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2001 provided unprecedented growth opportunities
STaTay for Priority Healthcare, as we formed many progressive
/ | J“ . ) . «
"NJUJ‘ & B@V©md strategic alliances. Our reputation for personalized
Parm@rﬂmg for Success  care and innovation is attracting the attention of key
industry players, resulting in increased client reach
. and revenue sources.

Ercedo The details of our Freedom Drug acquisition were finalized during 2000 and completed
BKE@?@@ in January 2001. This acquisition of the nation’s leading infertility specialty pharmacy is

a major milestone—opening new market areas, enhancing the Company’s sales and
marketing expertise, and strengthening Priority Healthcare’s customized dosing and compounding capabilities.

. With Medtronic, the world’s leading manufacturer of implantable drug delivery systems, Priority Healthcare
became the exclusive provider of pharmacy and clinical services for medications delivered through
Medtronic’s proprietary infusion systems, Synchromed® and Isomed® implantable pumps.

Global leader Aventis Behring chose Priority Healthcare to be a preferred
provider to their clients in the bleeding disorders community through their
Aventis Behring Choice Program.

< PEHYSICIANS ) >

The Physicians Formulary International acquisition will mean growth in FORMULARY > >
. . . . . . 3 T
distribution services to ambulatory surgery centers and physician offices. INTERNATIONAL 2 e

Our AdvancePriority Specialty Rx joint venture with AdvancePCS, the largest provider of health improvement
services, is rapidly expanding our patient base.

"—‘& Our acquisition of InfuRx will enhance our managed
H B\F@ care relationships.

Once again we were recognized in the national business media for

our continuing success. In a special spring issue, Business Week named
Priority Healthcare a Star Performer among Standard & Poor’s Small
Cap 600 Index. Fortune magazine ranked Priority Healthcare at number
50 among its "Top 100" Fastest-Growing Companies. Florida Trend also
took notice, naming Priority Healthcare among its top 250 fastest-growing

Ui g ‘-‘:——; TIT
- -Wg,wl,:
public companies. / Sl S@We @IK

TR S

These significant developments over the past 12 months, coupled with the growing
recognition of Priority Healthcare's unique role within the industry, are further
validation of our innovative business model and the high quality of our services.
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10 Our Shareholders, Associates and Friends

6‘& nce again, it is a pleasure to report that your Company experienced another
( } excellent year in 2001, our fourth year as a public company. We continued
to be at the forefront of our industry in a number of key areas in the delivery of
biopharmaceuticals and disease treatment management systems to patients,
physicians and providers. At the same time, our 500+ associates maintained the
highest standards of patient care and customer service, enabling us to cultivate
new partnership alliances throughout the biotech drug delivery channel.

As the landscape in the healthcare industry continues to change in response

to the demands of patients, payors, physicians, and the government, Priority
Healthcare is well positioned to turn these challenges into opportunities, building
upon our proven operating platform, infrastructure, and financial capabilities. We
expect our shareholders, customers, and associates to benefit as we capitalize on
these new opportunities and trends in 2002 and beyond. Our vision is to be “the
best in the world in moving biopharmaceuticals to the end user.”

Financial Strength and Performance

2001 was a year that included

a number of challenges as well
LT | as opportunities. Unfortunately,
{ T ‘ many of the challenges were

‘ \ From a financial perspective,

outside of our control and

contributed to the slower
I growth in earnings, especially
in the second quarter. These
included: FDA delays in the
approval of several new drugs;
11 interest rate reductions
which reduced our interest
income; and a shift from major medical
reimbursement to prescription card plans.
We also elected to write down the carrying
value of certain assets in order to maintain our
conservative approach to financial reporting.
From the opportunity side, we are pleased with
the success of our marketing programs, which
led to a 38% sales increase to $805 million

for the year, and an even higher 47% in the
fourth quarter.

On a comparable basis, before unusual items,
2001 operating earnings increased to $45.2
million from $41.2 million while net earnings
increased to $32.0 million from $30.3 million.
We are pleased with these results as we invested
heavily in strengthening our infrastructure for
the future. This resulted in a 57% increase in
Selling, General, and Administrative expenses.
Although negatively impacting current operating
results, we believe these expenditures are
necessary to support our new business initiatives.

Although we devoted a significant amount of
human and financial resources to building for
the future, our financial discipline permitted us
to end 2001 with $127 million in cash, no
debt, and a return on committed capital of
59%, which we believe is near the top of our
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industry. In addition, we reduced accounts
receivable days outstanding to 43 from 56 in
2000. We also generated $45 million in cash
flow from operations, which covered the
acquisitions of Freedom Drug, Physicians
Formulary International, and InfuRx as well as
funding the stock repurchase program.

Building Cur Future-
Acquisitions, Partnerships,
and Strategic Alliances

2001 was a very active year for Priority
Healthcare in planning for the future through
external development. Utilizing our strong
cash position and disciplined acquisition
model, we brought three excellent organiza-
tions into the Priority Healthcare family during
the year. In January, we purchased Freedom
Drug, the nation’s leading and largest pharmacy
provider of infertility medications. Recognizing
the opportunity to utilize their market-leading
position in infertility as an entrée into other
areas of women'’s T

healthcare, we moved - ¢ L
Freedom Drug into a (/ R
new 17,000-square-foot, ] AT F 4

state-of-the-art pharmacy

in October. Under the o /‘k
leadership of President  + e &
Kim Rondeau, R.Ph., a recognized authority in
infertility and women'’s reproductive health,
they have exceeded their business plan in
every period since joining Priority Healthcare.

In April, we acquired Physician’s Formulary
International of Phoenix, Arizona. Physician’s
Formulary International specializes in sales
to outpatient surgery centers and is an ideal
extension of our strategy to provide a broader
array of biopharmaceuticals and related products
and services to the alternate site market. Our
third acquisition, InfuRx, headquartered in
Wilmington, Delaware, focuses on serving
patients in managed Medicaid programs in
the disease states of respiratory syncytial

o O o ©  CHAIRMAN’S LETTER

virus (RSV), hepatitis, and cancer. All of these
acquisitions are performing exceptionally well.
We are especially pleased that all key manage-
ment personnel of these companies are still
with us providing expertise not only to their
respective business units, but also to Priority
Healthcare overall.

During 2001, Priority Healthcare also entered
into a number of unique business alliances that
we believe will provide long-term positive
contributions to the company. In February, we
announced that we had signed an exclusive
pharmacy services agreement with Medtronic,
the world’s leading manufacturer of implantable
delivery systems. Priority Healthcare was
selected to develop, with Medtronic, a pain
management program for patients receiving
site-specific drug therapy through Medtronic’s
SynchroMed® and IsoMed® infusion systems.
Also in February, we signed an agreement with
Aventis Behring as one of only two specialty
pharmacies selected to participate in the
Aventis Behring Choice program for hemophilia
products. Aventis Behring has a strong reputation
within the hemophilia community and our
agreement with them represents an outstanding
catalyst for us to enter the hemophilia market-
place. Although there was a supply issue
throughout the market in most of 2001, we are
optimistic that we will be able to develop this
opportunity in 2002 and build a significant
market position.

In June, we announced a strategic joint
venture with AdvancePCS, the nation’s largest
pharmacy benefit manager, representing more
than 75 million individuals. The joint venture,
AdvancePriority SpecialtyRx, will provide
specialty pharmacy services to AdvancePCS
clients and their members. The joint venture is
building a new facility in Lake Mary, Florida
to provide clinical services and pharmacy
distribution to AdvancePCS members. All of
these agreements are consistent with our
commitment to develop strategic alliances
with industry leading companies involved in

continyed
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contiinued

speciaity pharmaceuticals that can utilize
our nationwide pharmacy, disease treatment
management and distribution capabilities.
We believe these alliances will become a key
component of our future growth strategy.

New Oppertunities

We are excited to enter 2002 as a major
participant in new product launches that offer
excellent opportunities for growth in new areas
for our company. We have been selected by
Berlex as the exclusive pharmacy provider for
their Betaseron Home Express®™ for patients
suffering from multiple sclerosis. In addition,
we are the lead pharmacy for InterMune’s
Actimmune®, which currently is being used
for several pulmonary conditions. We are also
encouraged that the long-anticipated approval
of United Therapeutic’s product Remodulin®,
for pulmonary hypertension, will be available
in the summer and the trial patients that we
have been managing will convert to the
commercial product. We are one of only

two pharmacies that will have access to this
important product. There are a number of
additional initiatives in various stages of
discussion, which we believe will also add to
our product, patient, and service capabilities.

Operations

Not unlike the past two years, 2001 was

a year of strategic expansion. We again
enlarged upon our physical facilities by
adding more than 10,000 square feet to our
Lake Mary headquarters. In addition to open-
ing the new Freedom Drug center in Byfield,
Massachusetts, construction began on the
AdvancePriority SpecialtyRx facility. We
consolidated Physicians Formulary’s Phoenix,
Arizona distribution center into Priority
Healthcare’s exiting facilities in Reno, Nevada
and Columbus, Ohio. The sales and marketing
team was relocated to our new sales offices in
Scottsdale, Arizona. During the past year we
made a significant investment in developing
and expanding our management expertise.

At the very senior level, Bob Myers assumed
the role of Chairman of the Executive
Committee in addition to his role as Vice
Chairman of the Board. Bob will be working
with Bill Bindley in exploring and developing
strategic initiatives to build on the expanded
capabilities of Priority Healthcare. Steve Cosler
moved into the Chief Executive Officer position,
succeeding Bob. Over the past few years, Steve
has been transitioning into the CEO slot by
performing many of the operating functions.
He has earned tremendous respect from his fel-
low associates at Priority Healthcare, as well as
suppliers, customers, and business partners.

Don Perfetto was promoted to the position of
Chief Operating Officer to lead the operations
team as we embark on a number of new
initiatives. Don came to Priority Healthcare
as the Chief Operating Officer of a medical
products distributor and has been intimately
involved in operations over the past year.
Steve Saft was promoted to Chief Financial
Officer to replace Don Perfetto. Steve joined
Priority Healthcare in 2001 as Vice President
of Finance and brings a strong background in
accounting and finance. He was a Senior
Manager in the healthcare and life science
practice for a major accounting firm as well as
being the manager on the Priority Healthcare
account for our outside auditors.

Adding strength to our administrative and legal
areas, Rebecca Shanahan, a former member

of the Priority Healthcare Board of Directors,
joined the company as Executive Vice President
of Administration and General Counsel. She
has an extensive background in healthcare
administration and legal affairs. She will be
responsible for human resources, corporate
governance, and legal affairs, including
corporate ethics and compliance. We are
proud of the fact that all of the key management
professionals who were in place at the time of
our initial public offering in 1997 are still
active in key positions. In addition, over the
last two years we have added a number of




talented individuals through acquisitions

and direct hires. The majority of these talented
new professionals bring strong backgrounds and
expertise in new complex biopharmaceutical
therapies and disease treatment management
programs. We are convinced that our

o C o o

investment in continuing to grow our
management team with the highest quality
professionals will maintain our tradition of
having one of the strongest teams in the industry.
We feel that we now have real “super stars” in
every game-winning position.

CHAIRMAN’S LETTER

2001 & Beyond

As we look to the future, we are extremely optimistic. The alternate site

and the specialty pharmacy markets continue to grow faster than the overall
| pharmaceutical market. The new product pipeline continues to have products
in development that lend themselves to disease treatment programs that are the cornerstone of
Priority Healthcare. We have the advantage of being one of the first companies in this key
pharmaceutical segment. Finally, we believe that we have the
leadership, infrastructure, and financial strength necessary to
expand our leading position in our existing
markets and maintain our first-mover
position as new markets evolve.

To our shareholders, we thank o

you for the trust and support you B
have placed in Priority Healthcare.
We look forward to increasing

the value of your investment and
remain committed to
meeting the ongoing
challenges of this
rapidly changing
healthcare
environment.

Steve Cosler
President & Chief Executive Officer
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Making lﬁf@@dg in
Personalized Care

he road we have built, and continue to
| build, is purposeful and strategic. It is a
road that did not exist before. A road we are

|

/ * building one client, one service, one clinical
b N study, one treatment, and one delivery at a
{ time. [t is an infrastructure built to last, and

although it serves the needs of many participants—patients,
physicians, payors, and manufacturers—it is paved with personal-
ized care, so that every client who travels along its path learns
that Priority Healthcare Corporation is more than a company.
It is a better way to both deliver and obtain treatment, support,
service, education, information, and marketing. It is the way of
the future. It is the road of success.

O




The Patient

Every day individuals are diagnosed with
serious chronic conditions such as: hepatitis;
multiple-sclerosis; cancer; hemophilia; and
pulmonary hypertension, just to name a few.
Once diagnosed, these patients are then faced
with some daunting challenges. They must
learn how to live with their disease while
trying to maintain as much quality of life as
possible. They must learn all about their
disease and the treatments for it. They must
find out what treatment options are covered by
their health insurance, the choices they have,
and which choices are best for them. They will
also face the physical and emotional

S

challenges that will result from their treatments
as well as the possible side effects they may
encounter and should watch for. Through its
streamlined approach, Priority Healthcare
provides the expert clinical and administrative
support each patient will need all along

the way.

| Referral

Once a patient is diagnosed with a disease
that will require ongoing therapeutic treat-
ments, their physician or physician’s office
staff will make the call to refer them to Priority
Healthcare's Specialty Pharmacy services.
Sometimes the patient will self-refer, and a
client service representative will contact their
physician to obtain the prescription and
confirm their participation. All prescriptions

misles begins with one step.

o O o ©  DETAILED OVERVIEW

are faxed to a convenient
central number and the
prescription is then
reviewed and approved
by a registered pharmacist.
The customer service
representative contacts
the physician office and
patient (with physician
approval) to confirm and &
explain benefits and to review Prlorlty
Healthcare's process and patient support system.

Intake

All patients are provided complete drug
information, both oral and written. The intake
nursing department begins this process prior
to initiating therapy. Proper storing, handling,
and disposal of medication is reviewed along
with proper dosing and administration. In
addition, side effects and disease treatment
management services are also discussed. Our
expertly trained service representatives can
check the status of a patient’s prescription in
our internal tracking system throughout the
process.

Pharmacy

A registered pharmacist will fill or refill

the prescription, which will automatically
generate the necessary labels, compounding
record, and packing slips. All components are
verified for accuracy and special instructions
may be written on a compounding record.
Pharmacists and technicians follow a strict
process of verification, double-checking, and
re-verification to ensure that medications,
dosages, names, labels, and dates are correct.
The tracking methods and monitoring of indi-
vidual accuracy are performed as part of the
continuous performance improvement plan. It
is our policy that orders are turned around

continued
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within 24 hours. Throughout the year, Priority Healthcare clinical staff members attend and
participate in comprehensive educational symposia, as well as attending ongoing in-services associated
with new products or services.

Compounding - Priority Healthcare provides compounding of products <
as well as special mixing for individual treatments. Pharmaceuticals
are compounded following the manufacturer’s approved labeling and
are individually prepared according to each patient’s prescription.
When appropriate, treatments are prepared in dose-specific units.
Ready-to-inject syringes are prepared in a sterile environment, under
laminar flow hoods in a clean room that meets class 1000 standards.

“y
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ﬂm;';h" Customer Support

);‘\1 Priority Healthcare’s

;- service team differentiates
Priority Healthcare from all
other specialty pharmacies.
They provide the initial contact
— for both the physician office
and patient. At the beginning of service, patients
are instructed on how to contact clinical
specialists 24 hours a day, seven days a week,
with the ability to speak with a pharmacist at
any time. Also, upon initial admission and at
each subsequent refill, patients are offered the
opportunity to speak with a pharmacist. Priority
Healthcare’s service representatives include
personnel who are fluent in a variety of
languages. Clinical nursing specialists help
the patient with self-administration of disease

treatment therapies, offer education, and discuss
possible side effects, as well as answering patient
questions and concerns.

In order to track patient satisfaction we routinely
send survey forms to 100% of new patients
upon intake. We survey all patients again at
periodic intervals appropriate to the therapies
we are supporting.

Delivery

The patient care coordinators ]
confirm all delivery details s
with the patient prior to ship- ‘W!N E . ‘
ping. Medication is always j
delivered into the hands of the patient or their
representative, and never left at the door.
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Reimbursement |

In addition to extensive knowledge of managed documentation that helps to expedite the
care plans and third party payors, Priority claims and reimbursement processes. Priority
Healthcare’s reimbursement specialists are Healthcare’s reimbursement team members
clinically trained in disease-specific drug provide practical expertise in helping patients
therapies. Billing and coding experts ensure understand and navigate complicated

that claims are completed and filed in a timely insurance company rules and procedures.

manner, including all supporting

Internet Initiatives

Priority Healthcare has been a pioneer in the development of online disease-specific communities as
an extension of its patient, payor, and physician support. The prototype, HepatitisNeighborhood.com,
was launched in May of 1999 and is used by 35,000 registered members. Designed with similar
layouts, our online neighborhoods introduced in 2001 — CancerNeighborhood.com,
FertilityNeighborhood.com, and PulmonaryNeighborhood.com - feature virtual buildings
and centers where patients and others can visit 24 hours a day, seven days a week
to get information, education, multimedia presentations, news, and interactive
chat forums. Through these interactive venues, physicians and
pharmacy experts are able to advise patients on their choice of
3 TrT———g (reatment options as well as
====o-~1 assisting them with the challenges,
TEp Mepotitis Neighborheos, || Jifestyle changes, treatments, and
TS =ne Al other issues surrounding chronic
disease states.

J. Jﬂ’am
R o

H@P e
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In addition to its specialty Our Quik-Dose® program employs the
pharmacy services, latest billing, shipping, inventory tracking,
Priority Healthcare and database technology to enable physicians
provides distribution to take advantage of automated ordering and
services to physician information processing—freeing their office
J offices, small and large staff from time-consuming paperwork.
;:Llrmcs, andtoutpatlent Office and clinic-based physicians are the
s ——1 gery centers : ¢ distribut ;
e prime users of our distribution services. These
We have pioneered effective streamlined physicians work in specialty areas treating
processes to assist the physician and his or chronic disease patients, and regularly order
her office staff in the clinical management of high-dollar-value pharmaceuticals. We provide
complex biotherapies for their chronic disease the physician an opportunity to order custom
patients. With just one phone call to Priority packages—only the medications they need,
Healthcare, physicians can get next-day service when they need it.
on most pharmaceuticals and second-day continued

delivery on supplies for their practices.
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The processes we have pioneered provide the quickest, most efficient road today for healthcare
providers and recipients to follow. By virtue of our commitment to deliver integrated solutions to the
alternate site healthcare market, Priority Healthcare has created a new brand of customer service.
Clinically informed, personal, and proactive, it is revolutionizing our industry while enhancing the
quality of life for millions of chronic disease patients.

. .

Customer Care-Our First Priority
Our company’s success is built on customer care and service. In our customers’ own words,
we are making a difference:

6] was so excited to be able to get the new combination therapy to treat my Hepatitis C. Finally I
was going to be able to do something that had a great chance of putting my disease into remission.
But when I went to my local retail pharmacy, they were very negative and told me they didn’t know
if they could even get the medication for me. They told me they couldn’t get hold of my insurance
company and I would have to contact them. [ was devastated. | had been their customer for years
and I felt they just abandoned me. Then, a nurse at my doctor’s office suggested Priority Healthcare.
[ called them and they immediately just took over. They called to tell me they had contacted my
insurance and the medicine would be delivered the next day. And Kathie, my case manager, 1
cannot say enough good things about her. She was like a friend reaching her hand out to me. She
even called the night the medication was delivered to see how I had done and she called the next
day to ask how I was feeling, then a week later too. When you are living with a disease that is trying
to kill you every day, it is so nice to have Priority Healthcare to take care of all the details and make
sure I get the lifesaving medicine [ need. They seem to care so much about customer satisfaction.

I don’t know who'’s at the top at Priority Healthcare, but they’re doing something right.? 2

Palm Harbor, Floridla,
Priority Healthcare patient since 2001

66 We used to get all of our supplies through Chandler Regional, the
local hospital, but when our practice split with their system, we had to find
another way to get them. | do the ordering for our practice, which includes

two family physicians, and ['ve found Priority Healthcare to be very respon-
e\l ,,‘E:_%/ sive. I can call them in the morning before 10 and have the meds by noon
- L the next day. In fact, [ haven’t had one problem since we began using them

almost a year ago. My account rep, Debbie, is excellent. She knows our account number...she even
knows my voice when I call! 92

Becky Curry
Medical Assistant — Gilbert Family Care, Gilbert, Arizona
Priority Healthcare customer since 2001

e e e o 2 e Rt A S S
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66 Before I found Priority Healthcare, [ had to get my medication through
my retail pharmacy which was very inconvenient because I had to special
order a few days in advance. My other alternative was the local hospital

pharmacy, but I had to drive so far out of my way to get it. Plus, [ would

have to fill my own syringe and, each time, that drawn-out process just

added to the mental anguish of having a rare blood disorder. Priority
Healthcare is great. My medication comes in a pre-filled syringe. All [ have to do is take it out of
the fridge and inject it. And they’re so organized. I call and the medication gets shipped for
overnight delivery. It’s really nice to have it arrive at my front door or at work. And I like the
packaging because it’s very low-key. It doesn’t say Priority Healthcare. In fact, it almost looks like
health food, in a way. When the shipment comes, [ simply sign for it. It’s very convenient. Priority
Healthcare has taken the hassle out of the whole process.? ?

Nancy Davidson
Costa Mesa, California
Priority Healthcare patient since 1996

$€\W/e've been using Priority Healthcare from the very beginning. We get all of our supplies—
drugs, equipment, instruments, and office supplies—from Priority Healthcare. In fact, several years
ago we tried another company that was offering a credit incentive tied to the amount of our order.
What a fiasco that was! The orders weren’t on time, and when they did arrive they were wrong.

It just didn’t work at all. I've never had that problem with Priority Healthcare. Occasionally my
regular rep gets promoted and [ have to work with someone new. But it’s always been a smooth
transition because the system is so efficient. The new rep just looks up our history to know what
we order and get a feel for our ongoing needs. This is important, because I call about once a

week and [ don’t have time to go into detailed explanations. 1 really feel there is a rapport with
Priority Healthcare because of the people. When we first started with them, Ron was our rep.

He was extremely helpful. In fact, he initially helped us set up the office years ago. And today,
even though he was promoted long ago and he’s no longer our rep, whenever I call on Ron he’s
still there for us. We get companies calling us all the time wanting to be our supplier but why

would we ever change? 99

Joann Algeo, RN, Michael R. Alper, MD
Internal Medicine — Livermore, California
Priority Healthcare customer since 1994

11
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2001 Financial Report

in keeping with its sound track record of financial accountability to its partners and shareholders,
Priority Healthcare made strategic moves in 2001 to enhance the Company’s value and increase its
earnings growth potential. Despite a year of economic unrest, we continued to show strong financial
growth while maintaining a low cost structure.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This discussion and analysis should be read in
conjunction with our Consolidated Financial
Statements and related notes included elsewhere
in this report.

Introduction

We were formed in June 1994 to succeed to the
business operations of companies previously
acquired by Bindley Western Industries, Inc.
(“BWI1”), as described below. From our formation
through our initial public offering, or IPO, on
October 24, 1997, we operated as a wholly owned
subsidiary of BWI, and procured a number of
services from, and engaged in a number of financial
and other transactions with, BWI. After the IPO,
we continued to be controlled by BWI, but operated
on a stand-alone basis. On December 31, 1998,
BW!I distributed to the holders of BWI common
stock on December 15, 1998 all of the shares of
our Class A Common Stock owned by BWI,
making Priority Healthcare Corporation a stand-
alone public company. Accordingly, since the

IPO we have incurred and will continue to incur
incremental recurring legal, audit, risk management
and administrative costs related to operating as a
stand-alone entity that we did not experience as

a wholly owned subsidiary of BWI. The financial
information included in this Annual Report

prior to 1999 is not necessarily indicative of
our future results of operations, financial position
and cash flows as a stand-alone public company.

We provide specialty pharmaceuticals and related
medical supplies, as well as disease treatment
services, to patients, office-based physicians,
outpatient renal dialysis centers and homecare
markets. Our operations are derived from the
acquisition by BWI of substantially all of the assets
of Charise Charles, Ltd., Inc. (“Charise Charles”), a
specialty wholesale distributor of oncology and
renal care biopharmaceuticals, in February 1993
and of PRN Medical, Inc. (“PRN"), a specialty
wholesale distributor of renal care supplies and
dialysis equipment, in October 1993. We subse-

o &) o o o o ©)

quently acquired 3C Medical, Inc. (“3C"), a
specialty distributor of acute dialysis products,

in October 1994 and V-1, Inc., IV-One Services,
Inc. and National Pharmacy Providers, Inc.,

three related companies that provided specialty
pharmacy and related healthcare services, in
January 1995. Subsequent to that, we acquired
substantially all of the assets of Grove Way
Pharmacy, Inc. (“Grove Way Pharmacy”), a
vaccine and injectable drug distributor, in August
1997, Pharmacy Plus, Ltd. (“Pharmacy Plus”),

a specialty pharmacy, in April 1999, Monitors
Unlimited, Inc. (“Monitors Unlimited”) a distributor
in the oral surgery market, in September 1999,
three related companies doing business as
Freedom Drug (“Freedom Drug”), the nation’s
leading infertility specialty pharmacy, in January
2001, Physicians Formulary International, Inc.
(“Physicians Formulary”) a distributor in the
outpatient surgery center market, in March 2001,
and Chesapeake Infusion LLC, doing business as
InfuRx (“InfuRx”), a specialty pharmacy, in
October 2001. These acquisitions were accounted
for under the purchase method of accounting and,
accordingly, the results of operations of the
acquired companies are included in our financial
statements from their respective dates of acquisi-
tion. As a result, period-to-period comparisons of
financial position and results of operations are not
necessarily meaningful.

The operations of Charise Charles, PRN, 3C,
Grove Way Pharmacy, Monitors Unlimited and
Physicians Formulary indirectly provide products
to patients through oncology practices, renal
dialysis centers and other healthcare providers.
Effective December 31, 1998, IV-One Services,
Inc. and National Pharmacy Providers, Inc. were
merged into V-1, Inc. and the name of the
corporation was changed to Priority Healthcare
Pharmacy, Inc. The operations of Priority
Healthcare Pharmacy, Inc., Pharmacy Plus,
Freedom Drug and InfuRx provide products and
services directly to patients. Historically, the
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operations that provide products and services
directly to patients have generated substantially
higher margins than the operations that indirectly
provide products to patients. We typically are
reimbursed for products and services provided
directly to patients by third-party payors, primarily
private insurers and managed care organizations.
Sales derived from agreements with managed
care organizations generally are made pursuant
to established rates negotiated periodically. We
typically are reimbursed for products provided
indirectly to patients by oncology practices, renal
dialysis centers and other healthcare providers,
and pricing is negotiated directly with the providers.

In June 2001, we entered into an agreement to
form a joint venture with AdvancePCS to provide
specialty pharmacy services to AdvancePCS’
clients and their members. The joint venture is
named AdvancePriority SpecialtyRx. AdvancePCS
owns 51% of the venture and we own 49%.

Critical Accounting Policies

The preparation of our financial statements in
conformity with accounting principles generally
accepted in the United States requires management
to make estimates and assumptions that affect the
amounts reported in our financial statements and
accompanying notes. Actual results could differ
materially from those estimates. The items in our
financial statements requiring significant estimates
and judgments are as follows:

Revenue Recognition - Revenues are recognized
when products are shipped to unaffiliated customers
with appropriate provisions recorded for estimated
discounts and contractual allowances. Discounts
and contractual allowances are estimated based on
historical collections. Any differences between our
estimates and actual collections are reflected in
operations in the year payment is received.

Receivables - Receivables are presented net of the
allowance for doubtful accounts and contractual
allowances. Receivables include trade and patient
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account receivables and the current portion of
trade receivables that have been converted to note
receivables. We regularly review the adequacy of
these allowances after considering the age of each
outstanding receivable and the collection history.

Results of Operations
2001 Compared to 2000

Net Sales. Net sales increased to $805.1 million in
2001 from $584.7 million in 2000, an increase of
38%. The growth primarily reflected the addition
of new customers, new product introductions,
additional sales to existing customers, the acquisi-
tions of Freedom Drug, Physicians Formulary and
InfuRx and inflationary price increases. The net
sales attributed to the acquisitions of Freedom
Drug, Physicians Formulary and InfuRx in 2001
represented approximately 13% of the total net
sales in 2001.

Gross Profit. Gross profit increased to $92.1
million in 2001 from $70.3 million in 2000, an
increase of 31%. The increase in gross profit
reflected increased sales and the acquisitions of
Freedom Drug, Physicians Formulary and InfuRx.
Gross profit as a percentage of net sales decreased
in 2001 to 11.4% from 12.0% in 2000. This
decrease was primarily attributed to changing payor
reimbursement patterns, as the use of Prescription
Benefit Management (“PBM”) Plans increased and
reimbursement from Major Medical Plans for
certain prescribed drugs decreased, and the change
in sales mix, as lower margin products experienced
increased sales. Competition continues to exert
pressure on margins.

Selling, General and Administrative Expense.
Selling, general and administrative, or SGA,
expense increased to $48.3 million in 2001 from
$31.3 million in 2000, an increase of 54%. SGA
expense as a percentage of net sales increased to
6.0% in 2001 from 5.4% in 2000. Management
continually monitors SGA expense and remains




focused on controlling these increases through
improved technology and efficient asset manage-
ment. The increase in SCA expense reflected the
growth in our business, bad debt charges, start up
costs related to new business relationships with
drug manufacturers, and the acquisitions of
Freedom Drug, Physicians Formulary and InfuRx.
The increase in SGA expense as a percentage of
net sales resulted from bad debt charges, start-up
~ costs related to new business relationships with
drug manufacturers and increased cost attributable
to providing more clinically oriented services.

Depreciation and Amortization. Depreciation and
amortization, or D&A, increased to $3.4 million
in 2001 from $1.3 million in 2000, an increase
of 155%. The increase in D&A was primarily
the result of an increase in the amortization of
intangible assets due to the acquisitions of
Freedom Drug and Physicians Formulary of $1.4
million and incremental depreciation on new
computer hardware and software, furniture and
equipment, transportation equipment, telephone
equipment and leasehold improvements.

Impairment of Investment. The impairment of
investment charge of $2.0 million in 2007 resulted
from writing off our external internet investment

in Cytura Corporation. Management considers
continuing operating losses and significant changes
in the technology industry to be its primary
indicators of potential impairment. Fair market
value was estimated based on valuations derived
from recent sales of equity interests in Cytura.

Interest Income. Interest income, decreased to
$6.0 million in 2001 from $6.9 million in 2000,

a decrease of 14%. In 2001 we earned 4.67% on
an average invested balance of $127.8 million.

In 2000 we earned 6.58% on an average invested
balance of $105.1 million. The decrease was
primarily due to the 11 short-term interest rate cuts
during 2001. In 2001 and 2000 the interest
income was primarily related to amounts earned
by investing cash and funds received from opera-
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tions, the secondary public offering of our Class B
Common Stock and stock option exercises in
overnight repurchase agreements with major
financial institutions and in marketable securities.

Income Taxes. The provision for income taxes in
2001 and 2000 represented 37.5% and 37.0%,
respectively, of earnings before income taxes.
During 2001, our state income taxes increased
because of the acquisitions we made during the
year and our presence in additional states.

2000 Compared to 1999

Net Sales. Net sales increased to $584.7 million in
2000 from $427.9 million in 1999, an increase of
37%. The growth reflected primarily the addition
of new customers, new product introductions,
additional sales to existing customers, the
acquisitions of Pharmacy Plus and Monitors
Unlimited and inflationary price increases.

Gross Profit. Gross profit increased to $70.3
million in 2000 from $52.6 million in 1999, an
increase of 34%. The increase in gross profit
reflected increased sales and the acquisitions of
Pharmacy Plus and Monitors Unlimited. Gross
profit as a percentage of net sales decreased in
2000 to 12.0% from 12.3% in 1999. This decrease
was primarily attributable to the change in sales
mix, as lower margin products experienced
increased sales. Competition continued to exert
pressure on margins.

Selling, General and Administrative Expense.
Selling, general and administrative, or SGA,
expense increased to $31.3 million in 2000 from
$21.2 million in 1999, an increase of 48%. SCA
expense as a percentage of net sales increased to
5.4% in 2000 from 5.0% in 1999. Management
continually monitors SGA expense and remains
focused on controlling these increases through
improved technology and efficient asset manage-
ment. The increase in SGA expense reflected the
growth in our business, the acquisitions of
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Pharmacy Plus and Monitors Unlimited and a
charge for the write-off of certain receivables.

The increase in SGA expense as a percentage of
net sales resulted from the charge for the write-off
of certain receivables.

Depreciation and Amortization. Depreciation and
amortization, or D&A, was $1.3 million in both
2000 and 1999.

Interest Income. Interest income, increased to
$6.9 million in 2000 from $3.4 million in 1999,
an increase of 102%. In 2000, the interest income
was primarily related to amounts earned by investing
cash and funds received from operations, the
secondary public offering of our Class B Common
Stock and stock option exercises in overnight
repurchase agreements with major financial
institutions and in marketable securities. In 1999,
interest income of $2.8 million was primarily related
to amounts earned by investing cash and funds
received from the secondary public offering of our
Class B Common Stack in overnight repurchase
agreements with major financial institutions and in
marketable securities, and interest income of
$662,000 was related to loaning funds to BWI.
The interest income on the loans to BWI was
calculated by applying BWI’s average incremental
borrowing rate, which was 5.4% for 1999, to

the average outstanding balances. During 1999
the average outstanding loans to BWI were

$12.3 million.

Income Taxes. The provision for income taxes in
2000 and 1999 represented 37.0% and 38.3%,
respectively, of earnings before taxes. During 2000,
we implemented selected tax strategies which
reduced our effective tax rate.

Liquidity and Capital Rescurces

Our principal capital requirements have been

to fund working capital needs to support internal
growth, for acquisitions and for capital expenditures.
Our principal working capital needs are for
inventory and accounts receivable. Management
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controls inventory levels in order to minimize
carrying costs and maximize purchasing
opportunities. We sell inventory to our customers
on various payment terms. This requires significant
working capital to finance inventory purchases and
entails accounts receivable exposure in the event
any of our major customers encounter financial
difficulties. Although we monitor closely the
creditworthiness of our major customers, there
can be no assurance that we will not incur some
collection loss on major customer accounts
receivable in the future.

We had cash and cash equivalents of $32.8 million,
marketable securities of $94.2 million and working
capital of $188.7 million at December 29, 2001.
We believe that the cash and cash equivalents,
marketable securities, working capital and cash
from operations will be sufficient to meet our
working capital needs for at least two years.

Net Cash Provided by Operating Activities. OQur
operations generated $45.5 million in cash during
2001. Receivables, net of acquisitions, increased
$14.9 million, primarily to support the increase in
sales and the extension of credit terms to meet
competitive conditions. Finished goods inventory,
net of acquisitions, increased $22.4 million,
primarily due to new product introductions, to
support the increase in sales and to take advantage
of some purchasing opportunities. The $27.7
million increase in accounts payable, net of
acquisitions, partially reduced the cash
requirements for receivables and finished goods
inventory; this increase was attributable to the
increase in inventory, the timing of payments and
the credit terms negotiated with vendors. Other
current assets and liabilities, net of acquisitions,
increased cash by $5.6 million, primarily due to
income taxes payable. We anticipate that our
operations may require cash to fund our growth.
During 2001, D&A totaled $3.4 million, provision
for doubtful accounts totaled $4.9 million and
impairment of investment totaled $2.0 million.




We also increased cash by $9.6 million due to the
tax benefit related to stock option exercises
during 2001.

Net Cash Used by Investing Activities. In 2001,
we purchased $15.6 million of marketable securities
in order to take advantage of higher interest rates
related to longer term investments. In 2001, we
purchased $7.4 million of fixed assets, primarily
pharmacy system software, internet software,
computer hardware and software, furniture and
equipment and leasehold improvements. The
leasehold improvements related to relocating our
infertility specialty pharmacy in Massachusetts and
our sales office in Arizona. We expect that capital
expenditures during 2002 will be approximately
$6.0 million. We anticipate that these expenditures
will relate primarily to the purchase of pharmacy
system software, computer hardware and software,
telecommunications equipment and furniture, and
equipment. In 2001, other assets increased $7.5
million due to a deposit we made with a major
supplier to generate better pricing. Also during
2001, we used $36.6 million to purchase

Freedom Drug, an infertility specialty pharmacy,
Physicians Formulary, a national distributor of
biopharmaceuticals specializing in the outpatient
surgery center market, and InfuRx, a specialty
pharmacy.

Net Cash Provided by Financing Activities. During
2001, we received proceeds of $8.4 million from
stock option exercises and we purchased treasury
stock for $4.0 million. We purchased the treasury
stock because we thought it was an attractive
investment. We are authorized to purchase another
2,846,500 shares of treasury stock until July 2002.

Inflation

Our financial statements are prepared on the basis
of historical costs and are not intended to reflect
changes in the relative purchasing power of the
dollar. Because of our ability to take advantage of
forward purchasing opportunities, we believe that
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our gross profits generally increase as a result of
manufacturers’ price increases in the products we
distribute. Gross profits may decline if the rate of
price increases by manufacturers declines.
Generally, price increases are passed through to
customers as we receive them and therefore they
reduce the negative effect of inflation. Other
non-inventory cost increases, such as payroll,
supplies and services, have been partially offset
during the past three years by increased volume
and productivity.

New Accounting Pronouncements

In July 20017 the Financial Accounting Standards
Board issued Statement of Financial Accounting
Standard (“SFAS”) No. 141, “Business Combinations”
and SFAS No. 142, “Goodwill and Other Intangible
Assets.” SFAS No. 141 requires business combina-
tions initiated after June 30, 2001 to be accounted
for using the purchase method of accounting, and
broadens the criteria for recording intangible assets
separate from goodwill. Recorded goodwill and
intangibles will be evaluated against this new
criteria and may result in certain intangibles being
subsumed into goodwill, or alternatively, amounts
initially recorded as goodwill may be separately
identified and recognized apart from goodwill.
SFAS No. 142 requires the use of a nonamortization
approach to account for purchased goodwill and
indefinite-lived intangibles. Under a nonamortization
approach, goodwill and certain intangibles will not
be amortized into results of operations, but instead
would be reviewed for impairment and written
down and charged to results of operations only

in the periods in which the recorded value of
goodwill and certain intangibles is more than its
fair value. The provisions of each statement which
apply to goodwill and intangible assets acquired
prior to June 30, 2001 were adopted by the
Company on December 30, 2001. We expect the
adoption of these accounting standards will have
the impact of reducing our amortization of
goodwill and intangibles expense by approximately
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$1.8 million annually commencing December 30,
2001; however, impairment reviews may result in
future periodic write-downs.

Forward-Locking Statements

Certain statements included in this annual report,
which are not historical facts, are forward-looking
statements. Such forward-looking statements are
made pursuant to the safe harbor provisions of the
Private Securities Litigation Reform Act of 1995.
These forward-looking statements represent our
expectations or beliefs and involve certain risks
and uncertainties including, but not limited to,
changes in interest rates, competitive pressures,
changes in customer mix, changes in third party
reimbursement rates, financial stability of major
customers, changes in government regulations or
the interpretation of these regulations, changes in
supplier relationships, growth opportunities, cost
savings, revenue enhancements, synergies and
other benefits anticipated from acquisition
transactions, difficulties related to integrating
acquired businesses, the accounting and tax
treatment of acquisitions, and asserted and
unasserted- claims, which could cause actual
results to differ from those in the forward-looking
statements. The forward-looking statements by their
nature involve substantial risks and uncertainties,
certain of which are beyond our control, and actual
results may differ materially depending on a variety
of important factors. You are cautioned not to
place undue reliance on these forward-looking
statements that speak only as of the date herein.

FINANCIAL CONDITION AND RESULTS OF OPERATIONS
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Market Risk

Our primary exposure to market risk consists of a
decline in the market value of our investments in
marketable debt securities as a result of potential
changes in interest rates. Market risk was estimated
as the potential decrease in fair value resulting
from a hypothetical 10% increase in interest rates
on securities included in our portfolio, and given
the short term maturities of all of our investments
in interest-sensitive securities, this hypothetical fair
value was not materially different from the period
end carrying value.




Management’s Responsibility
for Financial Reporting

The management of Priority Healthcare Corporation
is responsible for the integrity and accuracy of the
financial statements appearing in this Annual
Report. The consolidated financial statements were
prepared by management in conformity with
accounting principles generally accepted in the
United States of America, applied on a consistent
basis, and include amounts that are based on the
most accurate information currently available to
Priority Healthcare Corporation. The consolidated
financial statements have been audited by the
accounting firm of PricewaterhouseCoopers LLP,
who have expressed their opinion with respect to
the fairness of Priority Healthcare Corporation’s
financial statements.

Priority Healthcare Corporation maintains a

system of internal accounting control to provide
reasonable assurance that transactions are recorded
in accordance with our policies and that the
financial information is reliable.

The Board of Directors of Priority Healthcare
Corporation, acting through Priority Healthcare
Corporation’s Audit Committee, reviews and moni-
tors Priority Healthcare Corporation’s accounting,
auditing, internal control and financial reporting
matters. The Audit Committee meets periodically
with management and the independent auditors,
who have free access to the Audit Committee.

Steven D. Cosler
President and Chief Executive Officer

Stephen et~

Stephen M. Saft
Chief Financial Officer and Treasurer

O RESPONSIBILITIES

Report of Independent
Certified Public Accountants

To the Board of Directors and Shareholders of
Priority Healthcare Corporation,

In our opinion, the accompanying consolidated
balance sheets and the related consolidated
statements of earnings, of shareholders’ equity and
of cash flows present fairly, in all material respects,
the financial position of Priority Healthcare
Corporation and its subsidiaries (the “Company”)
at December 30, 2000 and December 29, 2001,
and the results of their operations and their cash
flows for each of the three years in the period
ended December 29, 2001, in conformity with
accounting principles generally accepted in the
United States of America. These financial state-
ments are the responsibility of the Company’s
management; our responsibility is to express an
opinion on these financial statements based on
our audits. We conducted our audits of these
statements in accordance with auditing standards
generally accepted in the United States of
America, which 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, assess-
ing the accounting principles used and significant
estimates made by management, and evaluating
the overall financial statement presentation. We
believe that our audits provide a reasonable basis
for the opinion.

i').,“;g..,;j;; Ve pe LLP
PricewaterhouseCoopers LLP

Orlando, Florida
February 15, 2002
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PRIORITY HEALTHCARE CORPORATION
CONSOLIDATED STATEMENTS OF EARNINGS

Net sales $ 427,887 $ 584,657 $ 805,120
Cost of products sold 375,263 514,360 712,971
Gross profit 52,624 70,297 92,149
Selling, general and administrative expense 21,228 31,313 48,349
Depreciation and amortization 1,290 1,335 3,400
Earnings from operations 30,106 37,649 40,400
Impairment of investment - - 2,019
Interest income (3,432) (6,920) (5,972)
Earnings before income taxes 33,538 44,569 44,353
Provision for income taxes:

Current 13,615 17,708 15,135

Deferred (771) (1,218) 1,498

12,844 16,490 16,633

Net earnings $ 20,694 $ 28,079 $ 27,720
Earnings per share:

Basic $ 51 $ 66 | $ .64

Diluted $ .50 $ .65 $ .62
Weighted average shares outstanding:

Basic 40,503,406 42,254,841 43,542,518

Diluted 41,535,642 43,096,956 44,555,586

See accompanying notes to consolidated financial statements.
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ASSETS:
Current assets:
Cash and cash equivalents $ 50,057 $ 32,758
Marketable securities 78,570 94,166
Receivables, less allowance for doubtful accounts
of $2,954 and $3,239, respectively 99,305 118,342
Finished goods inventory 48,839 74,058
Deferred income taxes 2,668 2,165
QOther current assets 1,783 8,145
281,222 329,634
Fixed assets, net 3,952 9,828
Deferred income taxes 273 -
Other assets 2,019 -
Intangibles, net 9,635 56,554
Total assets $ 297,101 $ 396,016
LIABILITIES AND SHAREHOLDERS’ EQUITY:
Current liabilities:
Accounts payable $ 77,257 $116,148
Other current liabilities 9,241 24,806
86,498 140,954
Deferred income taxes - 722
Commitments and contingencies (notes 11 and 13)
Shareholders’ equity:
Preferred stock, no par value, 5,000,000 shares authorized,
none issued and outstanding - -
Common stock
Class A, $0.01 par value, 55,000,000 shares authorized, 8,123,867
and 7,211,815 issued and outstanding, respectively 81 72
Class B, $0.01 par value, 180,000,000 shares authorized, 37,272,375
and 38,185,503 issued, respectively 373 382
Additional paid in capital 174,279 182,818
Retained earnings 65,767 93,487
240,500 276,759
Less: Class B Common stock in treasury (at cost), 2,548,273
and 1,739,474 shares, respectively (29,897) (22,419)
Total shareholders’ equity 210,603 254,340
Total liabilities and shareholders’ equity $ 297,101 $ 396,016
See accompanying notes to consolidated financial statements.
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Cash flow from operating activities:
Net earnings $ 20,694 $ 28,079 $ 27,720
Adjustments to reconcile net income to net cash provided
by operating activities:
Depreciation and amortization 1,290 1,335 3,400
Provision for doubtful accounts 1,655 5,610 4,920
Tax benefit from stock option exercises 834 12,660 9,601
Impairment of investment - - 2,019
Loss on disposal of fixed assets 280 38 208
Compensation expense on stock grants 30 30 30
Deferred income taxes (771) (1,218) 1,498
Change in assets and liabilities, net of acquisitions:
Receivables (33,499) (16,122) (14,900)
Finished goods inventory (6,004) (17,919) (22,350)
Accounts payable 19,944 23,360 27,677
Other current assets and liabilities 196 4,118 5,645
Net cash provided by operating activities 4,649 39,971 45,468
Cash flow from investing activities:
Purchase, net of sales, of marketable securities (56,795) (21,775) (15,596)
Purchase of fixed assets {1,609) {2,276) {7,446)
Proceeds from sale of fixed assets 47 - -
Increase in other assets (469) (1,550) (7,500}
Acquisition of businesses, net of cash acquired (4,536) - (36,611)
Net cash used in investing activities (63,362) (25,601) (67,153)
Cash flow from financing activities:
Net change in amounts due to/from BWI 16,517 - -
Proceeds from stock option exercises 1,271 11,309 8,425
Payments for purchase of treasury stock 30,330 {436) {4,039
Proceeds from secondary stock offering, net 96,073 - -
Net cash provided by financing activities 83,525 10,873 4,386
Net increase (decrease) in cash 24,812 25,243 (17,299)
Cash and cash equivalents at beginning of period 2 24,814 50,057
Cash and cash equivalents at end of period $ 24,814 $ 50,057 $ 32,758
Supplemental cash flow information:
Income taxes paid $ 14,085 $ 754 $ 4,466
Supplemental non-cash investing and financing activities:
Acquisition liabilities $ - $ - $ 11,029
Stock issued in connection with acquisition ‘ $ - $ 354 $ 2,000
See accompanying notes to consolidated financial statements.
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C o o o o o o o O CONSOLIDATED STATEMENTS OF SHAREHOLDERS” EQUITY

Class A Sios | Cllss B Commen B
080’ wmifted, encept share @uin g WAmount @un., AmouRy W%w At | ‘

Balances at December 31, 1998 30,642,858 $ 307 6,904,428 | % 69 - $ - $ 52,671 | $ 16,994 $ 70,041
Net earnings 20,694 20,694
Issuance of Class B common stock:

Secondary public offering 5,980,000 60 96,013 96,073
Stock option exercises

and related tax benefit 261,120 3 2,102 2,105
Board of Directors’ compensation 2,424 30 30
Repurchase of common stock 2,609,716)l (30,336) (30,336)
Conversions from Class A (20,160,014) (202){ 20,136,896 201 1 -

Balances at December 31, 1999 10,482,844 105 33,284,868 333 (2,609,716)] (30,336)| 150,817 37,688 158,607
Net earnings 28,079 28,079
Issuance of Class B common stock:

Stock option exercises
and related tax benefit 1,627,610 16 65,368 766 23,187 23,969
Board of Directors’ compensation 920 30 30
Issuance of common stock in
connection with acquisition 9,284 109 245 354
Repurchase of common stock (13,209 (436) 436)
Conversians from Class A (2,358,977) (24) 2,358,977 24 —

Balances at December 30, 2000 8,123,867 81 37,272,375 373 1(2548273)| (29,897) 174,279 65,767 210,603
Net earnings 27,720 27,720
issuance of Class B common stock:

Stock option exercises and
related tax henefit 903,776| 10,645 7,381 18,026
Board of Directors’ compensation 1,076 30 30
Issuance of common stock in
connection with acquisition 67,636 872 1,128 2,000
Repurchase of common stock (162,613) (4,039) (4,039)
Conversions from Class A (912,052) 9) 912,052 g -
Balances at December 29, 2001 7,211,815 | $ 72 38,185,503 | $ 382J£,739,474) $(22,419) $182,818 | $ 93,487 $254,340
See accompanying notes to consolidated financial statements.
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PRIORITY HEALTHCARE CORPORATION

Note 1—Significant Accounting Policies

Basis of presentation. Priority Healthcare
Corporation (the "Company") was formed by
Bindley Western Industries, Inc. ("BWI") on

June 23, 1994, as an Indiana corporation to focus
on the distribution of products and provision of
services to the “alternate site” segment of the
healthcare industry. On October 29, 1997, the
Company consummated an initial public offering
of its Class B Common Stock (the "IPO"). On
December 31, 1898, BWI distributed to its
common shareholders all of the 30,642,858
shares of the Company’s Class A Common Stock
then owned by BWI in a spin-off transaction and
BWI no longer has any ownership interest in

the Company. The Company now operates as a
national specialty pharmacy and distributor that
provides biopharmaceuticals, complex therapies
and related disease treatment programs

and services.

Principles of Consclidation. The consolidated
financial statements include the accounts of the
Company and its wholly-owned subsidiaries. All
significant intercompany accounts and transactions
have been eliminated. On April 12, 2000, the
Company changed its reporting period for the fis-
cal year from a calendar year ending December 31
to the 52 or 53 week period ending on the
Saturday closest to December 31. None of the
periods presented represent a 53 week period.

Revenue Recognition. Revenues are recognized
when products are shipped to unaffiliated
customers with appropriate provisions recorded
for estimated discounts and contractual allowances.
Discounts and contractual allowances are estimated
based on historical collections. Any differences
between the estimates and actual collections are
reflected in operations in the year payment is
received.

Cash and Cash Equivalents. The Company considers
all investments with an original maturity of less
than 3 months to be a cash equivalent.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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Marketable Securities. In accordance with
provisions of Statement of Financial Accounting
Standard No. 115, “Accounting for Certain
Investments in Debt and Equity Securities,” the
Company has classified all of its investments in
marketable securities as available-for-sale. These
investments are stated at their market value, with
any material unrealized holding gains or |osses,
net of tax, included as a component of shareholders’
equity until realized. The cost of debt securities
classified as available-for-sale is adjusted for
amortization of premiums and accretion of
discounts to maturity. Interest income is included
as a component of current earnings.

Receivables. Receivables are presented net of the
allowance for doubtful accounts and contractual
allowances. Receivables include trade and patient
account receivables and the current portion of
trade receivables that have been converted to note
receivables. The Company regularly reviews the
adequacy of these allowances after considering
the age of each outstanding receivable and the
collection history.

Inventories. Inventories are stated on the basis of
lower of cost or market using the first-in, first-out
("FIFO") method.

Fixed Assets. Depreciation is computed on the
straight-line method for financial reporting purposes.
Accelerated methods are primarily used for
income tax purposes. Assets, valued at cost, are
generally being depreciated over their estimated
useful lives as follows:

Estimated useful life (years)
Computer hardware and software 5

Furniture and equipment
Leasehold improvements

V1 U1 W\

Transportation and other equipment

In the event facts and circumstances indicate an
asset could be impaired, an evaluation of the
undiscounted estimated future cash flows from




operations is compared to the asset’s carrying
amount to determine if a write-down is required.
At December 30, 2000 and December 29, 2001,
management has determined no impairments
existed.

Intangibles. The Company continually monitors its
cost in excess of net assets acquired (goodwill),
covenants not to compete and its other intangibles
(customer lists and consulting agreements) to
determine whether any impairment of these assets
has occurred. In making such determination, the
Company evaluates the expected future cash flows
from operations, on an undiscounted basis, of the
underlying businesses which gave rise to such
amounts. Goodwill is being amortized on the
straight-line method, principally over 20 to 40
years. Other intangibles are being amortized on
the straight-line method over 4 to 15 years.

New Accounting Pronouncements. In July 2001
the Financial Accounting Standards Board issued
Statement of Financial Accounting Standard
(“SFAS”) No. 141, “Business Combinations” and
SFAS No. 142, “Goodwill and Other Intangible
Assets.” SFAS No. 141 requires business combina-
tions initiated after June 30, 2001 to be accounted
for using the purchase method of accounting, and
broadens the criteria for recording intangible assets
separate from goodwill. Recorded goodwill and
intangibles will be evaluated against this new
criteria and may result in certain intangibles being
subsumed into goodwill, or alternatively, amounts
initially recorded as goodwill may be separately
identified and recognized apart from goodwill.
SFAS No. 142 requires the use of a nonamortization
approach to account for purchased goodwill and
indefinite-lived intangibles. Under a nonamortization
approach, goodwill and certain intangibles will not
be amortized into results of operations, but instead
would be reviewed for impairment and written
down and charged to results of operations only in
the periods in which the recorded value of good-
will and certain intangibles is more than its fair
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value. The provisions of each statement which
apply to goodwill and intangible assets acquired
prior to June 30, 2001 were adopted by the
Company on December 30, 2001. The Company
expects that the adoption of these accounting
standards will have the impact of reducing
amortization of goodwill and intangibles expense
by approximately $1.8 million annually commencing
December 30, 2001; however, impairment reviews
may result in future periodic write-downs.

Shipping and Handling Costs. Costs associated
with shipping and handling activities are com-
prised of outbound freight and are included in
selling, general and administrative expense. These
costs were $2.5 million, $3.3 million and $5.4
million in 1999, 2000 and 2001, respectively.

Earnings Per Share. Basic earnings per share is
computed by dividing net income by the weighted
average of Class A and Class B shares outstanding
for the period. Diluted earnings per share compu-
tations assume outstanding stock options with a
dilutive effect on earnings were exercised. These
common stock equivalents are added to the
weighted average number of shares outstanding
in the diluted calculation. A reconciliation of

the basic and diluted weighted average shares
outstanding is as follows for the years ended
December 31, 1999, December 30, 2000 and
December 29, 2001:

1999 2000 2001

(In Thousands)

Weighted average number of
Class A and Class B
Common shares outstanding used
as the denominator in the basic

40,503 42,255 43,543

earnings per share calculation

Additional shares assuming exercise
of dilutive stock options

1,033 842 1,013

Weighted average number of
Class A and Class B Common
and equivalent shares used as
the denominator in the diluted
earnings per share calculation

41,536 43,097 44,556
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Options to purchase 1.9 million, 0 and 458,000
shares with exercise prices greater than the average
market prices of common stock were outstanding
at December 31, 1999, December 30, 2000 and
December 29, 2001, respectively. These options
were excluded from the respective computations
of diluted earnings per share because their effect
would be anti-dilutive.

Income Taxes. The Company accounts for income
taxes using the asset and liability method. The
asset and liability method requires the recognition
of deferred tax assets and liabilities for expected
future tax consequences of temporary differences
that currently exist between the tax bases and
financial reporting bases of the Company’s assets
and liabilities.

Use of Estimates. The preparation of financial
statements in accordance with accounting
principles generally accepted in the United States
of America requires the use of estimates made by
management. Actual results could differ from those
estimates.

Fair Value of Financial Instruments. The carrying
values of cash and cash equivalents, marketable
securities, receivables, other current assets,
accounts payable and other current liabilities
approximate their fair market values due to the
short-term maturity of these instruments.

Comprehensive Income. Comprehensive income
is defined as all changes in shareholders’ equity
during a period except those resulting from
investments by and distributions to shareholders.
Comprehensive includes net earnings and other
comprehensive income. There were no material
elements of other comprehensive income for any
of the periods presented.

Prior Year Reclassifications. Certain amounts in
the prior year financial statements have been
reclassified to conform to the current year
presentation.
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Note 2—Related Party Transactions

At December 31, 1998, BWI owed the Company
$16.5 million. This amount was due on demand
and represented loans of excess cash balances of
the Company to BWI on a short-term, interest-
bearing basis. The amount was collected during
1999. Interest income attributable to the loans to
BWI was $662,000 in 1999. This amount was
calculated by applying BWI’s average incremental
borrowing rate, which was 5.4%, to the average
outstanding balances. During 1999, the average
outstanding loans to BWI were $12.3 million.

During the year ended December 30, 2000, the
Company made a $2.0 million equity investment
in an internet content management company,
which was carried at cost. During the year ended
December 29, 2001, the Company wrote off the
investment. Management considers continuing
operating losses and significant changes in the
technology industry to be its primary indicators

of potential impairment. Fair market value was
estimated based on valuations derived from recent
sales of equity interests in Cytura. During the years
ended December 30, 2000 and December 29,
2001, the Company purchased approximately
$1.4 million and $66,000 of services from this

.company, respectively.

Note 3—Acguisitions

On April 12, 1999, the Company completed an
acquisition of the majority of the operating assets
of Pharmacy Plus, Ltd., a specialty pharmacy. The
acquisition was accounted for using the purchase
method of accounting and the results of operations
are included in the consolidated financial state-
ments subsequent to the date of acquisition. The
total purchase price for the Pharmacy Plus, Ltd.
assets was approximately $3.5 million, which
included approximately $450,000 for inventory
and fixed assets and resulted in approximately
$3.0 million of goodwill. No indebtedness was




assumed. The results of operations of Pharmacy
Plus, Ltd. prior to the date of acquisition would not
have been material to the results of the Company
for the year ended December 31, 1999.

On September 2, 1999, the Company completed
an acquisition of the majority of the operating
assets of Monitors Unlimited, Inc., a distributor

in the oral surgery market. The acquisition was
accounted for using the purchase method of
accounting and the results of operations are
included in the consolidated financial statements
subsequent to the date of acquisition. The total
purchase price for the Monitors Unlimited, Inc.
assets was approximately $1.4 million, which
included approximately $245,000 for inventory
and accounts receivable, approximately $95,000
in assumed accounts payable debt, and resulted in
approximately $1.2 million of goodwill. The results
of operations of Monitors Unlimited, Inc. prior to
the date of acquisition would. not have been
material to the results of the Company for the
year ended December 31, 1999.

On January 20, 2001, the Company completed an
acquisition of the majority of the operating assets
of Freedom Drug, an infertility specialty pharmacy.
The acquisition was accounted for using the
purchase method of accounting and the results

of operations are included in the consolidated
financial statements subsequent to the date of
acquisition. The total purchase price for the
Freedom Drug assets was approximately $30.5
million, which included approximately $8.9
million for cash, inventory, accounts receivable,
other current assets and fixed assets, approximately
$8.4 million in assumed accounts payable and
other current liabilities, and resulted in approxi-
mately $23.0 million of goodwill. The results of
operations of Freedom Drug prior to the date of
acquisition would not have been material to the
results of the Company for the periods presented
in these financial statements. In addition, if
Freedom Drug achieves certain predetermined

C
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financial results during the fiscal year ending
December 28, 2002, the Company will make
additional payments.

On April 2, 2001, the Company completed an
acquisition of the majority of the operating assets
of Physicians Formulary International, Inc., a
national distributor of biopharmaceuticals
specializing in the outpatient surgery center
market. The acquisition was accounted for using
the purchase method of accounting and the results
of operations are included in the consolidated
financial statements subsequent to the date of
acquisition. The total purchase price for the
Physicians Formulary assets was approximately
$19.3 million, which included approximately
$4.0 million for inventory, accounts receivable
and fixed assets, approximately $2.0 million in
assumed accounts payable and other current
liabilities, and resulted in approximately $15.8
million of goodwill. The results of operations of
Physicians Formulary prior to the date of
acquisition would not have been material to the
results of the Company for the periods presented
in these financial statements.

On October 26, 2001, the Company completed an
acquisition of the majority of the operating assets
of InfuRx, a specialty pharmacy. The acquisition
was accounted for using the purchase method of
accounting and the results of operations are
included in the consolidated financial statements
subsequent to the date of acquisition. The total
purchase price for the InfuRx assets was
approximately $11.8 million, which included
approximately $1.9 million for inventory, accounts
receivable and fixed assets, approximately $1.5
million in assumed accounts payable debt, and
resulted in approximately $10.0 million of tax
deductible goodwill. The results of operations of
InfuRx prior to the date of acquisition would not
have been material to the results of the Company
for the periods presented in these financial
statements. In addition, if InfuRx achieves certain
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predetermined financial results during the fiscal
years ending December 28, 2002 and January 3,
2004, the Company will make additional
payments.

On June 18, 2001, the Company entered into

an agreement to form a joint venture with
AdvancePCS to provide specialty pharmacy
services to AdvancePCS’ clients and their members.
The joint venture is named AdvancePriority
SpecialtyRx. AdvancePCS owns 51% of the venture
and the Company owns 49%. During the year
ended December 29, 2001, the results of
operations of the joint venture were not material

to the results of the Company.

Note 4—Marketable Securities

Marketable securities are carried on the balance
sheet at their market value. Marketable securities
at December 30, 2000 and December 29, 2001
consist of the following:

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(In Thousands)
2000 2001
Mutual Funds $ $ 2,079
Corporate Bonds 56,282 89,945
Commercial Paper 22,288 2,142
$ 78,570 $ 94,166

These investments had a fair value of approximately
$125.8 million (which includes approximately
$47.2 million classified as cash equivalents) and
$122.3 million (which includes approximately
$28.1 million classified as cash equivalents) at
December 30, 2000 and December 29, 2001,
respectively. At December 30, 2000 and December
29, 2001, the amortized cost of these investments
approximated their market value. There were no
gross realized gains or losses on sales of available-
for-sale securities in 2000 or 2001. All available-for-
sale securities are due in one year or less.

o o o o o o o

Note 5—Fixed Assets

Fixed assets at December 30, 2000 and December
29, 2001 consist of the following:

(In Thousands)
2000 2001
Computer hardware $ 2,686 $ 5,012
and software
Furniture and equipment 2,134 3,359
Leasehold improvements 331 1,093
Transportation equipment 550 647
5,711 10,111
Less: accumulated
depreciation (1,759) (2,334)
3,952 7,777
Construction in progress - 2,051
$ 3952 § 9828

Depreciation expense was $587,000, $848,000
and $1.5 million for the years ended December 31,
1999, December 30, 2000 and December 29,
2001, respectively.

Note 6—Intangibles

Intangibles at December 30, 2000 and December 29,
2001 consist of the following:

(in Thousands)
2000 2001
Goodwill $ 10,265 $ 59,081
Accumulated amortization  (1,401) (3,179)
Goodwill, net 8,864 55,902
Other 1,639 1,539
Accumulated amortization (868) (887)
Other, net 771 652
Intangibles, net $ 9,635 § 56,554

Amortization expense was $703,000, $487,000
and $1.9 million for the years ended December
31, 1999, December 30, 2000 and December 29,
2001, respectively.



Note 7—Income Taxes

The provision for income taxes includes state
income taxes of $1.5 million, $1.4 million and $1.7
million for the years ended December 31, 1999,
December 30, 2000 and December 29, 2001,
respectively.

The following table indicates the significant ele-
ments contributing to the difference between the
U.S. federal statutory tax rate and the effective tax
rate:

1999 2000 2001
Percentage of earnings before taxes:
U.S. federal statutory rate 35.0%
State and local taxes on income,
net of federal income tax benefit 3.2% 2.0% 2.5%
Other 0.1% 0.0% 0.0%

38.3% 37.0% 37.5%

35.0% 35.0%

Effective rate

Presented below are the significant elements of
the net deferred tax balance sheet accounts at
December 30, 2000 and December 29, 2001:

{In Thousands)
2000 2001
Deferred tax asset:
Receivables , $1,056 $ 1,215
Finished goods inventories 647 51
Investments - 757
Deferred compensation 671 517
State taxes 549 289
Accrued expenses 415 611
Total deferred tax assets 3,338 3,440
Deferred tax liabilities:
Fixed assets (210) (1,545)
Intangibles (187) (452)
Total deferred tax liabilities (397) (1,997)
Total net deferred income taxes 2,941 1,443

Less current deferred tax assets (2,668)  (2,165)

Non current deferred

income taxes $ 273 $§ (722)
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Note 8—Profit Sharing Plan

All employees are generally eligible to participate
in the Profit Sharing Plan as of the first January T,
April 1, July 1 or October 1 after having completed
at least three months of service (as defined in the
Profit Sharing Plan) and having reached age 18
("Participant"). Participants are generally eligible to
receive an annual contribution from the Company
after having completed at least one year of service
(as defined in the Profit Sharing Plan) and having
reached age 18. The annual contribution of the
Company to the Profit Sharing Plan is at the
discretion of the Board of Directors of the Company
and has historically been 6.5% to 8.0% of the
Participant’s compensation for the year. The
employer contribution for a year is allocated
among the Participants employed on the last day of
the year in proportion to their relative compensation
for the year. The contributions to the Profit Sharing
Plan which are included as expense in the
statement of earnings for 1999, 2000 and 2001
were $350,000, $653,000 and $1.0 million,
respectively.

Subject to limitations imposed by the Internal
Revenue Code of 1986, as amended, a Participant
may have a percentage of his or her compensation
withheld from pay and contributed to the Profit
Sharing Plan and make “rollover” contributions to
the Profit Sharing Plan of qualifying distributions
from other employers’ qualified plans.

A Participant’s interest in amounts withheld from
his or her pay and contributed to the Profit Sharing
Plan or in rollover contributions and in the earnings
on those amounts are fully vested at all times.

A Participant’s interest in employer contributions
made on his or her behalf and the earnings on
those contributions become 20% vested after one
year of service and an additional 20% vested
during each of the next four years. A Participant’s
interest in employer contributions made on his or
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her behalf and the earnings on those contributions
also become fully vested when the employee
retires at age 65 or older, dies or becomes totally
disabled.

All contributions to the Profit Sharing Plan are paid
in cash to a bank, as trustee, and are invested by
the trustee until distributed to Participants or their
beneficiaries. Participants are permitted to direct
the trustee as to the investment of their accounts
by choosing among several investment funds that
are offered. A Participant may also elect to invest
in the Company’s Class B Common Stock.
Participants may elect to invest in one fund or a
combination of the available funds according to
their investment goals. If a Participant does not
make an investment election, his or her Profit
Sharing Plan accounts will be invested in a fund
designated by the Company.

Except in certain cases of financial hardship, a
Participant (or his or her beneficiary) receives his
or her interest in the Profit Sharing Plan only at
death, retirement or termination of employment.

Note 9—Capital Stock

The two classes of Common Stock entitle holders
to the same rights and privileges, except that holders
of shares of Class A Common Stock are entitled to
three votes per share on all matters submitted to a
vote of holders of Common Stock and holders of
Class B Common Stock are entitled to one vote per
share on such matters. The Class A Common Stock
will automatically be converted into shares of
Class B Common Stock on a share-for-share basis
upon any transfer or purported transfer to any
person other than: (i) a dividend or other distribu-
tion of the shares of Class A Common Stock to the
shareholders of BWI; or (ii) family members of the
holder of Class A Common Stock, or trusts for the
benefit of or entities controlled by the holder of
Class A Common Stock or family members of

the holder.
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Shares of restricted stock as to which restrictions
have not lapsed are not transferable other than
pursuant to the laws of descent and distribution.

On June 15, 1999, the Company consummated a
secondary public offering of 5,200,000 shares of
Class B Common Stock. An additional 780,000
shares of Class B Common Stock were sold on
July 7, 1999 pursuant to the exercise of the under-
writers” overallotment option. All shares were
issued at a price of $17.00 per share. Net
proceeds to the Company, after deducting
underwriting discounts and commissions and
other expenses of the offering, was $96.1 million.

On August 24, 1999, the Board of Directors
approved the purchase of up to 4,000,000 shares
of the Company’s outstanding shares of Class B
Common Stock. This purchase was approved
through August 23, 2000. In 1999, 2,609,716
shares were purchased at an average price of
$11.62 and were included in treasury stock. The
Company purchased the treasury stock because
management felt the market undervalued the stock.
In 2000, the Company did not purchase shares
under this plan.

On July 19, 2001, the Board of Directors approved
the purchase of up to 3,000,000 shares of the
Company’s outstanding shares of Class B Common
Stock. This purchase was approved through July

18, 2002. In 2001, 153,500 shares were purchased
at an average price of $23.93 and were included in
treasury stock. The Company purchased the treasury
stock because management felt the market under-
valued the stock.

On April 7, 1999, the Company announced that
the Board of Directors authorized a 3-for-2 stock
split of the Company’s Common Stock to be effected
as a stock dividend to all shareholders of record at
the close of business on April 20, 1999, the
Record Date. Shareholders on the Record Date
received a stock dividend of one share for each
two shares held. The stock dividend was paid on




May 4, 1999. Holders of the Class A Common
Stock received Class A shares in the split and
holders of Class B Common Stock received Class B
shares. Cash was paid in lieu of fractional shares.
The amounts presented herein give effect to the
stock split as if it had occurred at the beginning of
all periods presented.

On October 19, 2000, the Company announced
that the Board of Directors authorized a 2-for-1
stock split of the Company’s Common Stock to be
effected as a stock dividend to all shareholders of
record at the close of business on November 8,
2000, the Record Date. Shareholders on the
Record Date received a stock dividend of one
share for each one share held. The stock dividend
was paid on November 22, 2000. Holders of the
Class A Common Stock received Class A shares in
the split and holders of Class B Common Stock
received Class B shares. The amounts presented
herein give effect to the stock split as if it had
occurred at the beginning of all periods presented.

Note 10—Stock Option Plans

On August 25, 1997, the Board of Directors and
BWI, as sole shareholder of the Company, adopted
the 1997 Stock Option and Incentive Plan (the
#1997 Stock Option Plan”). Under the 1997 Stock
Option Plan, the Company may award stock
options and shares of restricted stock to officers,
key employees and consultants of the Company.
The aggregate number of shares of Class B
Common Stock that may be awarded under the
1997 Stock Option Plan is 6,400,000, subject to
adjustment in certain events. No individual
participant may receive awards for more than
300,000 shares in any calendar year. Under the
1997 Stock Option Plan, awards of restricted
shares may be made, in which case the grantee
would be granted shares of Class B Common
Stock, subject to any determined forfeiture or
transfer restrictions.
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The Compensation Committee of the Board of
Directors administers the 1397 Stock Option Plan
and has the authority to select those officers and
key employees to whom awards will be made, to
designate the number of shares to be covered by
each award, to establish vesting schedules, and to
specify all other terms of the awards. With respect
to stock options that are intended to qualify as
“incentive stock options” under Section 422 of the
Internal Revenue Code, the option price must be
at least 100% (or, in the case of a holder of more
than 10% of the total combined voting power of
the Company’s stock, 110%) of the fair market
value of a share of Class B Common Stock on

the date of the grant of the stock option. The
Compensation Committee will establish the
exercise price of options that do not qualify as
incentive stock options (“non-qualified stock
options”). No options may be exercised more than
10 years from the date of grant, or for such shorter
period as the Compensation Committee may
determine at the date of grant. Awards of options
are not transferable other than pursuant to the laws
of descent and distribution.

On August 25, 1997, the Board of Directors

and BWI, as sole shareholder of the Company,
approved the adoption of the Outside Directors
Stock Option Plan {the “Directors Plan”). The
Directors Plan reserves for issuance 75,000 shares
of the Company’s Class B Common Stock, subject
to adjustment in certain events. Pursuant to the
Directors Plan, each non-employee director will be
automatically granted an option to purchase 3,000
shares of Class B Common Stock on June 1 of each
year beginning June 1, 1998. The option exercise
price per share will be the fair market value of one
share of Class B Common Stock on the date of
grant. Each option becomes exercisable six months
following the date of grant and expires 10 years
following the date of grant.
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On September 15, 1998, the Board of Directors of
the Company approved the adoption of the Broad
Based Stock Option Plan (the “Broad Based Plan”).
The Broad Based Plan reserves for issuance
1,837,323 shares of the Company’s Class B
Common Stock, subject to adjustment in certain
events. The number of shares which may be granted
under the Broad Based Plan during any calendar
year shall not exceed 50,000 shares to any one
person. The Compensation Committee of the Board
of Directors administers the Broad Based Plan and
establishes vesting schedules. Each option expires
10 years following the date of grant.

In accordance with the provision of SFAS No. 123,
“Accounting for Stock-Based Compensation” (SFAS
No. 123), the Company has elected to follow
Accounting Principles Board Opinion No. 25,
Accounting for Stock Issued to Employees (APB 25)
and related Interpretations in accounting for its
stock option plans, and accordingly, generally does
not recognize compensation expense related to
options granted to employees. If the Company had
elected to recognize compensation expense based
on the fair value of the options at the grant date as
prescribed by SFAS No. 123, pro forma net income
and earnings would have been:

Year ended

December 31, December 30, December 29,

1999 2000 2001
(in Thousands, Except Share Data)
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Net earnings - as reported  $ 20,694 $28,079 $27,720
Pro forma impact of

Company option grants (4,049) (5,531) (11,580)

Pro forma net earnings $ 16,645 $22,548 $16,140

Pro forma earnings per share:
Basic $0.41 $0.53  $0.37
Diluted $0.40 $0.52 $0.36

The fair values of the Company’s 1999, 2000 and
2001 option grants were estimated on the date of
grant using the Black-Scholes option pricing model,
with the following weighted average assumptions:

1999 2000 2001

Risk free interest rate 5.67% 5.80% . 3.64%
Expected dividend yield 00% .00%  .00%
Expected life of options 4.87 4.23 2.50

Volatility of stock price 57.09% 63.13% 79.02%

Weighted average fair value
of options $16.80 $14.22 $15.37

Changes in stock options under all of the Company’s

plans are shown below:

Number of Weighted average
shares price per share

Options outstanding at
December 31, 1998

(0 shares exercisable) 3,096,248 $ 5.53
Forfeited during 1999 (153,980) $ 9.76
Granted during 1999 1,967,170 $ 15.44
Exercised during 1999 (261,120 $ 4.86
Options outstanding at

December 31, 1999
(640,986 shares
exercisable) 4,648,318 $ 9.62
Forfeited during 2000 (141,380) $17.77
Granted during 2000 2,055,740 $ 26.39
Exercised during 2000 (1,692,978) $ 6.68
Options outstanding at
December 30, 2000
(460,210 shares
exercisable) 4,869,700 $ 17.52
Forfeited during 2001 (282,952) $ 25.99
Granted during 2001 1,472,260 $ 31.22
Exercised during 2001 (903,776) $ 9.32
Options outstanding at
December 29, 2001
(756,435 shares
exercisable) 5,155,232 $ 22.40
Available for grant at
December 29, 2001 1,279,000




Additional information regarding the Company’s options
outstanding at December 29, 2001 is shown below:

Weighted Average
Number O Remaini W

ghted Average

Range of Exercise Prices At December 29,20(;1 Contractual Life ' Exercise Price
S 463 t0$ 6.67 . 688,962 6.30 Years $ 5.68
$12.79 to $17.99 1,302,193 7.42 Years $15.49
$21.88 to $27.66 1,805,777 8.74 Years $26.93
$30.15 to $38.38 1,358,300 9.58 Years $31.48

Note 11 —Commitments

The Company leases warehouse and office space
under noncancelable operating leases expiring at

~ various dates through 2006, with options to renew
for various periods. Minimum commitments under
leases aggregate $1.5 million for 2002, $1.5
million for 2003, $1.2 million for 2004, $467,000
for 2005 and $71,000 for 2006.

The consolidated rent expense for 1999, 2000 and
2001 was $674,000, $874,000 and $1.3 million,
respectively, of which approximately $370,000 in
1999, $135,000 in 2000 and $79,000 in 2001

- pertained to leases with terms of one vear or less.

Note 12—Major Customers and
Other Concentrations

The Company services customers in all 50 states.
During 1999, 2000 and 2001 the Company had
one customer which accounted for 10%, 7% and
0%, respectively, of the Company’s net sales.
During 1999, 2000 and 2001 the Company also
had one third party payor which accounted for
6%, 11% and 13%, respectively, of the Company’s
net sales. The Company sells goods and services
to its customers on various payment terms which
entail accounts receivable exposure. Although the
Company monitors closely the creditworthiness of
its customers, there can be no assurance that the
Company will not incur a write-off or write down
of a significant account in the future.

Product provided by one of the Company’s largest
vendors accounted for approximately 21%, 21%
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and 13% of net sales in 1999, 2000 and 2001,
respectively. In addition, the sale of one

product supplied by this vendor accounted for
approximately 18%, 15% and 7% of net sales in
1999, 2000 and 2001, respectively. This product is
available from only one manufacturer, with which
the Company must maintain a good working
relationship. The Company is a party in a lawsuit
involving this vendor. See Note 13—Legal
Proceedings. The Company has another vendor
whose products accounted for approximately
11%, 13% and 15% of net sales in 1999, 2000
and 2001, respectively. The Company has another
vendor whose one product accounted for approxi-
mately 12%, 18% and 17% of net sales in 1999,
2000 and 2001, respectively.

Note 13—Legal Proceedings

IV-1, Inc. ("IV-1") and IV-One Services, Inc.
("IV-One Services") have been named as
defendants in a second amended counterclaim
filed by Amgen, Inc. ("Amgen") on May 14, 1996,
in the Circuit Court of the Eighteenth Judicial
District of Seminole County, Florida. Amgen has
asserted that these entities tortiously interfered with
a license agreement (the "License Agreement")
between Amgen and Ortho Pharmaceutical
Corporation ("Ortho"). Pursuant to this agreement,
Amgen licensed Ortho to sell EPO for use in the
treatment of non-dialysis patients, while Amgen
reserved the exclusive right to sell EPO for use

in the treatment of dialysis patients. Amgen has
asserted that, prior to the purchase of IV-1 and
IV-One Services by the Company, these entities
induced Ortho to sell EPO to them for resale in
the dialysis market in contravention of the License
Agreement. Amgen has also alleged that V-1

and IV-One Services were involved in a civil
conspiracy to circumvent the terms of the License
Agreement to allow the resale of EPO to the
dialysis market. Furthermore, Amgen has asserted
unfair competition claims against IV-1, including
that IV-1 manufactured and distributed unapproved
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prefilled syringes of EPO and another product
manufactured by Amgen in container systems
unapproved by Amgen. Amgen did not specify a
time frame for the acts complained of in the civil
conspiracy and unfair competition allegations. In
each count, Amgen has demanded an unspecified
amount of compensatory damages, including costs
and interest.

The Company believes that the sellers of V-1,
IV-One Services and Charise Charles, Ltd., Inc.
(“Charise Charles”) are contractually obligated to
provide legal defense and to indemnify the
Company for losses and liabilities with respect to
this litigation, to the extent that the alleged acts
occurred prior to the purchase of such entities by
the Company. To date, the sellers have provided
the legal defense for IV-1 and IV-One Services in
the litigation. Indemnification from the sellers of
IV-1 and IV-One Services is limited to no more
than $1.5 million and indemnification from the
sellers of Charise Charles is limited to no more
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than $2.0 million. The Company does not

expect the Amgen litigation to be material to the
Company’s results of operations, financial condi-
tion or cash flows; however, no assurance can be
given that this litigation will not have a material
adverse effect on the Company’s business,
financial condition and results of operations. As of
December 29, 2001, approximately $161,000 of
charges have been incurred on behalf of the sellers
for claims for indemnification. In addition, Amgen
is the Company’s largest supplier. Consequently,
this litigation presents the risk of adversely affecting
the Company’s business relationship with Amgen,
which could have a material adverse effect on the
Company. See Note 12—Major Customers and
Other Concentrations.

The Company is also subject to ordinary and
routine litigation incidental to its business, none of
which is expected to be material to the Company’s
results of operations, financial condition, or

cash flows.

Note 14—Selected Quarterly Financial Data (Unaudited)

Net sales

Gross profit
Net earnings
Earnings per share:
Basic
Diluted
Weighted average shares outstanding:
Basic
Diluted

$ 136,553 $ 146,186 % 147,725 $ 154,193
16,892 17,181 17,397 18,827
6,761 7,097 7,654 6,567

$ 0.16 $ 0.17 $ 018 $ 0.5

$ 0.16 $ 0.17 $ 018 $ 015

41,430,432 42,051,068 42,762,098 42,784,807

42,330,276 42,932,150 43,677,006 43,457,432

Net sales

Gross profit
Net earnings
Earnings per share:
Basic
Diluted
Weighted average shares outstanding:
Basic
Diluted

$ 168,346 $ 200,578 $ 209,724 $ 226,472
21,610 21,966 23,182 25,391
8,733 3,067 7,704 8,216

$ 0.20 $ 0.07 $ 018 $ 019

$ 0.20 $ 0.07 $ 017 $ 0.9

43,179,651 43,666,335 43,695,832 43,628,251

44,598,467 45,050,207 44,307,367 44,266,299




During the fourth quarter of 2000, the Company recorded
a charge of approximately $3.5 million predominantly
related to the write-off of certain receivables that were
determined to be uncollectible in the fourth quarter.

Also, during the fourth quarter of 2000, the Company
reduced its provision for income taxes by approximately
$450,000 due to implementing selected tax planning
strategies.

During the second quarter of 2001, the Company
recorded a charge of approximately $6.3 million
predominantly related to the write-off of certain

O
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receivables that were determined to be uncollectible in
the second quarter and the write-off of an investment in
an internet content management company.

Note 15—Subsequent Event

On March 11, 2002, the Company completed an acquisi-
tion of the majority of the operating assets of Hemophilia
of the Sunshine State (“HOSS”), the leading provider of
hemophilia products and services in the State of Florida.
HQOSS had revenues of approximately $30 million for the
year ended December 2001.

PRIORITY HEALTHCARE CORPORATION QUARTERLY STOCK PRICES

Market Prices. The Company’s Class B Common Stock
trades on The Nasdaq Stock Market (“Nasdaqg”) under
the symbol PHCC. On November 22, 2000, a 2-for-1
stock split of the Company’s Commeon Stock was
effected in the form of a stock dividend to shareholders
of record at the close of business on November 8, 2000.
The prices set forth below, adjusted to reflect retroactively
the November 2000 stock split, reflect the high and low
sales prices for the Company’s Class B Common Stock
as reported by Nasdagq for the years ended December
30, 2000 and December 29, 2001. As of March 4,
2002, there were 84 holders of record of the Company’s
Class B Common Stock.

High Low
2000:
First Quarter $ 33.75 $ 12.22
Second Quarter 37.69 18.00
Third Quarter 38.50 25.00
Fourth Quarter 41.75 22.64
2001:
First Quarter 44.50 29.38
Second Quarter 40.83 26.93
Third Quarter 28.00 17.31
Fourth Quarter 35.96 23.77

The Company’s Class A Common Stock is not listed for
trading. However, because the Class A Common Stock is
automatically converted into Class B Common Stock

upon transfer (except in limited circumstances), the
Class A Common Stock is freely tradable except by affili-
ates of the Company. As of March 4, 2002, there were
618 holders of record of the Company’s Class A
Common Stock.

Dividends. The Company does not intend to pay cash
dividends on its Common Stock in the foreseeable
future, but rather intends to use future earnings
principally to support operations and to finance
expansion and possible acquisitions. The payment of
cash dividends in the future will be at the discretion of
the Company’s Board of Directors and will depend on
a number of factors, including the Company’s financial
condition, capital requirements, future business
prospects, the terms of any documents governing
indebtedness of the Company, and such other factors
as the Board of Directors of the Company may deem
relevant. Subject to the terms of any preferred stock
created by the Company’s Board of Directors, each
outstanding share of Common Stock will be entitled
equally to such dividends as may be declared from
time to time by the Board of Directars.
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Statement of Earnings Data:

Net sales

Cost of products sold

Gross profit

Selling, general and
administrative expense

Depreciation and amortization

Earnings from operations

Stock option expense

Impairment of investment

Interest expense (income), net

Earnings before income taxes

Provision for income taxes

Net earnings

Earning per share:
Basic
Diluted

Weighted average shares outstanding:

Basic
Diluted

Balance Sheet Data:
Working capital
Receivable from BWI
Total assets
Long-term obligations
Note payable to BWI
Total liabilities
Shareholders’ equity

$ 230,982
207,755
23,227

10,620
1,161
11,446
350

887
10,209
4,058

$ 6,151

$ .19
$ 19

31,868,822
31,879,766

$ 57,488
5,290
91,728
272

6,000
31,845
59,883

$ 275,626
244,485
31,141

13,989
1,234
15,918

(916)
16,834
6,691

$ 10,143

$ 27
$ 27

37,545,948
37,708,082

$ 61,875
16,517
107,519

37,478
70,041

$ 427,887
375,263
52,624

21,228
1,290
30,106

(3,432)
33,538
12,844

$ 20,694

$ 51
$ .50

40,503,406
41,535,642

$ 145,770

217,704

59,097
158,607

$ 584,657
514,360
70,297

31,313
1,335
37,649

(6,920)
44,569
16,490

$ 28,079

$ .66
$ .65

42,254,841
43,096,956

$ 194,724

297,101

86,498
210,603

$ 805,120
712,971
92,149

48,349
3,400
40,400
2,019
(5,972)
44,353
16,633

$ 27,720

$ .64
$ .62

43,542,518
44,555,586

$ 188,680

396,016

141,676
254,340
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