger Agreement and the merger should not be construed as a
recommendation to any stockholder as to how that stockholder should vote on the proposal to adopt the Merger Agreement and approve the
transactions contemplated thereby.
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In reaching their respective determinations, the executive officers considered the positions of the Special Committee, as well as a number of
substantive factors favoring the merger and potential benefits of the merger, including, among other things, those discussed below, each of
which they believed supported their respective determinations:

e the current and historical market prices of Netsmart s common stock, including the fact that the merger
consideration of $16.50 per share represented a 6.7% premium over Netsmart s closing stock price on November 16,
2006 (the last business day prior to the approval of the transaction), and a 24.1% premium over Netsmart s average
share price for the 20-trading day period ended November 16, 2006;

e the fact that the merger consideration will be all cash, which provides liquidity and certainty of value to
Netsmart s stockholders;

e the fact that under certain circumstances described under The Merger Agreement Reimbursement of Expenses;
Termination Fee, Buyer may be required to reimburse up to a maximum of $1,157,463 of Netsmart s expenses
incurred in connection with the Merger Agreement if Buyer exercises its right not to complete the merger based on the
failure to obtain financing solely due to conditions solely in the control of Buyer (which amount assumes no options
or warrants have been exercised or new shares issued by Netsmart after the