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ITEM 7. FINANCIAL STATEMENTS, PRO FORMA FINANCIAL INFORMATION AND EXHIBITS
(a) Financial Statements of Business Acquired.
The financial statements of Virtual Financial Services, Inc., acquired

by the Registrant on January 28, 2002, are included with this Current Report on
Form 8-K/A as pages F-1 through F-12.

(b) Pro Forma Financial Information.

Pro forma financial information is included with this Current Report on
Form 8-K/A as pages F-13 through F-17.

(c) Exhibits.
2.1 Agreement and Plan of Merger, dated as of January 3, 2002, by
and among Digital Insight Corporation, ViFi LLC and Virtual
Financial Services, Inc. (incorporated herein by reference to

the Registrant's Current Report on Form 8-K filed with the SEC
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on February 5, 2002).

23.1 Consent of Deloitte & Touche LLP.

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the
undersigned hereunto duly authorized.

Date: February 25, 2002 DIGITAL INSIGHT CORPORATION

By: /s/ Dale R. Walker
President and Chief
Operating Officer

INDEPENDENT AUDITORS' REPORT

Board of Directors and Shareholders
Virtual Financial Services, Inc.
Indianapolis, Indiana

We have audited the accompanying balance sheet of Virtual Financial
Services, Inc. (VIFI) as of December 31, 2001 and the related statements of
operations, shareholders' deficit, and cash flows for the year then ended. These
financial statements are the responsibility of VIFI's management. Our
responsibility is to express an opinion on these financial statements based on
our audit.

We conducted our audit in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all
material respects, the financial position of VIFI as of December 31, 2001 and
the results of its operations and its cash flows for the year then ended in
conformity with accounting principles generally accepted in the United States of
America.

/s/ DELOITTE & TOUCHE LLP
Indianapolis, Indiana

February 1, 2002

VIRTUAL FINANCIAL SERVICES, INC.



Edgar Filing: DIGITAL INSIGHT CORP - Form 8-K/A

BALANCE SHEET
AS OF DECEMBER 31, 2001

ASSETS

Current assets:
Cash and cash equivalents
ACCOUNE S FECEIVAD L. v ittt ittt et i et ettt et e ettt e ee ettt aeeeee e eeaeeeeeeeeeaaaeeeeeaaean
Accounts receivable - related party
Refundable InCOME LaXE S . v vttt ittt ettt et e e e e e ettt eaeeee e eeeeeeeeeeeaeeeeeeeeeaeeeeeeeenaeeeens
Other current assets

Property and equipment, net of accumulated depreciation of $2,284,303
Deferred tax asset

Total assets

LIABILITIES AND SHAREHOLDERS' DEFICIT

Current liabilities:
Accounts payable
ACCTUEA EXPEISES o ¢ v v vt v e et e e et e e et e e et e e e e e et e e e e e e et
(OB E=R o) 1 T e L T 1= e I
Deferred revenue, net of deferred costs of $154,958
Current portion o0f long—term et ... ittt it ettt e et et ettt e aeeee ettt eaeeeeeeeenaaaaens
Current portion of capital lease obligations

Total current 1iabilitie s . ottt ittt e e et et e ettt e tee et eeeeeeeeeeaaens
Long-term liabilities:
[T @D o X e w1 LI LY o )
Long-term capital lease 0bligations. ... ittt ittt et et e et ettt et
Deferred revenue, net of deferred costs of $193,566
Other liabilities

Total long-term 1iabilities . @ittt ettt e et ettt eeee e eaeeeeeeeeeaaens
Shareholders' deficit:
Preferred stock, no par value, 50,000,000 shares authorized,
none issued and outstanding
Common stock, no par value, 450,000,000 shares authorized, 900,013.5 shares
issued and outstanding
@ s I o N @ = o i i
Accumulated deficit

Total shareholders' deficit

Total liabilities and shareholders' deficit

See notes to financial statements.
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VIRTUAL FINANCIAL SERVICES, INC.

STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2001

Revenues:

Network access and CONNECTIVItY fEES . ittt ittt it ittt e e ettt et e et ettt taeeeeeeeeeanenns
Project and Installation feeS . .. ittt ittt ettt ettt e e ettt et e e e e
TN w B o T T

O Al TV EIUE S . v v vt vttt e e e e e e et e e e e e e e et aeeeaeeeeeoeeeeeeeeeaeeeeeesennaeeeeeeeanns

(O @ = 3 e B S ol R 0 o N L

[l T T (1= ek i 5 o

Operating expenses:

Research and deve lopment . . vt ittt it ittt e e e e e et ettt e e e e ettt eaeeeeeeeeeaeeeeeeeenaeeeeeeeenns
Sales and MarKe b dng .o u i ittt i it i e e ettt e e e ettt e et et e
General and admini st rative. vttt ittt e et e e e e e e e e e e e e et e e e

Total OPEralinNg EXPEIS e S v v v vttt et e e et et e oo e e ae e e aeeeeeeeeeaeeeeeeeeeneeeeeeeanns

Other income (expense):

B o o ot = i 1 o W) 1Y
[ o N B S S U S - 1 0 = e

Total Other eXPeNSE, NMet ...ttt ittt et e ettt et et ettt eaeeeeeeeeeaeaeeeeeanns

Income before provision fOr I1NCOME LaAXES . i ittt ittt ittt tee et e eeeeneeeeeeeeneeeeeeeeaneeeeeens

Provision fOr 1nCOmME LaXe S ittt ittt et et ettt e ettt ettt eeeeee e eeeeee e

A LS T I8 'a ¥ ) 111

Per share data:

Basic and diluted earnings Per Share. ... .ttt ittt ettt ettt ettt ettt e e e

See notes to financial statements.
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VIRTUAL FINANCIAL SERVICES, INC.

STATEMENT OF SHAREHOLDERS' DEFICIT
FOR THE YEAR ENDED DECEMBER 31, 2001

Common
Shares

Common
Stock

Paid-in
Capital

Accurn
Def
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Balance at December 31, 2000............ 900, 000.0 $ 1,000
Stock options exercised............... 13.5 -
Net dncome. ......iiiiiiiiteennneennn -

Balance at December 31, 2001............ 900,013.5 $ 1,000

$ 1,548,063
540

See notes to financial statements.
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VIRTUAL FINANCIAL SERVICES, INC.

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2001

Cash flows from operating activities:

J LS A 8o ¥ @) (11

Adjustments to reconcile net income to net cash provided by operating
activities:

|y it e = i o
Deferred INCOME LaXES .ttt ittt teeennneeeeeeeeeennnnneeeeens
Changes in assets and liabilities:
Accounts recedlvable. . ittt e e e e i e
Accounts receivable-related party. ...ttt ittt it
Refundable INCOME LaXES ..ttt ittt ettt tnnnneeeeeeeeeennnnnees
[ oL = = = = i
AccoUunts payvable ...t e e e e e e e e e e e e e
Accrued expenses and other long-term liabilities.................
Customer deposits and deferred revenuUe...... ..ot iimeneeeeennnnn
Net cash provided by operating activities....................

Cash flows from investing activities:

Capital exXpenditUres . @ittt ittt ettt e ettt e aeeee ettt
Proceeds from sale of property and equipment............iiiiiiiiieeenn.
Net cash used in investing activities.......... ...

Cash flows from financing activities:

Net borrowings under revolving line of credit .......... ..o
Payments on long-term debt ... ...ttt ittt et e
Payments on capital lease obligations........u.ii ittt enenneeennn
Stock Options exXerCised. ...ttt ittt et e e et e e

Net cash used in financing activities............ ...

Net increase in cash and cash equivalents........ ..ttt iennnnnns

Cash and cash equivalents, beginning of year....... ...t ennnn.

(1,
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Cash and cash equivalents, end Of VeaAr ...ttt ittt ittt ettt eaeeeeeaeenneeens $

Supplemental disclosure of cash flow information:

Cash paid during the year for Interest ... ...ttt ittt ittt eeeeeeeeeeaneens $
Cash paid during the year foOr INCOME LaAXES . . i ittt ittt et e e tenneeeeeeeaeeeeeeeeeneeens $
Property acquired under capital lease obligationsS.......uii ittt eeeeeeeennenns $

See notes to financial statements.
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1. BUSINESS DESCRIPTION

Virtual Financial Services, Inc. ("VIFI or the Company") is an
internet banking financial services provider for various financial
institutions throughout the United States.

Prior to January 28, 2002, VIFI was a closely-held corporation
located in Indianapolis, Indiana. On January 28, 2002, VIFI was acquired
by Digital Insight Corporation, an internet banking service provider
headquartered in Calabasas, California (see Note 11).

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Revenue Recognition - The Company recognizes network access and
connectivity fees as services are provided. These recurring revenues are
based primarily on the number of end users or end user transactions, and
fixed monthly amounts for hosting and maintaining web sites. The Company
performs separate projects and installations outside the scope of the
original services agreement for existing customers and recognizes revenue
as time and expenses are incurred.

The Company defers recognition of set-up fees, and the related
direct incremental costs associated with those fees, and recognizes both
income and expense over the life of the service agreement, generally
three to five years.

Cash Equivalents - Cash and cash equivalents include deposits
with an original maturity of three months or less.

Accounts Receivable - An allowance for uncollectible accounts
receivable was not established at December 31, 2001 as management
believes that it is not considered necessary.

Research and Development - All costs associated with the
continued maintenance, development and support of all service
applications are expensed as incurred.

Property and Equipment - Property and equipment are stated at
cost less accumulated depreciation and consists primarily of office and
computer equipment. Depreciation is computed by the straight-line method
over the estimated useful life of the assets. Depreciation expense was
$887,087 for the year ended December 31, 2001.
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Income Taxes — The Company records income tax expense based on
the amount of taxes due on its tax returns plus deferred taxes computed
based on the expected future tax consequences of temporary differences
between the carrying amounts and tax bases of assets and liabilities,
using enacted tax rates. A valuation allowance is recorded, if necessary,
to reduce deferred tax assets to the amount considered more likely than
not to be realized.

Use of Estimates in the Preparation of Financial Statements -The
preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America

F-6

requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities at the reporting period.
Actual results could differ from those estimates.

Long-Lived Assets - The Company identifies and records
impairment losses on long-lived assets whenever events or changes in
circumstances indicate the carrying amount of such assets may not be
recoverable. Recoverability of these assets is determined by comparing
the forecasted undiscounted cash flows attributable to such assets to
their carrying value. If the carrying value of the asset exceeds the
forecasted undiscounted cash flows, then the assets are written down to
their fair value. Fair value is determined based on discounted cash flows
or appraised values, depending upon the nature of the assets. To date,
there have been no such impairments.

Segment Information - The Company has determined that it has a
single reportable segment which is providing services to financial
institutions including the following service offerings: internet banking,
credit and credit card transaction processing, and web site hosting.
These services are provided to various financial institution customers.

Concentration of Credit Risk - As of and for the year ended
December 31, 2001 one financial institution accounted for approximately
16% of total accounts receivable and 18% of the total revenues,
respectively. VIFI performs ongoing credit evaluations of its customers'
financial condition and limits the amount of credit extended when deemed
necessary, but generally does not require collateral. VIFI believes that
any risk of loss is significantly reduced due to the number of its
customers and diverse geographic areas.

Earnings Per Share - Earnings per share of common stock is
based on the weighted average number of common shares outstanding during
the year. The following table presents a reconciliation of VIFI's basic
and weighted average common shares:

Basic earnings per share:

Weighted average COMMON SharES . ...t ii i ettt eeneeeeeeeeneeeeenns

Diluted earnings per share:

Weighted average COMMON SharES . ...t ii i ettt eeneeeeeeeeneeeeenns
Dilutive effect of stock oOptions.......i ittt eennnnns

Weighted average common and

incremental SNArES . .. ittt ittt et e e e e e e e e e e et e
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Fair Value of Financial Instruments - VIFI's financial
instruments included cash and cash equivalents, receivables, accounts
payable, accrued expenses and other liabilities. The carrying value of
these financial instruments approximates fair value due to their short-
term nature. The carrying value of VIFI's capital lease obligations,
revolving line of credit, and long-term debt approximates their fair
values given their market rates of interest and maturity schedules.

New Accounting Standards - Statement of Financial Accounting
Standards ("SFAS") No. 133, "Accounting for Derivative Instruments and
Hedging Activities" requires companies to record derivatives on their
balance sheets as assets or liabilities, measured at fair value. Under
SFAS No. 133, gains or losses resulting from changes in the fair values
of derivatives are to be reported in the statement of operations or as a
deferred item, depending on the use of the derivatives and whether they
qualify for hedge accounting.

The Company adopted SFAS No. 133 on January 1, 2001. To date, the Company
has not engaged in any hedging activity. Application of SFAS No. 133 did
not have any impact on the Company's financial reporting.

In July 2001, SFAS No. 141, "Business Combinations" and SFAS
No. 142, "Goodwill and Other Intangible Assets" were issued. SFAS No. 141
establishes new standards for accounting and reporting requirements for
business combinations initiated after June 30, 2001 and prohibits the use
of the pooling-of-interests method for combinations initiated after June
30, 2001. SFAS No. 142 changes the accounting for goodwill from an
amortization method to an impairment only approach. Upon adoption of SFAS
No. 142, goodwill will be tested at the reporting unit annually and
whenever events or circumstances occur indicating that goodwill might be
impaired. Amortization of goodwill, including goodwill from past business
combinations will cease. The adoption date for SFAS No. 141 and 142 will
be January 1, 2002. The Company anticipates that SFAS No. 141 and 142
will not have any impact on the results of its operations and financial
position.

In August 2001, SFAS No. 144, "Accounting for the Impairment
or Disposal of Long-Lived Assets", which addresses financial accounting
and reporting for the impairment of long-lived assets and for long-lived
assets to be disposed of was issued. SFAS No. 144 supersedes SFAS No.
121, "Accounting for the Impairment of Long-Lived Assets and for Long-—
Lived Assets to Be Disposed Of", and also supersedes the accounting and
reporting provisions of APB Opinion No. 30, "Reporting the Results of
Operations - Reporting the Effects of Disposal of a Segment of a
Business, and Extraordinary, Unusual and Infrequently Occurring Events
and Transactions", for segments of a business to be disposed of, and also
amends ARB No. 51, "Consolidated Financial Statements", to eliminate the
exception to consolidation for a temporarily controlled subsidiary. The
adoption date for SFAS No. 144 is January 1, 2002.

3. REVOLVING LINE OF CREDIT

VIFI maintains a $2,500,000 revolving line of credit facility
with a bank due July 5, 2002. Interest is payable monthly at the bank's
prime rate (4.75% at December 31, 2001). A related company owned by the
majority shareholder is a co-borrower under this revolving line of credit
facility. At December 31, 2001, outstanding borrowings were $1,673,106,
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and are payable by the co-borrower for which VIFI is contingently liable.
Borrowings are secured by virtually all operating assets of VIFI and the
co-borrower, and are personally guaranteed by the majority shareholder.

On January 28, 2002, VIFI terminated this revolving line of
credit facility and paid all outstanding amounts due thereunder (see Note
11).

4. LONG-TERM DEBT

Long-term debt at December 31, 2001 consists of the following:
Note payable to bank in monthly installments of $22, 980
through July 2002 including interest at LIBOR plus 2.5%
(4.525% at December 31, 2001). The note payable to bank is
secured by virtually all operating assets and is personally
guaranteed by the majority shareholder. ... ... ..ttt eennnaeenns

Note payable to bank in monthly installments of $22,513
through February 2003 including interest at LIBOR plus 2.5%
(4.625% at December 31, 2001). The note payable to bank

is secured by virtually all operating assets and is personally
guaranteed by the majority shareholder. ... ... ..ttt it eeieeeeenneaeens

Current portion (due In 2002) & v ittt ittt it ittt ettt e e et eeaeeeeeeeenaaaeens

Long-term debt (due In 2003) ¢ it ittt it ittt ettt ettt ettt eeaeeeeeeeanaeeeeean

On January 28, 2002, notes payable to bank were paid in full (see
Note 11).
5. CAPITAL LEASE OBLIGATIONS

VIFI leases certain equipment under capital leases and includes
this equipment in property and equipment at December 31, 2001 as follows:

0 G e 03 (T o
Accumulated depreciation. c vttt ettt e e e e e e e e e e e e et

Equipment under capitalized leases, Net..... .ttt tneeeeeeeeannns

The following is a schedule of future minimum lease payments
under capital leases together with the present value of the minimum lease
payments at December 31, 2001:

$ 596
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Year Ending December 31,

2002 . e e e e e e e e e e e e e $ 165
72800 165
200 . e e e e e e e e e e 165
200D . e e e e e e e e 153
2006 . it e e e e e e e e e e e e e e e e 18
Total minimum lease PaYmMeNt S . v ittt i ittt ittt ettt eaeeeeeesenneeens 669
Amounts representing interest. ... ..ttt ittt e e e (163
Present value of minimum lease pPaymMENTS. .. ittt it ittt eeeeeeennneeennn 506
Current portion of capital lease obligations.............iiiiieenee... (115
Long-term portion of capital lease obligations............iiiiinn. $ 391
6 LEASE COMMITMENTS AND RENTAL EXPENSE

VIFI is a co-signer with a related company owned by the majority
shareholder to lease an office building. There is no agreement between VIFI
and the related company to allocate the monthly rental payments. VIFI did
not allocate any rental payments to the related company during 2001. The
commencement date of the lease was January 1, 2001 and expires January 1,
2011. Future minimum lease payments for this operating lease are as
follows:

Year Ending December 31,

2/ $ 1,412
2/ L 1,544
2/ 1,544
2/ L 1,544
2/ 1,712
Thereafter . i vttt it e it e et et e e e e ettt eeeee s 6,878

e o= $14,634

F-9

Rental expense for the year ended December 31, 2001 was $1,198,000.

7. INCOME TAXES

Income tax expense 1is as follows at December 31:

CUTTENE EXPEOIISE vt ittt ettt e e e e oo aeeeeeeseeenseeaeeeeseeeeenenneeeseseenns S 29,795
Deferred EXPENSE v ittt ittt et e et e e e et e 173,717
$ 203,512

10
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Income tax expense for the year ended December 31, 2001 differs from the
income tax expense that would result from applying statutory rates due
primarily to the effect of certain research and development tax credits.

Items that gave rise to significant elements of deferred tax assets
(liabilities) at December 31, 2001 are as follows:

Deferred revenue, net of deferred COSLS. ...ttt ittt eeeennennn S 544,790
Property and equUipment . ...ttt ittt et e et ettt e et e (89,148
0 o 88,308
Deferred tax asset, Net .. ...ttt ittt ettt ettt teeeeneenns S 543,950

A reconciliation of the federal statutory rate to VIFI's effective tax
rate is as follows:

Federal statuUtory rate. ...ttt it ittt ettt e et e eaeeeeaneens 34.0
State and local tax rate, net of federal benefit.......... ... . ... 5.6
Research, development and other tax credits.........o.iiiiiiiiiiennnennn. (17.0
Other permanent differencCes. ... ..ttt ittt ittt ettt eeaaeeaeneens 3.1
] i 25.7
8. RELATED PARTY TRANSACTIONS

Revenues, accounts receivable, cost of revenues and accounts payable
result from transactions with two related companies in the ordinary course
of business, one of which is owned by the majority shareholder and the
other with which the majority shareholder serves as the Chairman of the
Board. Related party account balances and transactions as of and for the
year ended December 31, 2001 are as follows:

ROV NI S e 4 v v e e et e ettt e ettt eeeee s eeeeeeeeeeeeeeeeeeeeeneeeeeeenns $ 1,008,000
Common expenses paid by affiliate and

relmbursed DY VIE L. ..ttt ettt ittt et et et et eeeeeeeeeeaneeeeeeeeanens 541,000
Accounts receivable at December 3l ... ..ttt ittt it teeeneeneeeeeeneean 452,000
COSES Of FOVENMUE S . v it i it ittt ettt et ettt et ettt teeeeeeeeeeeeeaeeeneenns 42,000
Interest eXPENSE, Net .. ittt ittt ittt et eeeeeeeeeeeneeaeeeeeanens 1,000
Proceeds from sale of property and equipment............iiiiiiiineeenn. 42,000

9. 401 (k) PLAN

VIFI maintains a defined contribution 401 (k) plan which covers all
eligible employees, as defined, with 1,000 hours of continuous service who
are at least 21 years of age. The plan provides for

F-10

discretionary employer contributions determined by the Board of Directors.

11
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VIFI contributed $52,000 to the plan for the year ended December 31, 2001.
10. STOCK OPTIONS

The Company has an incentive stock option plan for employees of the
Company (the Stock Option Plan) and has reserved 100,000 shares of common
stock for issuance under the Stock Option Plan. The stock options become
exercisable in four successive annual installments from the date of the
grant: 10%, 15%, 25%, and 50%. The option grant expires within ten years of
the grant date. The options are nontransferable and are forfeited upon
termination of employment. Stock option activity for the year ended
December 31, 2001 is as follows:

Shares
Outstanding at December 31, 2000. . ...ttt ittt teeeeeeeeeeaneeeeeeenneeens 52,570.9
Granted In 200 L. . . ittt ittt et e ettt et e et et ettt e e e e e 2,500.0
Exercised In 200 L . . it it ittt et et et et et et et e ettt e e e e e e e e e e (13.5)
Forfeited In 2000 . ...ttt ittt ettt ettt et e e e eeaeeeeeeeeeeeenaeeeeeeeeennns (2,066.5)
Outstanding at December 31, 2001 . ... .ttt ii ettt eteeeeeeeeaneeeeeeeeneenns 52,990.9

At December 31, 2001, there were 5,049.1 options exercisable at a
weighted average price of $45.88, and options outstanding have a weighted
average remaining contractual life of 8.1 years. Options were granted at
fair market value on the grant date based upon independent stock price
valuations.

The Company has elected to account for stock options under Accounting
Principles Board Opinion No. 25, "Accounting for Stock Issued to
Employees". Had compensation cost for the plan been determined based on the
fair value at the grant dates for awards under the plan consistent with the
fair value method of Statement of Financial Accounting Standards No. 123
(SFAS 123), "Accounting for Stock-Based Compensation", the Company's
proforma net income per share would have been the following for the year
ended December 31, 2001:

Net income:
NS o Yo e B w =Y $ 589,355
o e 3 1= $ 457,873

Basic and diluted earnings per share:
NS o Yo e B w =Y P S 0.65
et o 1T S 0.51

Pro forma compensation costs were determined using the minimum value
method (no volatility) with the following assumptions:

Dividend yield. ...ttt ettt e et e e et e 0 %

Risk—free interest rate..... ...ttt it 6.7 %

Expected Life. ..ttt ittt i i i i et e e e e 7 years
F-11
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The pro forma amounts are for disclosure purposes and are not
representative of the effects on reported net income for future years.

11. SUBSEQUENT EVENT

On January 28, 2002, VIFI was acquired and became a wholly-owned
subsidiary of Digital Insight Corporation ("Digital Insight"), an internet
banking service provider headquartered in Calabasas, California pursuant to
an Agreement and Plan of Merger, dated as of January 3, 2002. As a result
of the merger, all of the outstanding shares of VIFI were converted into an
aggregate of $3,750,000 in cash, $3,750,000 in promissory notes, and
1,901,907 shares of Digital Insight's common stock. In addition, Digital
Insight assumed options to acquire VIFI stock that, as a result of the
merger, converted into options to purchase an aggregate of 111,978 shares
of Digital Insight's stock.

* kK Kk Kk Kk %

INTRODUCTION TO UNAUDITED PRO FORMA CONDENSED CONSOLIDATED
FINANCIAL INFORMATION

On January 28, 2002, Digital Insight Corporation (the "Company") completed
its acquisition of Virtual Financial Services, Inc. ("ViFi"). ViFi was a
privately-owned company based in Indianapolis, Indiana that provided retail and
commercial Internet banking, electronic bill payment, cash management services,
credit and debit card processing, online brokerage, document management, web
site design, target marketing and aggregation services via PC-based or wireless
access. All the outstanding shares of ViFi were acquired in exchange for
approximately $3.8 million in cash, $3.8 million in promissory notes, and the
issuance of 1,901,907 shares of the Company's common stock, with an estimated
fair value of approximately $41.1 million. The fair value of the common stock
issued was based on the average trading price of the Company's common stock for
four days before, four days after and including the public announcement date. In
addition, the Company assumed fully vested common stock options which were
converted into options to purchase an aggregate of 111,978 shares of the
Company's common stock with an estimated fair value of $ 1.3 million. The
Company did not acquire certain of the ViFi fixed assets and the credit card
processing product line which remained with the selling shareholder of ViFi.

The acquisition is to be accounted for using the purchase method of
accounting. The purchase price will be allocated to the estimated fair value of
the assets acquired and liabilities assumed. The estimated fair value of the
tangible assets acquired and liabilities assumed approximated the historical
cost basis and the preliminary purchase price allocation indicates estimated
goodwill of approximately $47.3 million, which in accordance with Statement of
Financial Accounting Standard No. 142, "Goodwill and Other Intangible Assets",
will no longer be amortized but rather will be periodically evaluated for
impairment on at least an annual basis. Identifiable intangible assets are
estimated to be $10.0 million and will be amortized on a straight-line basis
over the estimated aggregate lives of six years.

The following unaudited pro forma condensed consolidated balance sheet
assumes that the acquisition of ViFi was consummated as of December 31, 2001.
The unaudited pro forma condensed consolidated statement of operations for the
year ended December 31, 2001 give effect to the acquisition as if it had
occurred on January 1, 2001. Unaudited pro forma condensed consolidated
financial information is based on a preliminary purchase price allocation which

13
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is subject to change pending the completion of the final purchase price
allocation. The impact of these changes could be material. The following items
could affect the final purchase price allocation: (i) the final ViFi balance
sheet; (ii) the finalization of the valuation and estimated useful lives of
acquired technology, customer relationships and covenant not to compete; and
(iii) actual fair values of assets acquired based on information at the
acquisition date and integration plans.

The unaudited pro forma condensed consolidated financial information is for
illustrative purposes only and is not necessarily indicative of the results that
would have occurred if the acquisition had occurred as of the beginning of the
periods presented and should not be construed as being representative of future
consolidated operating results or financial position. The unaudited pro forma
condensed consolidated financial information should be read in conjunction with
the Company's consolidated financial statements and the notes thereto included
in the Company's Annual Report on Form 10-K for the year ended December 31, 2001
and ViFi financial statements and notes thereto, included elsewhere in this
current Report on Form 8-K/A.

DIGITAL INSIGHT CORPORATION
UNAUDITED PRO FORMA CONDENSED CONSOLIDATED BALANCE SHEET
As of December 31, 2001
(in thousands)

Digital Virtual
Insight Financial Pro For
Corporation Services Adjustme
ASSETS
Current assets:
Cash and cash equivalents. .. ...t neeenneneeens S 15,334 S 146 S (3,9
Short—-term investments. ...... ..ottt inenneennnn 38,300 - -
Accounts receivable, net........uiii ittt 19,133 1,264 -
Accounts receivable - related party................ - 452 (4
Accumulated implementation costs................... 4,973 - -
Other current assetsS. ... .ottt ittt teeennennnn 2,893 209 -
Total current assetS. .. .i ittt ittt eeeeneennns 80,633 2,071 (4,3
Property and equipment, net........ ...ttt ennnn. 37,784 2,396 (2,3
Goodwill and intangible assets, net...........coioon.. 98,382 - 57,2
Accumulated implementation Costs......iiiiiiinnnnn... 5,941 -
Long-term InvestmentS. ...ttt ittt eeneeeneeennns 13,334 - -
Deferred tax asset ...ttt ittt et e e et e e - 544 (5
OLher assels ittt i ittt ittt 554 - -
TOLALl BSSEE S e ittt ittt ettt ettt et te et eeaeeens S 236,628 S 5,011 S 49,9
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
ACCOUNTS PaAVAble . ittt ettt et e e e S 3,142 $ 1,794 $ -
Accrued compensation and related benefits.......... 3,465 567 -
Customer deposits and deferred revenue............. 7,434 1,029 -
Other accrued liabilities........iiiiiiiiiineneenn. 7,465 - 4,7
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PromisSSOry NOLES . it ittt ittt ettt ettt eeeeeeeeeenns - - 3,7
Current portion of capital lease obligations....... 1,202 115 (1
Current portion of long-term debt.................. 3,529 415 (4
Total current liabilities.......oiiiiiiinnnnnnn. 26,237 3,920 7,9
Capital lease obligations......c.uiiii it iineneeeeennns 411 392 (3
Long-—term debt ... ...ttt ittt ettt e 5,882 32 (
Customer deposits and deferred revenue................ 7,207 735 -
Other 1iabilitiesS .. v ittt ettt et ettt et e e - 148 (1
Total liabilities.... ..t iinninneennenn 39,737 5,227 7,3
Stockholders' equity:
Common stock and additional paid-in capital........ 337,491 1,550 (1,5
42,3
Stockholders' notes receivable........ ... (124) - -
Deferred stock-based compensation.................. (1,4009) - -
Accumulated deficit ...ttt e e e e e (139,067) (1,766 1,7
Total stockholders' equity......ccoiiiiiiinnnnn.. 196,891 (216 42,5
Total liabilities and stockholders' equity....... S 236,628 S 5,011 S 49,9
See accompanying notes to the unaudited pro forma condensed consolidated
financial information.
F-14
DIGITAL INSIGHT CORPORATION
UNAUDITED PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS
For the Year Ended December 31, 2001
(in thousands, except per share data)
Digital Virtual
Insight Financial Pro Forma
Corporation Services Adjustments
ROV ENUE S s 4 v vttt e ettt et me et et e eee e eeeeeeeeeeeenaenn S 94,635 S 15,482 S (2,264
COST Of FeVENUES . i v ittt ittt ettt ettt e eeetaeeeeeenens 55,377 8,247 (402
(757
GrosSs Profit ...t it et e e e e e 39,258 7,235 (1,105
Operating expenses:
Sales, general and administrative.................... 30,780 4,748 (27
Research and development ........c..iiiiiitennnnennnsn 23,420 1,571 (104
Amortization of goodwill and intangible assets....... 35,729 - 1,700
Restructuring charge. . ... .ottt iteennennnnn 3,276 - ——=
Total operating EXPEeNSEeS .« v v vttt it nneeeeeeeenneeens 93,205 6,319 (1,569
Loss from operations. .« ..ttt ittt et (53,947) 916 (2,674
Interest and other income, net..........uiiiiiieneennnnn 1,999 (124 (225
117
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Net loss before provision for income tax............... (51,948) 792 (2,782
Provision for income taX........uuiiiiiiiiiiiiiieeeeenn - 203 (203
N N 0= = S (51,948) s 589 $ (2,579
Basic and diluted net loss per share................... S (1.77)
Shares used to compute basic and diluted net loss per
1S3 0 = B ot 29,301
Pro forma basic and diluted net loss per share.........
Shares used to compute pro forma basic and diluted net
10SS Per Share. .ttt it ittt et e ettt et
See accompanying notes to the unaudited pro forma condensed consolidated
financial information.
F-15
DIGITAL INSIGHT CORPORATION
NOTES TO UNAUDITED PRO FORMA CONDENSED CONSOLIDATED
FINANCIAL INFORMATION
(Dollars in thousands)
The pro forma balance sheet adjustments give effect to the acquisition of ViFi
as i1if the transactions were consummated on December 31, 2001. The pro forma
statement of operations adjustments give effect to the acquisition of ViFi as
if the acquisition occurred on January 1, 2001. The estimated fair value per
share of the Company's stock issued to effect the acquisition was approximately
$21.60 per share. The fair value was based on the average trading price for the
public announcement date and the four days prior to and after that date. The
estimated fair value of the vested common stock options issued was based on the
Black-Scholes pricing model using the following assumptions: two year expected
life; 90 % volatility; and 4.39% risk free interest rate. The pro forma balance
sheet adjustments are as follows:
1. To reflect the cash consideration paid net of monies received as a result
of the acquisition as follows:
Cash consideration paid. .. ...ttt eeeeeeeeeeanens S (3,750)
Cash proceeds from sale of assets back to selling shareholder 334
Assumed cash collected in satisfaction of intercompany
accounts receivable from selling shareholder.................... 452
Assumed cash used to retire capital lease obligations and
long—term debt ... ittt i e e e e e e e e e e (954)
Net cash consideration paid........ ittt eennnnenns S (3,918)

2. To adjust for the fixed assets retained by the selling shareholder of
ViFi.

3. To reflect goodwill and intangible assets created as a result of the
acquisition, as follows:
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Estimated fair value of issuance of 1,901,907
shares of the Company's stock in consideration for the

F= KT 16 B 1= T 1wl 8 3'o O $ 41,080
Estimated fair value of the assumption of 111,978 vested common

SEOCK OPLIONS . ittt e e e e e e e e e e e e e e e 1,290
Additional cash consideration. ... ..ottt ittt teeeeeeeneenns 3,750
Additional consideration in the form of promissory notes.......... 3,750
Direct transaction COSE S . it ittt ittt ittt et ettt ettt taeeeeeenenan 4,700
Negative net assets acquired after adjustments.................... 2,674

Estimated goodwill and intangible assets created................ $ 57,244

To reflect elimination of ViFi deferred tax assets due to net operating
loss position on a consolidated basis.

To reflect the accrual of the estimated direct transaction costs
including investment banking fees, legal fees, accounting fees and other
direct costs of the acquisition.

To reflect the promissory notes payable as consideration for the
acquisition of ViFi.

To reflect the retirement of the capital lease obligation and long-term
debt acquired from ViFi.

To eliminate deferred rent on a ViFi lease not being assumed by the
Company.

To eliminate the historical stockholder's equity of ViFi.

To reflect issuance of the Company's common stock and vested stock
options with an estimated fair value of $42,370.

DIGITAL INSIGHT CORPORATION
NOTES TO UNAUDITED PRO FORMA CONDENSED CONSOLIDATED
FINANCIAL INFORMATION - (Continued)
(Dollars in thousands)

To reflect the elimination of revenues and direct cost of revenues
relating to the ViFi card services product line, which was not acquired
by the Company and remained with the selling shareholder.

To eliminate historical depreciation expense on ViFi fixed assets that
were purchased and sold back to the selling shareholder of ViFi.

To reflect amortization of intangible assets created as a result of the
acquisition based on the preliminary purchase price allocation as
follows:

Aggregate Annual

Amount Lives Amortization
Goodwill $47,244 - S -
Identifiable intangibles 10,000 6 years 1,700
$57,244 $1,700
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15.
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In accordance with SFAS No. 142 "Goodwill and Other Intangibles",
goodwill created in the ViFi acquisition will not be amortized.

To reflect interest expense at an assumed interest rate of 6% on the
$3,750 of promissory notes issued as part of the acquisition
consideration.

To eliminate historical interest expense on capital lease and other long-
term debt of ViFi which was retired as a result of the acquisition.

To reflect the elimination of the ViFi provision for income taxes as a
result of the consolidated operating losses.

To reflect the pro forma basic and diluted net loss per common share
assuming the issuance of 1,901,907 shares of common stock to effect the
acquisition. Vested stock options issued were excluded from the
computation as they have an antidilutive effect.

F-17

INDEX TO EXHIBITS

Exhibit Number Description

2.1 Agreement and Plan of Merger, dated as of January 3, 2002,
by and among Digital Insight Corporation, ViFi LLC and
Virtual Financial Services, Inc. (incorporated herein by
reference to the Registrant's Current Report on Form 8-K
filed with the SEC on February 5, 2002)

23.1 Consent of Deloitte & Touche LLP.
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