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COMPANY PROFILE

National Research Corporation, headquartered in Lincoln, Nebraska, is dedicated to
improving healthcare in the United States and Canada, and does so through hundreds
of committed associates engaged in various aspects of our business:

NRC Picker
The expert in patient-centered care, enabling healthcare organizations to improve the
most important aspects of the patient experience.

NRC Payer Solutions
The standard in predictive health risk assessment and information for proactive

management of consumers’ health.

NRC Healthcare Market Guide
The indispensable resource for consumers’ healthcare preferences and needs.

The Governance Institute
The authoritative source for effective hospital and health systems governance.

ANNUAL REPORT

The annual meeting of shareholders will be held on May 2, 2008, at 9:00 a.m. (local
time) at the Company’s corporate offices, 1245 Q Street, Lincoln, Nebraska 68508.




TO OUR SHAREHOLDERS:

Past letters have largely highlighted achievements of various National Research Corporation associates, profiles of clients we serve,
our operating performance as a Compary, and the trends within the healthcare industry. 1 dedicate this letter to our shareholders.
Our shareholders include associates that work at NRC, our neighbors, and individuals across this and other countries. Shareholders
also include large and small investment funds and institutions behind which is another person, just like our associates and neighbors,
making investment decisions in which NRC is just one of thousands of alternatives.

Not unlike the trust that someone would place in you to handle their life savings, | feel we, as an organization, have a special
obligation to our shareholders to do the right things the right way all the time. Unlike many companies in today’s world, where
doing what’s right seems difficult, I actually see it as effortless because NRC management are fellow shareholders, different only in
that we are a little closer to the front line. This ensutes, | believe, all major decisions are being made by people in vour shoes, fellow
shareholders that personally live with the decisions being made.

Tt amazes me when company leaders who hold minimal or no stock in their company often suggest that such company has a bright
future, is undervalued, and/or go to great lengths to showcase it as an attractive investment. If such were the case, why are their
personal funds invested elsewhere? Rest assured, NRC management’s personal net worth is all about NRC stock. While this fact
does not suggest we have a corner on making all the right business decisions, it does keep us sharcholder-focused. As an example
of our shareholder basis, I've outlined our stance on a few topics that have been in the news.

Stock Optons—We use stock options, however sparingly, with a stated goal of aligning incentves of key leaders with all
shareholders through equity ownership and not as an execute and sell means to garner higher annual compensatdon. We also, far
before backdating made headlines, established a fixed date on which our annual option grants would be awarded each year. We have
no crystal ball to suggest January 5 is to anyone’s advantage or disadvantage over the next 20 years, but that is the date.

Share Repurchases—Our share repurchase program is limited to offsetting options granted which, if gone unchecked, would create
dilution to current shareholders. We do not repurchase shares when we believe the Company is undervalued, or stop repurchasing
if perception is one of overvalue. In fact, we don’t even waste our time asking the question. Consequently, no one should look at
our share repurchasing as any signal to the market. After all, it is only shareholders via the market thar have the right to deem what
is an approptiate value.

Dividends—We will return to shareholders, via dividends, cash in excess of what is needed to grow in a prudent fashion. After all,
it is your money—the shareholders—not management’s. Some organizations seem to forget this point. That said, while we will
never view a cash surplus as the opportunity to bet on a long shot, we as well would never hesitate to stop a dividend if the cash
was for a sure bet.

Golden Parachutes—We will not provide management with preferential guarantees such as golden parachutes or the like. We keep
management’s compensaton short on salaries and long on performance incentives, as it should be. If things go south, we all go
south together.

In closing, NRC has likely not been your best investment, but 1 hope we have been far from your worst. Looking back over
the last 10 calendar years, from the start of 1998 through the end of 2007, NRC stock has realized a 16% compounded growth
during that decade, compared to the NASDAQ composite of 5% and the Russell 2000 at 7%. Selection of any other date ranges
or comparisons will showcase a different picture, some better and some far worse. How we will perform over the next decade, I do
not know. I do know we will remain shareholder-focused.

Received SEC
Best personal regards,

Michael . Hays

Chief Execudve Officer
and Fellow Shareholder

APR 0 4 2008

Washington, DC 20549




NATIONAL RESEARCH CORPORATION

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
To Be Held May 2, 2008

To the Shareholders of
National Research Corporation:

NOTICE 1S HEREBY GIVEN that the Annual Meeting of Sharcholders of National Research
Corporation will be held on Friday, May 2, 2008, at 9:00 A.M., local time, at our corporate offices located at
1245 Q Street, Lincoln, Nebraska 68508, for the following purposes:

1. To elect three dircctors to hold office until the 2011 Annual Mceting of Shareholders
and until their successors are duly elected and qualified.

2 To consider and act upon such other business as may properly come before the
meeting or any adjournment or postponement thereof.

The close of business on March 14, 2008, has been fixed as the record date for the determination of
sharcholders entitled to notice of, and to vote at, the meeting and any adjournment or postponement thereof.

A proxy for the meeting and a proxy statement are enclosed hercwith.

By Order of the Board of Directors
NATIONAL RESEARCH CORPORATION

Patrick E. Beans
Secretary

Lincoln, Ne¢braska
April 4, 2008

YOUR VOTE IS IMPORTANT NO MATTER HOW LARGE OR SMALL YOUR HOLDINGS MAY
BE. TO ASSURE YOUR REPRESENTATION AT THE MEETING, PLEASE DATE THE
ENCLOSED PROXY, WHICH IS SOLICITED BY THE BOARD OF DIRECTORS, SIGN
EXACTLY AS YOUR NAME APPEARS THEREON AND RETURN IMMEDIATELY.




NATIONAL RESEARCH CORPORATION

1245 Q) Street
Lincoln, Nebraska 68508

PROXY STATEMENT
For
ANNUAL MEETING OF SHAREHOLDERS
To Be Held May 2, 2008

This proxy statement is being furnished to shareholders by the Board of Directors (the “Board™)
of National Research Corporation (the “Company”) beginning on or about April 4, 2008, in connection
with a solicitation of proxies by the Board for use at the Annual Meeting of Shareholders to be held on
Friday, May 2, 2008, at 9:00 A.M,, local time, at the Company’s corporate offices located at 1245 Q
Street, Lincoln, Nebraska 68508, and all adjournments or postponements thereof (the “Annual Meeting”™)
for the purposes set forth in the attached Notice of Annual Meeting of Shareholders.

Execution of a proxy given in response to this solicitation will not affect a shareholder’s right to
attend the Annual Meeting and to vote in person. Presence at the Annual Meeting of a shareholder who
has signed a proxy does not in itself revoke a proxy. Any sharcholder giving a proxy may revoke it at any
time before it is exercised by giving notice thereof to the Company in writing or in open meeting.

A proxy, in the enclosed form, which is properly executed, duly returned to the Company and not
revoked, will be voted in accordance with the instructions contained therein. The shares represented by
executed but unmarked proxies will be voted FOR the three persons nominated for election as directors
referred to herein and on such other business or matters which may properly come before the Annual
Meeting in accordance with the best judgment of the persons named as proxies in the enclosed form of
proxy. Other than the election of three directors, the Board has no knowledge of any matters to be
presented for action by the shareholders at the Annual Meeting.

Only holders of record of the Company’s common stock, $.001 par value per share (the
“Common Stock™}, at the close of business on March 14, 2008, are entitled to vote at the Annual Meeting.
On that date, the Company had outstanding and entitled to vote 6,743,081 shares of Common Stock, each
of which is entitled to one vote per share.

ELECTION OF DIRECTORS

The Company’s By-Laws provide that the directors shall be divided into three classes, with
staggered terms of three years each. At the Annual Meeting, the shareholders will elect three directors to
hold office until the 2011 Annual Meeting of Shareholders and until their successors are duly elected and
qualified. Unless shareholders otherwise specify, the shares represented by the proxies received will be
voted in favor of the election as directors of the three persons named as nominees herein. The Board has
no reason to believe that the listed nominees will be unable or unwilling to serve as directors if elected.
However, in the event that any nominee should be unable to serve or for good cause will not serve, the
shares represented by proxies received will be voted for another nominee selected by the Board. Each
director will be elected by a plurality of the votes cast at the Annual Meeting (assuming a quorum is
present). Consequently, any shares not voted at the Annual Meeting, whether due to abstentions, broker
non-votes or otherwise, will have no impact on the election of the directors. Votes will be tabulated by an
inspector of elections appointed by the Board.




The following sets forth certain information, as of March 15, 2008, about the Board’s nominees
for election at the Annual Meeting and each director of the Company whose term will continue after the
Annual Meeting.

Nominees for Election at the Annual Meeting
Terms expiring at the 2011 Annual Meeting

Joseph W. Carmichael, age 44, has served as President of the Company since August 2004.
Prior to August 2004, Mr. Carmichael held various positions with the Company since April 1983, most
recently as Senior Vice President from May 2002 to August 2004.

JoAnn M. Martin, 53, has served as a director of the Company since June 2001, Ms. Martin
was elected President and Chief Executive Officer of Ameritas Life Insurance Corp., an insurance and
financial services company, in July 2005. From April 2003 to July 2005, she served Ameritas Life
Insurance Corp. as President and Chief Operating Officer. Prior thereto, Ms. Martin served as Senior
Vice President and Chief Financial Officer of Ameritas for more than the last five years. Ms. Martin also
has served as Executive Vice President and Chief Financial Officer of Ameritas Holding Company and
UNIFI Mutual Holding Company (previously named Ameritas Acacia Mutual Holding Company) for
more than the last five years. Ms. Martin has served as an officer of Ameritas and/or its affiliates since
1988. Ms. Martin is also a director of Ameritas Life Insurance Corp. Separate Account LLVL, Ameritas
Life Insurance Corp. Separate Account LLVA, Calvert Asset Management Company, the Saint Elizabeth
Regional Medical Center, the Lincoln Chamber of Commerce, Nebraska Wesleyan University and the
Omaha Branch of the Federal Reserve Bank of Kansas City.

Paul C. Schorr 11, 71, has served as a director of the Company since February 1998. Mr.
Schorr has been the President and Chief Executive Officer of ComCor Holding Inc., an electrical
contractor specializing in construction consulting services, since 1987. Mr. Schorr is also a director of
Western Sizzlin Corp. and Ameritas Life Insurance Corp.

THE BOARD RECOMMENDS THE FQOREGOING NOMINEES FOR ELECTION AS
DIRECTORS AND URGES EACH SHAREHOLDER TO VOTE “FOR” SUCH NOMINEES,
SHARES OF COMMON STOCK REPRESENTED BY EXECUTED BUT UNMARKED
PROXIES WILL BE VOTED “FOR” SUCH NOMINEES.

Directors Continuing in Office
Terms expiring at the 2009 Annual Meeting

Michael D. Hays, 53, has served as Chief Executive Officer and as a director since he founded
the Company in 1981. From 1981 to 2004, he also served as the Company’s Prestdent. Prior to founding
the Company, Mr. Hays served for seven years as a Vice President and a director of SRI Research Center,
Inc. (n/k/a the Gallup Organization).

John N. Nunnelly, 55, has served as a director of the Company since December 1997. Mr.
Nunnelly has been a Vice President of Strategic Planning at McKesson Corporation, a leader in the
healthcare information industry, since April 2005. Mr. Nunnelly has served in various other positions
during his 24 year tenure with McKesson, including Group President of Resource Management and Home
Health Solutions, Vice President and General Manager of the Amherst Product Group and Vice President
of Sales-Decision Support. Mr. Nunnelly also serves as an adjunct professor at the University of
Massachusetts, teaching information technology in the School of Nursing.




Terms expiring at the 2010 Annual Meeting

Patrick E. Beans, 50, has served as Vice President, Treasurer, Chief Financial Officer and
Secretary and a director of the Company since 1997, and as the principal financial officer since he joined
the Company in August 1994. From June 1993 until joining the Company, Mr. Beans was the finance
director for the Central Interstate Low-Level Radioactive Waste Commission, a five-state compact
developing a low-level radioactive waste disposal plan. From 1979 to 1988 and from June 1992 to June
1993, he practiced as a certified public accountant.

Gail L. Warden, 69, has served as a director of the Company since January 2005. Mr. Warden is
currently President Emeritus of Detroit-based Henry Ford Health System, where he served as President
and Chief Executive Officer from 1988 until 2003. Prior to this role, Mr. Warden served as President and
Chief Executive Officer of Group Health Cooperative of Puget Sound, as well as Executive Vice
President of the American Hospital Association. Mr. Warden serves as Chairman to several national
healthcare committees and as a board member to many other healthcare related committees and
institutions.

CORPORATE GOVERNANCE

Independent Directors and Annual Meeting Attendance -

Of the seven directors currently serving on the Board of Directors, the Board has determined that
JoAnn M. Martin, John N, Nunnelly, Paul C. Schorr lII and Gail L. Warden are “independent directors™
as that term is defined in the listing standards of The NASDAQ Stock Market.

Directors are expected to attend the Company’s annual meeting of sharcholders each year. All
seven of the directors attended the Company’s 2007 Annual Meeting.

Committees

The Board held four meetings in 2007. During 2007, each director attended all of the meetings of
the Board for which he or she was a director in 2007 and at least 96% of the total number of meetings
held by all committees of the Board on which such director served during the period that the director so
served during 2007.

The Board has a standing Audit Committee, Compensation Committee and Nominating
Committee. Each of these committees has the responsibilities set forth in formal written charters adopted
by the Board. The Company makes available on its website located at www.nationalrescarch.com copies
of each of these charters free of charge.

The Audit Committee’s primary function is to assist the Board in fulfilling its oversight
responsibilities by overseeing the Company’s systems of internal controls regarding finance, accounting,
legal compliance and ethics that management and the Board have established; the Company’s accounting
and financial reporting processes; and the audits of the financial statements of the Company. The Audit
Committee presently consists of Paul C. Schorr 11l (Chairperson), JoAnn M. Martin, John N. Nunnelly
and Gail L., Warden, each of whom meets the independence standards of the Nasdaq Stock Market and
the Securities and Exchange Commission for audit committee members. The Board has determined that
JoAnn M. Martin qualifies as an “audit committee financial expert,” as that term is defined by the
Securities and Exchange Commission, because she has the requisite attributes through, among other
things, education and experience as a president, chief financial officer and certified public accountant.
The Audit Committee held six meetings in 2007,




The Compensation Committee reviews and recommends to the Board the compensation structure
for the Company’s directors, officers and other managerial personnel, including salary rates and
participation in equity and non-equity incentive compensation plans, and administers the National
Research Corporation 2006 Equity Incentive Plan (the “2006 Equity Incentive Plan”), thc National
Rescarch Corporation 2001 Equity Incentive Plan (the “2001 Equity Incentive Pian”), the National
Research Corporation 1997 Equity Incentive Plan, under which no additional awards may be granted, the
National Research Corporation 2004 Director Stock Plan (the “2004 Director Plan”) and the National
Research Corporation Director Stock Plan, under which no additional awards may be granted. John N.
Nunnelly (Chairperson), JoAnn M. Martin, Paul C. Schorr Il and Gail L. Warden are the current
members of the Compensation Committee. The Compensation Committee held five meetings in 2007.

The Nominating Committee consists of JoAnn M. Martin (Chairperson), John N. Nunnelly, Paul
C. Schorr IIl and Gail L. Warden, each of whom meets the indcpendence standards of The NASDAQ
Stock Market for nominating committee members. The Nominating Committee’s primary functions are
to: (1) recommend persons to be sclected by the Board as nominees for election as directors and (2)
recommend persons to be elected to fill any vacancies on the Board. The Nominating Committee held
one meeting in 2007.

Nominations of Directors

The Nominating Committec will consider persons recommended by sharcholders to become
nominees for election as directors. Recommendations for consideration by the Nominating Committee
should be sent to the Secrctary of the Company in writing together with appropriate biographical
information concerning each proposed nominee. The Company’s By-laws also set forth certain
requirements for shareholders wishing to nominate director candidates directly for consideration by the
sharcholders. With respect to an election of directors to be held at an annual meeting, a sharcholder must,
among other things, give notice of an intent to make such a nomination to the Secretary of the Company
not less than 60 days or more than 90 days prior to the second Wednesday in the month of April.

In identifying and evaluating nominees for director, the Nominating Committee sceks to ensure
that the Board possesses, in the aggregate, the strategic, managerial and financial skills and experience
necessary to fulfill its duties and to achicve its objectives, and seeks to ensure that the Board is comprised
of directors who have broad and diverse backgrounds, possessing knowledge in areas that are of
importance to the Company. The Nominating Committee looks at cach nominee on a case-by-casc basis
regardless of who recommended the nominee. In looking at the qualifications of each candidate to
determine if their election would further the goals described above, the Nominating Committec takes into
account all factors it considers appropriate, which may include strength of character, mature judgment,
career specialization, relevant technical skills or financial acumen, diversity of viewpoint and industry
knowledge. In addition, the Board and the Nominating Committee believe that the following specific
qualities and skills are necessary for all directors to possess:

* A director must display high personal and professional ethics, integrity and values.

® A dircctor must have the ability to exercise sound business judgment.

* A director must be accomplished in his or her respective field, with broad experience at the
administrative and/or policy-making level in business, government, education, technology or

public interest.

* A director must have relevant expertise and experience, and be able to offer advice and
guidance based on that expertise and experience.




® A director must be independent of any particular constituency, be able to represent all
shareholders of the Company and be committed to enhancing long-term sharcholder value.

* A director must have sufficient time available to devote to activities of the Board of Directors
and to enhance his or her knowledge of the Company’s business.

The Board also believes the following qualities or skills are necessary for one or more directors to
pOSSess:

® At least one independent director must have the requisite experience and expertise to be
designated as an “audit committee financial expert,” as defined by applicable rules of the
Securities and Exchange Commission, and have past employment experience in finance or
accounting, requisite professional certification in accounting, or any other comparable
experience or background which results in the member’s financial sophistication, as required
by the rules of NASDAQ.

®* One or more of the directors generally must be active or former executive officers of public
or private companies or leaders of major complex organizations, including commercial,
scientific, government, educational and other similar institutions.

* Directors must be selected so that the Board is a diverse body.
Transactions with Related Persons

Except as disclosed in this section, we had no transactions during 2007, and none are currently
proposed, in which we were a participant and in which any related person had a direct or indirect material
interest. Our Board has adopted policies and procedures regarding related person transactions. For
purposes of these policies and procedures:

* A “related person” means any of our directors, executive officers or nominees for director or
any of their immediate family members; and

® A “related person transaction” generally is a transaction (including any indebtedness or a
guarantee of indebtedness) in which we were or are to be a participant and the amount
involved exceeds $120,000, and in which a related person had or will have a direct or indirect
material interest,

Each of our executive officers, directors or nominees for director is required to disclose to the
Audit Committee certain information relating to related person transactions for review, approval or
ratification by the Audit Committee. Disclosure to the Audit Committee should occur before, if possible,
or as soon as practicable after the related person transaction is effected, but in any event as soon as
practicable after the executive officer, director or nominee for director becomes aware of the related
person transaction. The Audit Committee’s decision whether or not to approve or ratify a related person
transaction is to be made in light of the Audit Committee’s determination that consummation of the
transaction is not or was not contrary to our best interests. Any related person transaction must be
disclosed to the full Board of Directors.

Mr. Warden serves as a director of the Picker Institute. During 2003 and 2004, the Company
advanced to the Picker Institute $600,000 to fund designated research projects which, as of the date of this
proxy statement, $428,464 has been spent and the remaining amount of $171,536 is expected 10 be spent
during 2008. In addition, the Company is a party to a support services agreement with the Picker Institute




under which the Company conducts the annual NRC Picker Symposium. Under the support services
agreement, the Picker Institute receives a portion of the gross receipts of each symposium, which
amounted to $15,298 in 2007.

Communications with the Board of Directors

Shareholders may communicate with the Board by writing to National Research Corporation,
Board of Directors (or, at the shareholder’s option, to a specific director), c/o Patrick E. Beans, Secretary,
1245 Q Street, Lincoln, Nebraska 68508. The Secretary will ensure that the communication is delivered
to the Board or the specified director, as the case may be.




REPORT OF THE AUDIT COMMITTEE

In accordance with its written charter, the Audit Committee’s primary function 1s to assist the
Board in fulfilling its oversight responsibilities by overseeing the Company’s systems of internal controls
regarding finance, accounting, legal compliance and ethics that management and the Board have
established; the Company’s accounting and financial reporting processes; and the audits of the financial
statements of the Company.

In fulfilling its responsibilities, the Audit Committee has reviewed and discussed the audited
financial statements contained in the 2007 Annual Report on Form 10-K with the Company’s
management and independent registered public accounting firm. Management is responsible for the
financial staternents and the reporting process, including the system of internal controls, The independent
registered public accounting firm is responsible for expressing an opinion on the conformity of those
audited financial statements with accounting principles generally accepted in the United States.

The Audit Committee discussed with the independent registered public accounting firm matters
required to be discussed by Statement on Auditing Standards No. 61, “Communication with Audit
Committees,” as amended. In addition, the Company’s independent registered public accounting firm
provided to the Audit Committee the written disciosures required by the Independence Standards Board
Standard No. 1, “Independence Discussions with Audit Committees,” and the Audit Committee discussed
with the independent registered public accounting firm the firm’s independence. The Audit Committee
pre-approves all audit and permissible non-audit services provided by the independent registered public
accounting firm on a case-by-case basis. The Audit Committee has considered whether the provision of
the services relating to the Audit-Related Fees, Tax Fees and All Other Fees set forth in “Miscellaneous —
Independent Registered Public Accounting Firm™ was compatible with maintaining the independence of
the independent registered public accounting firm and determined that such services did not adversely
affect the independence of the firm.

In reliance on the reviews and discussions referred to above, the Audit Committee recommended
to the Board (and the Board has approved) that the audited financial statements be included in the
Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2007, for filing with the
SEC.

This report shall not be deemed incorporated by reference by any general statement incorporating
by reference this proxy statement into any filing under the Securitics Act of 1933, as amended, or the
Securities Exchange Act of 1934, as amended, and shall not otherwise be deemed filed under such Acts.

AUDIT COMMITTEE

Paul C. Schorr 1, Chairperson
JoAnn M. Martin
John N. Nunnelly
Gail L.. Warden




PRINCIPAL SHAREHOLDERS

Management and Directors

The following table sets forth certain information regarding the beneficial ownership of Common
Stock as of March 10, 2008, by: (1) cach director and director nominee; (2) each of the executive officers
named in the Summary Compensation Table set forth below; and (3) all of the directors, director
nominees and executive officers (including the executive officers named in the Summary Compensation
Table)} as a group. Except as otherwise indicated in the footnotes, cach of the holders listed below has
sole voting and investment power over the shares beneficially owned. As of March 10, 2008, there were
6,743,081 shares of Common Stock outstanding.

Shares of Percent of
Common Stock Common Stock
Name of Beneficial Owner Beneficially Owned Beneficially Owned

Michael D. Hays™" .......ccooorvirmeoreoeee 4.872,247% 72.3%
Patrick E. BEANS.....oeooeoeeeeeeeceeceeesor s eerseseeneene 88,113® 1.3%
Paul C. Schorr 1 .......c.ooooovvvieeeieeeeseeeereseee, 37,400 *
JoAND M. Martit........o.oveeereeeereeoeeeeeeeeeeeeeeen 52,5001 *
Joseph W, Carmichael .....................ccccocovven. 42,1119 *
Gail L. Warden ........ooooeeeeoeeeeeeeeeeeeeeeeee e 36,000 *
John N. Nunnelly .....cooconvvnnrnnniensenr e _ 31,800 *
Jona S. Raasch ......ccooovvovviiiieeeeeee e 0 *
All directors, nominees and executive

officers as a group (eight persons).................. 5,160,171 76.5%

* Denotes less than 1%.

M The address of Mr. Hays is 1245 Q Street, Lincoln, Nebraska 68508,

@ Includes 1,200,000 shares pledged as security.

B Includes 1,500 shares held by Mr. Beans as custodian for his minor children and 50,180 sharcs owned by eight trusts for which Mr. Beans is
the sole trustee.

Includes shares of Common Stock that may be purchased under stock options which are currently exercisable or excrcisable within 60 days
of March 15, 2008, as follows: Ms, Martin, 50,000 shares; Mr. Schorr, 24,000 shares; Mr. Nunnelly, 24,000 shares; Mr. Warden, 36,000
shares; and all directors, nominees and executive officers as a group, 146,000 shares.

Includes 11 shares held by Mr. Carmichael as a result of his membership in an investment club.

13}
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Other Beneficial Owners

The following table sets forth certain information regarding beneficial ownership by the only
other persons known to the Company to own more than 5% of the outstanding Common Stock. The
beneficial ownership information set forth below has been reported in filings made by the beneficial

owners with the Securities and Exchange Commission.

Amount and Nature of Beneficial Ownership

Voting Power Investment Power
Name and Address of Percent
Beneficial Owner Sole Shared Sole Shared Apgregate of Class
Burnham Asset -0- -0- -0- 350,000 350,000 5.2%

Management Corporation”
1325 Avenue of the
Americas

New York, NY 10019

" Represents a joint filing by Burnham Assct Management Corporation and Bumnham Securities inc.




COMPENSATION DISCUSSION AND ANALYSIS

The following discussion and analysis relates to the compensation of the individuals named in the
Summary Compensation Table, a group we refer to as our “named executive officers.” In this discussion,

the terms “we,” “our,” “us” or similar terms refer to the Company.

Overview of Executive Compensation Philosophy

We recognize the importance of maintaining sound principles for the development and
administration of our cxecutive compensation and benefit programs. Specifically, we design our
executive compensation and benefit programs to advance the following core principles:

®*  We strive to compensate our executive officers at competitive levels to ensure that we attract
and retain a highly competent, committed management team.

®*  We provide our executive officers with the opportunity to earn competitive pay as measured
against comparable companies.

* We link our executive officers’ compensation, particularly annual cash bonuses, to
established Company financial performance goals.

We believe that a focus on these principles will benefit us and, ultimately, our shareholders in the
long term by ensuring that we can attract and retain highly-qualified executive officers who are
committed to our long-term success.

Role of the Compensation Committee

The Board appoints the Compensation Committee, which consists entirely of directors who are
“outside directors” for purposes of Section 162(m) of the Internal Revenue Code and “non-employee
directors” for purposes of the Securities Exchange Act of 1934, The following individuals are members
of the Compensation Committee:

* John N, Nunnelly (Chairperson)

¢ JoAnn M. Martin

® Paul C. Schorr I}

*  Gail L. Warden

The Compensation Committee determines compensation programs for our executive officers,
reviews management’s recommendations as to the compensation to be paid to other key personnel and
administers our equity-based compensation plans.

The Compensation Committee periodically reviews and determines our compensation and benefit
programs, with the objective of ensuring the executive compensation and benefits programs are consistent
with our compensation philosophy. At the time of such reviews, our management has engaged a

nationally recognized compensation censultant.

For our review of our compensation and benefit programs in 2007, our management engaged
Buck Consultants, a nationally recognized compensation consultant. QOur management instructed Buck
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Consultants to benchmark the basc salary, total cash compensation and total direct compensation that we
offer our named executive officers. Buck Consultants worked with our management to update the group
of companies that we had used during our last major review of our compensation and benefit programs in
2003 to ensure that the companies included in the group have revenue that is comparable to ours and a
similar industry and market focus. Buck Consultants and our management selected companies based on
one or more of the following characteristics:

* A Global Industry Classification Standard codc the same or similar to ours;
A business model similar to ours;

Stable financial performance over recent periods;

. Annual revenues approximating $20 million to $150 million;

Directly competitive with us, regardless of revenue comparability.

The companies selected for our review of compensation in 2007 were the following:

. Opinion Research Corporation s Guideline, Inc.

. The Advisory Board Company ¢ Netsmart Technologies Inc.
| . Forrester Research, Inc. * Mediware Information Systems,
! Inc.

. Greenfield Ontline, Inc.

¢ Rainmaker Systems, Inc.

| i Phase Forward Incorporated
| e The Management Network

. Landauer, Inc. Group, Inc.

NetRatings, Inc.
Keynote Systems, Inc.

Vitria Technology, Inc.

HealthStream, Inc.
Insightful Corporation

Health Grades, Inc.

. BrandPartners Group Inc.

. We refer to these companies as “comparable companies.” In determining compensation Ievels for
our named executive officers in 2007, our Compensation Committee reviewed the comparable company
data to the extent the data reflected positions similar to thosc held by our named executive officers. Our
Compensation Committee considered these data and other information provided by Buck Consultants to
assess our competitive position with respect to the following components of compensation:

* Base salary;

® Annual cash incentive compensation; and

* Long-term equity incentive compensation.




The objective of the Compensation Committee is to establish base salary at a competitive level
compared with comparable companies to attract and retain highly-qualified executive officers. We
consider base salary to be at a “competitive level” if it is within 20% above or below the median level
paid by comparable companies to similarly situated executives. The Compensation Committee also
considers individual performance, level of responsibility, skills and expericnce, and internal comparisons
among executive officers in determining base salary levels. Based on this comparable information and
other information, the Compecnsation Committee resets executive salary levels at the time of cach
significant compensation review, which levels are then generally adjusted only to reflect changes in
responsibilities or comparable company data.

The Compensation Committce administers our annual cash incentive program and long-term
equity incentive plans, and approves all awards made under the program and plans. For annual and long-
term incentives, the Compensation Committee considers internal comparisons and other existing
compensation awards or arrangements in making compensation decisions and recommendations. In its
decision-making process, the Compensation Committee receives and considers the recommendations of
our Chief Executive Officer as to executive compensation programs for all of the other officers. The
Compensation Committce makes its decisions regarding general program adjustments to future base
salaries, annual incentives and long-term incentives concurrently with its assessment of the cxecutive
officers” performance. Adjustments generally become effective in January of each year.

In fulfilling its objectives as described above, the Compensation Committee took the following
steps in 2007:

* (Considered the comparative company data provided by Buck Consultants;

* Reviewed the performance of our Chief Executive Officer and determined his total
compensation;

Reviewed the performance of our other executive officers and other key associates (i.c.,
employees) with assistance from our Chief Executive Officer; and

Determined total compensation for our named executive officers based on the 2007
compensation review, recommendations by our Chief Executive Officer (as to the other
officers) and changes in officer responsibilities.

Total Compensation

We intend to continue our strategy of compensating our executive officers at competitive levels
through programs that emphasize performance-based incentive compensation in the form of cash and
equity-based awards. To that end, we have structured total executive compensation to ensure that there is
an appropriate balance between a focus on our long-term versus short-term performance. We believe that
the total compensation paid or awarded to the executive officers during 2007 was consistent with our
financial performance and the individual performance of each of our executive officers. We also believe
that this total compensation was reasonable in its totality and is consistent with our compensation
philosophies described above.

CEO Compensation
The Compensation Committee reviews annually the salary and total compensation levels of

Michael D. Hays, our Chief Executive Officer. Based on the comparative company data that Buck
Consultants provided as part of our compensation review completed in 2007, Mr. Hays’ salary and overall
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compensation are significantly below the median level paid to chief exccutive officers of comparable
companies. Due to Mr. Hays’ large holding of our stock and his desire to materially align his
compensation with the interests of our other shareholders, he requested that his base salary and targeted
overall compensation remain unchanged. The Compensation Commitiee has not proposed an increase in
his salary or overall compensation since 2005.

Elements of Compensation
Base Salary

The objective of the Compensation Committee is to establish base salary at a competitive level
compared with comparable companies, with the exception of Mr. Hays’ salary as noted above. The
Compensation Committee also considers individual performance, level of responsibility, skills and
experience, and internal comparisons among executive officers in determining base salary levels. Within
the framework of offering competitive base salaries, we attempt to minimize basc salary increases in
order to limit our exposure if we do not meet performance targets under our incentive compensation
program. Based on comparable company information and the other factors noted above, the
Compensation Committee resets executive salary levels at the time of each significant compensation
review, which are then generally adjusted only to reflect changes in responsibilities. For 2007, the annual
base salaries of our named executives did not change, except that Patrick E. Beans’ base salary increased
16.5% beginning on May 6, 2007. The Compensation Committee increased Mr. Beans’ base salary to
bring it up to a competitive level compared with similarly situated executives at comparable companies.
In 2007, base salaries paid to our named executive officers represented the following percentages of their
total compensation.

Base Salary as a Percentage
of Total Compensation

Michael D. Hays 49%
Joseph W. Carmichael 33%
Jona S. Raasch 46%
Patrick E. Beans 55%

Annual Cash Incentive

Our executive officers are eligible for annual cash incentive awards under our incentive
compensation program. Pleasc note that, while we may refer to annual cash incentive awards as bonuses
in this discussion, the award amounts are reported in the Summary Compensation Table under the column
titled “Non-Equity Incentive Plan Compensation” pursuant to the Securities and Exchange Commission’s
regula