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[about
Per-Se Technologies]

Per-Se Technologies, Inc. [Nasdaq: PSTI] is the leader in delivering healthcare services
and information technology to more than 47,000 physicians and
2,000 hospitals through three divisions. Our Physician Services
division provides specialty-specific business management
outsourcing services that optimize revenue for hospital-affiliated
physicians. Our Application Software division delivers
interactive clinical, financial and administrative applications
that reach across the continuum of care to improve care

delivery for hospitals and integrated delivery networks. Our
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. division processes more than 240 million
medical transactions annually on behalf of physicians and
hospitals by combining extensive electronic connectivity

and value-added solutions, including Web-enabled business

intelligence solutions and patient self-service solutions.







[to our
shareholders]

2001 was a pivotal year for Per-Se Technologies. We
achieved bottom-line profitability in the fourth quarter
and generated positive free cash flow for the full year.
These achievements represent two of the many important
milestones we reached during the year. More importantly,
through these achievements, we are well positioned to
continue to improve profitability, free cash flow and
revenue in all three of our divisions.

We are now growing the business of healthcare —
both ours and the business of our clients. Whether we
are managing a physician’s back office to optimize
reimbursement and compliance, providing systems to
hospitals that support the delivery of quality patient
care and reducing their cost, or connecting providers
electronically with payers and patients to shorten the
revenue cycle — our goal is the same. We are the experts
in the business of healthcare delivering innovative
solutions through three divisions: Physician Services,
Application Software and e-Health Solutions.

Physician Services:

Optimizing Revenue for Physicians

$7 Billion Market Opportunity. Reimbursing physicians
for the services they provide is complex. HIPAA and
reimbursement compliance on both the state and federal
levels are just two challenges. Our Physician Services

division helps hospital-affiliated physicians collect

more money, more quickly and minimize compliance
risk. We believe that reimbursement complexity is a
business driver enabling us to capitalize on the $7 billion
market opportunity that exists for our hospital-affiliated
physician target market.

Stabilized the Business. To grow our business, we
first stabilized it. During 2001, we focused on client
retention — an important goal for the division. Through
a variety of initiatives, our client retention reached
record levels with retention of 95% for the full year.

During 2001, we also focused on profitability through
improved productivity. An important continuing
initiative is our Process Improvement Project. This
initiative has improved not only customer satisfaction
by providing more consistent levels of service, but also
our own productivity at the 12 processing centers in
which it has been implemented. To date, the project
has yielded $6 million in annualized cost savings.

Foundation for Growth. Our efforts will continue to
be focused on client satisfaction, increasing productivity
and going forward, demonstrating revenue growth.

‘We took critical steps in 2001 to build the foundation
for growth at the top-line. Our sales force has been
increased and is now reorganized around medical
specialties, and our 140 account managers are integrated
into the sales process. While we are focused on growth
in 2002, we will continue to improve profitability by
extending the Process Improvement Project to include
additional processing centers.

We believe the opportunity for our Physician Services
division is significant. We are the only national provider
of business management outsourcing services to the
hospital-affiliated physician market. Our national scale
and reimbursement expertise position us to capitalize

on the $7 billion market opportunity.



Application Sofiware: Technology Solutions

for Today’s Healthcare Issues

Healthcare organizations today face enormous challenges:
nurse shortages and multiple demands on hospital

staff; medical errors and patient safety; and financial
constraints. We believe we have the most innovative
technology solutions available today to meet these
challenges, and recent market recognition has helped

us to raise the profile of our solutions. We are ready

to exploit these market opportunities.

winning New Customers. Our Business1® patient
financial management system has unique functionality
designed to optimize revenue reimbursement for
hospitals. During 2001, we had our first significant
sales win to Harris County Hospital District in Houston,
Texas, the fourth-largest public metropolitan health
system in the U.S.

We also had an important domestic sale of our Patient1®
clinical information system to the University of Texas M.D.
Anderson Cancer Center. U.S. News & World Report has
nationally recognized M.D. Anderson as the nation’s top
cancer center. Demand for clinical systems is strong in

the U.S. because healthcare organizations are addressing the
critical issues of medical errors and patient safety. Demand
for clinical systems is also strong internationally. We had
two significant Patientl sales through our newly appointed
distributor in the Middle East. We are excited about our
opportunities in this largely unpenetrated market.

National Industry Recognition for Patientl. The
Leapfrog Report, issued by First Consulting Group,
recognized Patientl as one of only three systems
available in the market that achieved the highest
funictionality for computerized physician order entry.

In its March 2002 report, “Enterprise CPR Magic Quadrant,”
Gartner rated Patientl favorably for its robust functionality
and market potential. Recognition from well-respected
organizations such as these continues to raise our profile
in the marketplace. '

Capitalize on Market Opportunity. We ended 2001
with a backlog of committed and sold business that was
50% higher than the beginning of the year. This backlog
combined with the demand for healthcare technology
solutions will help us achieve meaningful revenue growth
in the division going forward. In addition, we expect to
continue the strong profitability in the division, which
has had EBITDA margins consistently in the 20% range.

e-iHealth Solutions: A Unique.

Combination of Technology and Services

At the core of our e-Health Solutions division is The
Per-Se Exchange, the nation’s third largest electronic
clearinghouse for the healthcare industry. Our target
market in e-Health is different from others in the industry.
Per-Se’s service is “provider-focused” — meaning our
service focus is on our physician and hospital clients,
while our competitors are focused on payers. We provide
quality service and differentiating functionality, such as
our Internet patient portal, PerYourHealth.com®, and our
Web-based client reporting.

Tremendous Growth. During 2001, the division
delivered strong financial performance. Revenue grew
by approximately 64%, which in part was due to
acquisitions that broadened our product offering.

We experienced 20% organic growth during the year;

a trend that we expect to continue. In addition to
revenue growth, EBITDA margins expanded throughout
the year, resulting in full year margins of 20%.

Expanded Product Offering. In late 2000 and early
2001, we made key acquisitions that broadened our
solutions. Health Data Services and its ClaimTrack®
clearinghouse services doubled our presence in the
hospital transaction processing market. OfficeMed.com
expanded our realtime capabilities by adding Web-based
realtime eligibility verification to The Per-Se Exchange’s
services. And, Virtual Information Systems enabled us to
reach further into the hospital environment by providing
an automated remittance processing solution for hospital
billing offices.

We see strong demand from healthcare providers for
our broad array of realtime solutions, robust network
infrastructure and strong services. We continue to

gain market share in the medical transaction processing
market, and we expect to continue our growth in this
dynamic sector of the healthcare industry. We believe
our performance in 2001 has firmly established us as a
strong competitor in the industry.

Growing the Business of Healthcare

and Shareholder Value

The progress we made during 2001 is due in large part
to the efforts of our employees and the strength of our
management team. Moving forward, our focus is on
growth — the growth of our customers’ businesses as
well as our own. And, importantly, growing value for
our shareholders. During 2002, we expect to capitalize
on the opportunities our past efforts have made possible.

Sincerely,

Phil Pead
President and Chief Executive Officer
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[physician S@rvices) {application software)

Per-Se’s Core Competencies

Strong healthcare domain expertise

Ability to optimize physician reimbursement through large-scale efficiencies

Patient-centric software solutions available at the point-of-care
Extensive payer connectivity

information that supports business intelligence to increase profitability and quality of care




[physician services)

academic medicine
& multispecialty

radiology

emergency medicine pathology

Physician Services Division Profile

Only national provider of business
management outsourcing services for the
hospital-affiliated physician market

Customers: hospital-affiliated, academic
and other large physician practice groups

Target market: approximately
225,000 hospital-affiliated physicians
nationwide, representing a $7 billion
market opportunity annually

Specialties: radiology, pathology, emergency
medicine, anesthesiology, academic medicine
and multispecialty groups

Statistics
$224 million in revenue

B 72 million patient visits each year drive
business intelligence reporting

$4.3 billion in medical claims processed annually

15,000 physician customers served

Solutions

B Practice support through accounts receivable
management, enrollment, documentation and
coding to help ensure physicians receive
timely compensation for their services

Revenue growth through group analysis,
strategic planning and contract review

B Cost management through cash flow management,
planning, benchmarking and risk management
to help physicians make more informed and
profitable decisions

Practice security, including compliance consulting,
program review and development to help physicians
comply with state and federal regulations

Business Drivers
Long reimbursement cycle
& Complex federal and state reimbursement regulations

B Declining reimbursement pressures;
need for consistent cash flow

Preference of physicians to focus on delivering
patient care, not business administration
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Patiernt1® Business1®
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Application Software Division Profile

B lLeading-edge enterprise-wide
clinical, financial and administrative
software solutions for hospitals

Customers: hospitals and
integrated delivery networks

B Inpatient and outpatient care
B Target market: approximately

5,890 hospitals in the U.S., representing
$1.3 billion in market opportunity

Statistics

@ $59 million in revenue

B Customers and distributors in the United States,
Canada, Australia, Brazil, United Kingdom, Japan
and the Middle East

M 2,000 hospital clients
B 26 million patient lives managed online

Solutions

& Clinical (Patientl)
+ Computer-based patient record
« Robust, integrated solution with deep functionality
* Patient-centric, rules driven
« Extensive data repository
» Realtime clinical alerts

Financial (Business1-Patient Financial Management)
» Enterprise-wide financial management solution
+ Unique solution in the marketplace
» Patient-centric, contract-centric focus, rules driven
« Single invoice for patient encounter

B Administrative (Resourcel)
» Market leader for staff and patient scheduling
» Large, recurring maintenance revenue base

Business Drivers

B Efforts to reduce medical errors,
improve patient safety

Nurse and other staff shortages
Reimbursement challenges
Need to reduce healthcare administrative waste

Patient demands for simplified billing and
access to services

Hospital challenges to capitated contracts




[e-Health solutions) .

The Per-Se Exchange:
PerYourHealth.com”

Sample Statemen L
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B $58 million in revenue

1,400 commercial and government
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Web-based Reporting PerYourHealth.com™
e . 240 million medical transactions processed annually
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unique offering in the marketplace

» Web-based client reporting
& Business1®-MCO —
comprehensive solution for
payer contract adjudication
e-Health Solutions Division Profile B Business]1®-MBS & MedAxxis —
innovative, application service provider
approach o physician practice management

The Per-Se Exchange:
Web-based Reporting

Third largest electronic clearinghouse

- Semmery of Ervon rerd for medical claims transactions
o o e and other provider-focused solutions

o . .
- nme (The Per-Se Exchange) Business Drivers

. Access to critical business data
Focused on hospital and through business intetligence

§
5555559

physician claims processing Opportunity for faster reimbursement
Customers: 47,000 physicians with electronic transmission of claims
and 350 hospitals ] In_creasefj demand for better communication
with patients
Target market: physicians, hospitals Clearinghouse as a sofution to meeting
and payers; transactions marketplace transaction standards (HIPAA readiness)
represents more than $1 billion market B Operating cost improvement opportunities

opportunity annually for health insurers




[what they're
saying about Per-Se]

[Physician Services]

Per-Se’s Physician Services “showed us what codes are getting denied and
what. Sur oUtStanding days in [accounts receivable] are for
each payer ” says Stephen Andersen .MD, CFO, Scottsdale
Emergency Associates, Scottsdale ‘Ariz. “With that information,
we (could) go to negotlatlons and say, ‘Look, this is how:
much money you owe us. If you want us to sign anythlng
ongoing with: you you ﬂrst need to pay us what you owe ”

“No Pushovers Prov1ders Throw Thexr Own Welght Back Agamst the Plans
Modern Physician :
September 2001

[Appllcatlon Software —
‘ Patlent 1®]

“The Electronlc Patlent Record System [F’er—Se S Patlentl] lmproves the quallty

: of care HHC [New York" Clty Health and Hospitals Corporatlon]
provides by glvmg phySICIans |mmedlate access-to patient . '
records, preventlng errors and creatlng accountablllty in
treating. patlents - N addmon to lmprovnng quallty of care,
the electronic: system cuts costs for HHC prlmarlly by
reducmg waste ThlS |ncludes fewer addltlonal tests Iess
drug-and- food waste and less maintenance’ of separate
department computer systems Fewer staff are needed to
fill: out forms and file test results By 2004, the: accumulated
sav:ngs -and’ beneﬂts through cost avou:lance are estlmated
to be $4OO ‘million.”" ~

RS ,‘Prlze for Pubhc Serv1ce Innovation 2001 . :
.+ Awarded t6 New York City Health- ‘and’ Hospitals Corporatlon
» [for the electronic patient record. system [Per-Se’s Pat1ent1]
. New York Cltxzens Budget Commls jon - :

[e-Health Solutions —
The Perése Exchange]

Wl'th solutlons from The Per—Se Exchange, “Today, the numbers tell a completely

, dlfferent story.... The claims denial rate has plummeted to 10%.
Monthly exceptions have been eliminated, and collections now
a.verage 69 days. Also, net non-capitated collections increased
by $30.5 million over a two-year period, equating to a rise of
more than 23% per physician, from $219,000 to ‘$270_,OOO.
Confidence in the billing office’s capabilities was restored,”
says Gary Borgstede, administrator of Business Services,
Ochsner Clinic, New Orleans.

“Combining e-Health with Process Itnprovement: The Magic Formula
to Achieve Bottom Line Results”
Group Practice Journal
October 2001
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PART I

Item 1. Business
Overview of the Company

Per-Se Technologies, Inc. (“Per-Se” or the “Company”), a corporation organized in 1985 under the
laws of the State of Delaware, is a provider of integrated business management outsourcing services,
application software, and Internet-enabled connectivity for the healthcare industry, Per-Se delivers its
services and products through its three operating divisions: Physician Services, Application Software and e-
Health Solutions.

Physician Services provides business management outsourcing services to the hospital-affiliated
physician practice market, physicians in academic settings and other large physician practices. Services
focus on the management of their revenue cycle and include clinical data collection, data input, medical
coding, billing, contract management, cash collections and accounts receivable management. These services
are designed to assist healthcare providers with the business management functions associated with the
delivery of healthcare services, allowing physicians to focus on providing quality patient care. These
services also assist physicians in improving cash flows and reducing administrative costs and burdens.

" The: Application Software division provides enterprise-wide financial, clinical and administrative
software to acute care healthcare organizations, including patient financial management software, clinical
information software and patient and staff scheduling systems. These applications enable healthcare
organizations to simultaneously optimize the quality of care delivered and the profitability of business
operations.

The e-Health Solutions division provides connectivity and business intelligence solutions to healthcare
providers and payers, which help reduce administrative costs and enhance revenue cycle management.
Solutions include electronic claims processing, referral submissions, eligibility verification and other
electronic and paper transaction processing. In addition, e-Health Solutions offers physician practice
management software as an Application Service Provider (“ASP”) to physician practices, and offers
managed care solutions to payers in ASP, turnkey or outsourced formats.

Per-Se markets its products and services to constituents of the healthcare industry, primarily to
hospital-affiliated physician practices, integrated healthcare delivery networks (“IDNs”) and hospitals.

Description of Business by Industry Segment

The following description of the Company’s business by industry segment should be read in
conjunction with Note 18 of Notes to Consolidated Financial Statements included in Item 8. Financial
Statements and Supplementary Data.

Physician Services

The healthcare industry in the United States spends approximately $1.2 trillion on an annual basis to
provide patient care. Physician Services focuses on the administrative functions of hospital-affiliated .
physician practices. There are approximately 225,000 hospital-affiliated physicians, which yield a market
opportunity of approximately $7 billion for the provision of comprehensive business management
outsourcing services. Physician Services is the largest provider of comprehensive business management
outsourcing services in the United States. Services include clinical data collection, data input, medical
coding, billing, contract management, cash collections and accounts receivable management to hospital-
affiliated physicians, physicians in academic settings and other large physician practices. Organized around
medical specialties, Physician Services supports approximately 15,000 physician clients in 42 states,
offering business management ocutsourcing services revolving around four areas: practice support services,
revenue growth consulting, cost management consulting and practice security services. All of the division’s
services focus on improving the revenue cycle for physicians while minimizing compliance risks. Physician
Services currently supports the majority of medical specialties in the hospital-based or academic market.
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The business of providing integrated business management outsourcing services is highly competitive.
Physician Services competes with regional physician reimbursement organizations and physician groups
that provide their own business management services in-house. Competition among these organizations is
based upon the relationship with the client or prospective client, the efficiency and effectiveness of
converting medical services to cash, the ability to prov1dc proactive practlce management services and, to
the extent that service offerings are comparable, price.

Application Software

Application Software provides a diverse, integrated suite of patient-centric, enterprise-wide software
solutions that enable healthcare organizations to more effectively deliver quality care, manage resources,
reduce costs, improve productivity and drive operational effectiveness.

Application Software’s products operate across the entire scope of the healthcare enterprise — IDNs
and hospitals — and manage more than 26 million lives online. Application Software’s customers, which
include approximately 2,000 healthcare organizations, depend on Application Software’s solutions for many
critical functions, including: access to real-time, point-of-care clinical information and decision analysis
capability across the continuum of care through the division’s Patient! product; comprehensive,
consolidated billing through patient financial management solutions containing intrinsic contract manage-
ment through the Businessl product; automation of enterprise-wide staff and patient scheduling,
management of surgical inventory, and enhancement of enterprise-wide staff productivity through the
Resourcel suite of products.

Application Software is a market leader in several key areas of healthcare information technology,
including nurse scheduling and productivity management, surgical scheduling and resource management,
and enterprise-wide staff and productivity management. While the majority of the division’s current
customer installed base is located in the United States and Canada, the international market outside of
North America is an area of focus for the division, specifically for the Patientl clinical information system
and Resourcel products. Application Software is building the infrastructure to take advantage of
international demand through a series of distributors. Recent sales successes include two sales during 2001
through the newly appointed Middle Eastern distributor. The Company has distributors or customers in
the United Kingdom, Japan, Australia, Brazil and the Middle East.

Application Software competes against a variety of information technology companies, including those
marketing comprehensive, enterprise-wide health information systems as well as niche and “best-of-breed”
software application vendors. Competition is based on product quality, ease of use and ease of integration
of new products with other existing and planned applications. Many competitive offerings, however, operate
on disparate technologies that are linked through complex interfaces. Application Software’s integrated
approach to its products and technologies enables it to deliver real-time, patient-centric information and
process oriented management capabilities that are critical in today’s age of enterprise-wide healthcare.

e-Health Solutions

e-Health Solutions, through The Per-Se Exchange, the third largest electronic clearinghouse in the
healthcare industry, delivers private and Internet-based business-to-business solutions that help providers,
payers and patients reduce administrative inefficiencies. The Per-Se Exchange focuses on medical
transaction processing for physicians, hospitals and integrated delivery networks. Its solutions include
electronic claims and remittance advice processing, real-time eligibility verification, web-based provider
compliance and productivity management reporting, an Internet patient portal for healthcare statement
review and electronic payment processing, and high speed print and mail services. The Per-Se Exchange
processes approximately 240 million transactions on an annual basis. This technology supports more than
1,400 governmental and commercial payer connections in 48 states. Other solutions include managed
care / payer administration solutions and a regionally-based ASP physician practice management system
for office-based physicians.




Competition in the e-health market is based on the number of electronic connections a vendor
provides between healthcare providers and payers, as well as the value-added solutions that are offered
such as front-end ¢dits, web-based reporting and applications. e-Health Solutions competes against a
variety of traditional electronic data interface companies and Internet healthcare technology companies. : -,
The division’s clearinghouse, The Per-Se Exchange, is focused almost ent1rely on medlcal claims in
contrast to many competitors that focus on pharmacy claims.

Results by Industry Segment '

Information relatmg to the Company 8 mdustry segments, including revenue, segment operatmg
margin and, identifiable assets attributable to.each division for each of the fiscal years ended 2001, 2000
and 1999 and as of December 31, 2001 and 2000, is presented in Note 18 of Notes to Consolidated
Financial Statements in Item 8. Financial Statements and Supplementary Data.

Healthcare Industry

Per-Se’s business is affected, among other things, by trends in the U.S. healthcare industry. As
healthcare expenditures have grown as a percentage of the U.S. gross national product, increasing focus
has been placed on the tremendous administrative costs associated with the delivery of care and the
increasing incidence of medical errors. Payers have actively sought to control costs by, among other things,
utilizing reimbursement methodologies, such as managed care, fixed fee and capitated reimbursement
models, which have supplanted the more traditional fee-for-service structure. These more restrictive
reimbursement models, coupled with extensive regulatory control and government focus on fraud and
abuse in the healthcare field, have helped to ¢reate a s1gn1ﬁcantly complex accounting, codmg, billing and
collection environment in healthcare. These issues creite a positive marketing environment for the sale of
services and software that reduce the resources spent by healthcare providers on administrative functions,
that help ensure compliance in an ever more complex regulatory environment, and for solutions that can
reduce the opportunity for medical errors and i improve the quality of care.

Both governmental and private payers continue toilmplement measures to restrict payments for
healthcare services, including but not limited to bundling edits, medical necessity edits and post-payment
audits. These measures may result in a decrease in revenue to the Company’s provider clients and, as a
result, a decrease in revenue derived by the Company from such chents as well as an increase in the cost
of prov1d1ng services.

The healthcare industry is focusing on the impact that regulations governing standards for electronic
transactions, privacy and information security issued under the Health Insurance Portability and :
Accountability Act of 1996 (“HIPAA”) and implementation timeframes for those regulations might have
on their operations and information technology solutions. HIPAA was designed to reduce the amount of
administrative waste in healthcare today and to protect the privacy of any patient’s medical information.
HIPAA regulations (those proposed and those already final) identify certain standards for both human
processes and automated processes and systems for anyone handling patient medical information and are -
focused around three areas: electronic transaction.processing, patient privacy and patient data security.
HIPAA regulations related to standard data formats ‘and data sets for electronic health claim transaction
processing became final in 2000. Entities covered by the transaction standards regulations, including certain
subsidiaries of the Company, must comply with the standards by October 16, 2002. However, that
compliance date can be delayed for one year upon filing a compliance plan by October 15, 2002; The
HIPAA regulations related to privacy of medical information became final in 2001. These regulations
impose extensive requirements on healthcare providers, healthcare clearinghouses and health plans.. In.
addition, they require those covered entities to impose privacy protections by contract on entities that assist
them in handling patient health information. The privacy regulations have a required compliance date of
April 2003. Additional HIPAA regulations for health information security have been proposed, but are not
yet final. The HIPAA regulations may impose the need for additional required enhancements of the
Company’s internal systems and those software applications sold, but at the same time, potentially create
increased demand for the services and solutions provided by the Company. While the Company will incur
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costs to become compliant with the HIPAA regulations passed for electronic transaction processing and
privacy, management believes these two regulations will not have a significant overall impact on the
Company’s results of operations. Management will evaluate the overall impact of the security standards
once finalized. ' : . ‘ v

On March 21, 2002, the Department of Health & Human Services announced a number of proposed
changes to the privacy regulations issued under HIPAA. The announced intent of the proposed changes is
“to ensure strong privacy protections while correcting certain unintended consequences (under the current
regulations) that threatened patients’ access to quality healthcare.” The proposed changes are expected to
address a number of subjects including consent, notice, disclosures and accounting for disclosures, business
associate agreements and de-identification of protected health information. The proposed changes are
expected to be published in the Federal Register on March 27, 2002, followed by a“30-day comment
period. - o

Regulation

Per-Se’s business is subject to numerous federal and state laws, a broad range of complex regulations,
and programs to combat fraud and abuse and increasing restrictions on reimbursement for healthcare
services. Each of 'the major federal healthcare payment programs (Medicare, Medicaid and TRICARE)
has its own set of complex and sometimes conflicting regulations. Additional regulations have been
mandated by the Balanced Budget Act of 1997 and HIPAA, and a number of states have also imposed
significant regulatory programs applicable to billing and payment for healthcare services.

The federal government has maintained a significant emphasis on the prevention of healthcare fraud
and abuse. Pursuant to the False Claims Act, the Medicare and Medicaid Patient and Program Protection
Act of 1987 and HIPAA, the federal government has statutory authority. to impose both civil and criminal
sanctions and penalties for submission of false claims to governmental payers. Civil monetary penalties of
up to $50,000 per offense may be imposed, as well as exclusion from participation in Medicare and other
governmental healthcare programs: In addition, the False Claims Act allows a private party to bring a “qui
~ tam” or “whistleblower” suit alleging the filing of false or fraudulent Medicare or Medicaid claims or
other violations of the statute and to share in any damages and civil penalties paid to the government. The
U.S. Centers for Medicare & Medicaid Services (“CMS,” formerly the Health Care Financing
Administration) also offers rewards for information leading to recovery of Medicare funds, and CMS
engages private contractors to detect and investigate fraudulent billing practices.

The Company has a well-established compliance program modeled after. the Office of Inspector
General’s (“O1G”) Compliance Program Guidance for Third-Party Medical Billing Companies that is
designed and maintained to detect and prevent regulatory violations. The Company believes its compliance
program is effective. However, a compliance program cannot be expected to provide absolute assurance of
compliance with the law. The existence of an effective compliance program, though, may reduce the
severity of civil and criminal sanctions for certain healthcare related offenses.

In accordance with HIPAA, final rules were published in 2000 regarding the standards for electronic
transactions as well as standards for privacy of individually identifiable health information. These rules set
new or higher standards for the healthcare industry as to handling healthcare transactions and information,
with penalties for noncompliance.

The transaction standard regulations establish uniform electronic standards for eight of the most
common healthcare transactions by reference to technical standards promulgated by recognized standards
publishing organizations. Under the new standards, by October 16, 2002, healthcare providers, healthcare
clearinghouses and health plans transmitting or receiving health transactions electronically will be required
to send and receive data in a single format, rather than the large number of different data formats
currently used. However, those covered entities can extend the compliance deadline: by one year upon filing
a compliance plan by October 15, 2002. Small health plans have until October 2003 to comply and are-not
required to file a compliance plan. The operations of certain Company subsidiaries fall under the
transaction standards regulations.




The Company handles patient health information in the ordinary course of its business. HIPAA
privacy standards will require certain subsrdranes of the Company to handle such information with great
care, to establish safeguards w1th regard to secunty, access and use of the information, and to restrict the
manner in wh1c;h the 1nforrnat10n is used by other parties. Failure to do so may result in governmental
enforcement actions. Other subsidiaries will be fequired by their covered entity customers to institute
privacy protections by contract. Although the HIPAA privacy regulations do not provide a private right of
action for individuals, they allow states to impose more stringent privacy protections. Thus, there may be
state privacy actions that could be brought by individuals who believe their personal information has been
misused. Certain subsrd1arres of the Company must comply with the HIPAA privacy regulations by April
2003. As noted above, on March 21, 2002, the. Department of Health & Human Services announced a
number of proposed changes to the privacy regulations issued under HIPAA.

Employees

The Company currently employs approximately 4,800 full-time and part-time employees. The
Company has no labor union-contracts and believes relations with its employees are satisfactory.

Forward-Looking Statements

Certain statements included in Management’s Discussion and Analysis of Financial Condition and
Results of Operations and elsewhere in this report, including certain statements set forth under the
captions “Healthcare Industry,” “Regulation,” “Overview of Critical Accounting Policies,” “Results of
Operations,” “Segment Operating Margin,” “Process Improvement Project,” “Goodwill/Client List
Impaifment,” “Recent Accouiting Pronouncements,” “Market for the Registrant’s Common Equity and
Related Stockholder Matters” and “Liquidity and Capital Resources,” are “forward-looking statements”
within the meaning of the Securities Act of 1933 and-the Securities Exchange Act of 1934, as amended
by the Private Securities Litigation Reform Act of 1995 (the “Reform Act”). Forward-looking statements
include the Company’s expectations with respect to industry growth segments, effect of industry and
regulatory changes on the Company’s customer base, use of estimates for revenue recognition, bad debt
accruals ‘in reserve for doubtful accounts receivable and other estimates used for accounting purposes,
corporate cost structure, the impact of operational improvement or cost reduction initiatives and associated
cost savings, effect of adoption of recent accounting pronouncements, overall profitability and the
availability of capital. Although the Company believes that the statements it has made are based on
reasonable assumptions, they are based on current information and beliefs and, accordingly, the Company
can give no assurance that its expectations will be achieved. In addition, these statements are subject to
factors that could cause actual results to differ materially from those suggested by the forward-looking
statements. These factors include, but are. not limited to, factors identified under the caption “Factors That
May Affect Future Results of Operations, Financial Condition or Business” in “Management’s Discussion
and Analysis of Financial Condition and Results of Operations™ in Item 7. The Company disclaims any
respon51b111ty to update any forward- lookmg statements o

Item 2. Properties

The Company’s principal executive oﬂiee is leased and is located in Atlanta, Georgia. The lease for
that office expires in February 2005.

Physician Services
Physician Services’ principal office is leased and is located in Atlanta, Georgia. The lease for that
office expires in February 2005. In addition to its princ¢ipal office, Physician Services operates 105 business

offices throughout the United States. One of the facilities is owned. All of the remaining facrhtres are
leased with expiration dates that vary through June 2011.
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" Application Software

Application Software’s principal office is leased and is located in Atlanta, Georgia. The lease for that
office expires in February 2005. In addition to its principal office, Application Software operates six offices
in the United States and the United Kingdom. These facilities are leased with expiration dates that vary
through November 2006.
e-Health Solutions

e-Health Solutions’ principal office is leased and is located in Atlanta, Georgia. The lease for that
office expires in February 2005. In addition to its principal office, e-Health Solutions operates ten offices in
the United States. These facilities are leased with expiration dates that vary through January 2006.

Item 3. Legal Proceedings

The information required by this Item is included in Note 11 of Notes to Financial Statements in
Item 8. Financial Statements and Supplementary Data on pages F-17 to F-19.

Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to security holders for a vote during the fourth quarter of 2001.

EXECUTIVE OFFICERS OF THE REGISTRANT

- The following table sets forth certain information regarding the executive officers of the Company:

- - Year First
Name ‘ Age Position Elected Officer
Philip M. Pead .............. 49  President and Chief Executive Officer 1999
Chris E. Perkins ............. 39  Executive Vice President and Chief 2000
: Financial Officer of the Company :
Karen B. Andrews ..... . 47 Senior Vice President of the Company 2000

and the President of the Company’s
Application Software division

William N. Dagher........... 38 Senior Vice President of the Company - 2000
and the President of the Company’s :
, e-Health Solutions division
Frank B. Murphy ............ 43 Senior Vice President of the Company 2000
and the President of the Company’s '
Physician Services division

Each of the above executive officers was elected by the Board of Directors to hold office until the
next annual election of officers and until his or her successor is elected and qualified or until his or her
earlier resignation or removal.

Philip M. Pead has served as the President and Chief Executive Officer of the Company since
November 2000. He has also been a member of Per-Se’s Board of Directors since November 2000. From
August 1999 to November 2000, Mr. Pead served as Executive Vice President and Chief Operating Officer
of the Company. Mr. Pead joined the Company in April 1997 as a senior executive in the Application
Software and e-Health Solutions divisions of the Company’s business and he served as President of those
divisions from May 1997 until August 1999. From May 1996 to April 1997, Mr. Pead was employed by
Dun & Bradstreet Application Software as a senior executive with responsibility for international
operations. From August 1994 to May 1996, he was employed by Attachmate Corporation, a leading
provider of communications software, as a senior executive with responsibility for Asia Pacific and Latin
American operations.




Chris E. Perkins has served as Executive Vice President and Chief Financial Officer of the Company
since February 2001. From April 2000 to February 2001, Mr. Perkins served as Senior Vice President of
Corporate Development. Prior to joining Per-Se in April 2000, Mr. Perkins held various executive
management positions with AGCO Corporation. He was appointed as AGCO’s Chief Financial Officer in
January 1996, after serving as Vice President of Finance and Administration, and in various roles within
corporate development. In July 1998, Mr. Perkins was named Vice President of AGCO’s parts division, a
$500 million global business unit, for which he was responsible for all operations. Mr. Perkins also spent -
seven years in public accounting with Arthur Andersen.

Karen B. Andrews has served as President of the Application Software division since October 2000. In
this position, Ms. Andrews is responsible for the entire operations of the Application Software division.
From 1997 to October 2000, Ms. Andrews served as Senior Vice President of Customer Service within the
Application Software division. Prior to joining Per-Se in 1997, Ms. Andrews was Vice President of
Professional Services for Geac SmartStream, formerly Dun & Bradstreet Software. She also served as a
senior manager with PricewaterhouseCoopers, focusing on implementing application software solutions and
process improvement.

William N. Dagher has served as President of the e-Health Solutions division since October 2000. In
this position, Mr. Dagher is responsible for the entire operations of the e-Health Solutions division. From
1998 to October 2000, Mr. Dagher was Senior Vice President of Per-Se’s e-Health Operations and Chief
Information Officer. Prior to 1998, he served for four years in various senior management positions at
MedPartners, Inc. (now known as Caremark Rx, Inc.). In his four years at MedPartners, he held the
positions of Vice President of Information Systems and Vice President of Mergers and Acquisitions. Prior
to joining MedPartners, Mr. Dagher was Director of Client Service at Per-Se. From 1990 to 1993, he was
National Director of Physician Practice Management at KPMG Peat Marwick.

Frank B. Murphy has served as President of the Physician Services division since October 2000. In
this position, Mr. Murphy is responsible for the entire operations of the Physician Services division.
Mr. Murphy, who joined Per-Se in 1998, has also served as Senior Vice President, Operations of the
Physician Services division and Senior Vice President of the academic and multi-specialty services group
within the Physician Services division. Before joining Per-Se, he worked in leadership roles with a strategic
consulting company specializing in physician practice management, and a multi-hospital division for an
investor-owned company. He also served as President and Chief Executive Officer of Trident Regional
Health Systems in Charleston, South Carolina, a wholly-owned subsidiary of Hospital Corporation of
America.




PART II

Item 5. Market for the Registrant’s Common Equity and Related Stockholder Matters
The Company’s Common Stock is traded on the Nasdaq National Market under the symbol PSTI.

The prices in the table below represent the high and low sales price for the Common Stock as
reported on Nasdaq for the periods presented. Such prices are based on inter-dealer bid and asked prices
without markup, markdown or commissions and may not represent actual transactions.

Year ended December 31, 2001 High Low

Farst QUAIEr . . e $ 7.375  $3.219
Second QUarter ...t e e 8.250 5.375
Third QUarter . . ..ottt e 8.950 7.380
Fourth Quarter. ... ..ot i e e 10.770 7.780
Year ended December 31, 2000 High Low

ISt QU T .« e e e e e e $ 9.875  $5.500
Second QUArter ... ..ottt 9.406 3.875
Third Quarter . .. ... o e 13.875 8.625
Fourth Quarter. . ... i e e e 12.813 2.125

The last reported sales price of the Common Stock as reported on Nasdaq on March 18, 2002 was
$12.34 per share. As of March 18, 2002, the Company’s Common Stock was held of record by 3,724
stockholders.

Per-Se has never paid cash dividends on its Common Stock and does not anticipate paying cash
dividends in the foreseeable future, but intends instead to retain any future earnings for reinvestment in its
business. The Indenture dated as of February 20, 1998, with respect to the Company’s outstanding 9'/2%
Senior Notes due 2005 (see Note 9), contains restrictions on the Company’s ability to declare or pay cash
dividends on its Common Stock.




Item 6. Selected Financial Data

The following table sets forth selected consolidated financial information for Per-Se for and as of each
of the five fiscal years including the period ended December 31, 2001. The selected consolidated financial
information of Per-Se has been derived from the. audited consolidated financial statements of Per-Se. The
years ended December 31, 1997, 1998 and 1999 present the operations of Medaphis Services Corporation
(“Hospital Services”) and Impact Innovations Group (“Impact”), which primarily consists of Rapid
Systems and BSG, as discontinued operations. Hospital Services was sold in 1998 and Impact was sold in
1999 as part of management’s plan to divest non-core business operations.

' Year Ended December 31,

2001 2000 1999 1998 1997
(In thousands, except per share data)

STATEMENTS OF OPERATION

DATA :
Revenue .......... ... ...ccooiiviiiin. $328,877  $310,008 $322,129  § 349,823 $392,420
Salaries and wages .................... 199,254 193,952 212,940 226,894 242228
Other opefating EXPENSES . v .\ v vh e 92,421 94,364 104,192 126,183 123,094
Depreciaﬁon .......................... 12,401 15,562 20,177 23,848 22,481
Amortization ............... ... ... ... 13,245 10,125 9,293 18,077 21,069
Interest expense, net................... 17,159 14,525 16,102 23,494 23,398
Goodwill and client lists impairment ... .. — — — 390,641 —
Process improvement project .. .......... 3,423 501 — — —
Litigation settlements . ................. — 1,147 24,811 35,987 52,500
Non-recurring, restructuring and other

EXPENSES .« v vt it e e 593 2,382 — 5,191 16,741
Income tax expense (benefit) ........... 607 (695) (610) 58,465 (16,568)
Loss from continuing operations ......... (10,226)  (21,855) (64,776)  (558,957) (92,523)
Netloss (1)....c.ovivieiiii ... (6,338)  (48,202)(2) (33,702)  (560,214)(3) (19,303)(4)
Weighted average shares outstanding . .. .. 29,915 29,852 28,097 25,673 24,226

PER SHARE DATA
Basic and diluted loss from continuing

OPErations . .............oovnnno... $ (034) $ (0.74) $ (231) $ QL7 $§ (3.82)
Basic and diluted net loss ............ $ (021) $ (1.62) § (120) $ (21.82) $ (0.80)
B As of December 31,

2001 2000 1999 1998 1997
’ (In thousands) :

BALANCE SHEET DATA

Working capital ........................ $ 24307 $ 27,179 $ 93,304 $ 86,215 § 64,522
Intangible assets ....................... 77,268 72,695 46,446 48,241 459,129
Total assets ........... .. cvvininennnn. 202,891 214,126 265,017 286,721 847,145
Totaldebt .......... ... ... ... ... .... 175,091 175,000 177,138 176,080 200,691
Stockholders’ (deficit) equity ............ (50,130)  (44,136)(2) 1,440 2,323 501,781

(1) Reflects the results from discontinued operations of $3.9 million, $11.3 million, $31.1 million,
$7.1 million and $(0.7) million for 2001, 2000, 1999, 1998 and 1997, respectively.

(2) Reflects a $37.7 million expense for the change in accounting for revenue pursuant to Staff
Accounting Bulletin Number 101, Revenue Recognition in Financial Statements (“SAB 101”) and
the corresponding increase in the Company’s deferred tax valuation allowance.

(3) Reflects an $8.4 million extraordinary expense for the early extinguishment of debt.
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(4) Reflects extraordinary income of $76.4 million related to the sale of Healthcare Recoveries, Inc.
(“HRI”) and a $2.5 million expense for the change in accounting for business process reengineering
costs incurred in connection with an information technology project, pursuant to Emerging Issues

- Task Force Consensus No. 97-13, Accounting for Costs Incurred in Connection with a Consulting or
an Internal Project that Combines Business Process Reengineering and Information Technology.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following “Management’s Discussion and Analysis-of Financial Condition and Results of
Operations” contains forward-looking statements about circumstances that have not yet occurred. All
statements, trend analysis and other information contained below relating to markets, our products and
trends in revenue, as well as other statements including words such as “anticipate”, “believe” or “expect”
and statements in the future tense are forward-looking statements. These forward-looking statements are
subject to business and economic risks and actual events or our actual future results could differ materially
from those set forth in the forward-looking statements due to such risks and uncertainties. The Company
disclaims any responsibility to update any forward-looking statement. Risks and uncertainties that may
affect our future results and performance include, but are not limited to, those discussed under the heading
“Factors That May Affect Future Results of Operations, Financial Condition or Business” at pages 21 to
23 of this Annual Report on Form 10-K.

Recent Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standards No. 141, Business Combinations (“SFAS No. 141”), which eliminates the pooling
method of accounting for all business combinations initiated after June 30, 2001, and addresses the initial
recognition and measurement of goodwill and other intangible assets acquired in a business combination.
The Company adopted SFAS No. 141 for business combinations initiated after June 30, 2001. It had no
impact on the Company’s Consolidated Statements of Operations.

In June 2001, the FASB issued Statement of Financial Accounting Standards No. 142, Goodwill and
Other Intangible Assets (“SFAS No. 142”). Under SFAS No. 142, goodwill and indefinite lived intangible
assets are no longer amortized but are reviewed annually for impairment. The Company adopted the
standard on January 1, 2002. As required by SFAS No. 142, the Company will complete the impairment
test of its goodwill by June 30, 2002. No asset impairment write-downs are expected to occur as a result of
adoption.

In August 2001, the FASB issued Statement of Financial Accounting Standards No. 144, Accounting
Jor the Impairment or Disposal of Long-Lived Assets (“SFAS No. 144”). SFAS No. 144 replaces
Statement of Financial Accounting Standards No. 121, Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to Be Disposed Of (“SFAS No. 121”). SFAS No. 144 requires that
long-lived assets to be disposed of by sale, including those of discontinued operations, be measured at the .
lower of carrying amount or fair value less cost to sell, whether reported in continuing operations or in
discontinued operations. Discontinued operations will no longer be measured at net realizable value or
include amounts for operating losses that have not yet been incurred. SFAS No. 144 also broadens the
reporting of discontinued operations to include all components of an entity with operations that can be
distinguished from the rest of the entity and that will be eliminated from the ongoing operations of the
entity in a disposal transaction. The Company adopted the standard on January I, 2002. No asset
impairment is expected to occur as a result of adoption.

Overview of Critical Accounting Policies

Critical accounting policies are those accounting policies that management believes are the most
“critical” — that is, they are both most important to the portrayal of the Company’s financial condition
and results, and they require management’s most difficult, subjective or complex judgments, often as a
result of the need to make estimates about the effect of matters that are inherently uncertain.
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The preparation of financial statements in conformity with accounting principles generally accepted in
the United States requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements as well.as the reported amiounts of revenues and expenses during the reporting period.
Actual results could dlffer from those estimates.

Revenue Recognition

The Company s revenué is derived from products and services delivered to the healthcare industry
through its three operating divisions:

Physician Services provides business management outsourcing services to hospital-affiliated
physicians, physicians in academic settings and other large physician practices. Fees for these services
are primarily based on a percentage of net collections on our clients’ accounts receivable. Revenue is
recognized when our customers receive payment on those accounts receivable. The Physician Services
division does not rely, to any material extent, on estimates in the recognition of this revenue.

Application Software provides enterprise-wide financial, clinical and administrative software to
acute care healthcare organizations. For contracts under which the division is required to make
significant production, modification or customization changes, revenue from software licenses and
services is recognized using the percentage-of-completion method over the implementation period.
When the Company receives payment prior to shipment or fulfillment of significant vendor
obligations, such payments are recorded as deferred revenue and are recognized as revenue upon
shipment or fulfillment of significant vendor obligations. An unbilled receivable is recorded when the
Company recognizes revenue on the percentage-of-completion basis prior to achieving a contracted
billing milestone. For minor add-on software license sales where no significant customization remains
outstanding, the fee is fixed, an agreement exists and collectibility is probable, the division recognizes
revenue upon shipment. Software. maintenance payments received in advance are deferred and
recognized ratably over the term of the maintenance agreement, which is typically one year.

The Application. Software “division relies on estimates of work to be completed when recognizing
revenue on contracts using percentage-of-completion accounting. Because revenue could be impacted
if the estimates of the extent of completion differ from actual results, periodic reviews of the
estimated hours or days to complete major projects are made by the Application Software division
and compared to budgeted hours or days to support the revenue recognized on that project.
Approximately 27% of the division’s revenue is determined using percentage-of-completion accounting
for the year endéd December 31, 2001

e-Health: Solutions delivers private and internet-based bus1ness to-business solutions that help
healthcare providers, payers and patients reduce administrative inefficiencies. Revenue related to
electronic. claims and remittance advice processing and real-time eligibility verification is recognized
on a per transaction basis net of electronic claims rebates. Revenue related to high-speed print and
mail services is billed and-recognized when the services are delivered and includes all costs of
delivering the product;.the division includes all costs of delivering the product in operating expenses.
For software contracts under which the division is required to make significant production,
modification or customization changes, revenue from software licenses and services is recognized using
the percentage-of-completion method over the implementation period. Approximately 1.9% of the
division’s revenue is determined using percentage-of-completion accounting for the year ended
December 31, 2001. Revenue related to the ASP physician practice management system is recognized
as monthly subscription revenue '

Amomzatlon of Intanglbles

Amortization of intangible assets includes the amortization of goodwill, client lists, trademark,

developed technology and software development .costs. The-Company relies on estimates of the useful lives
of these assets on which to base its amortization. The estimation of an asset’s remaining useful life is
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determined based on the Company’s historical experience, market conditions and the product .or services
provided. The Company periodically evaluates whether changes have occurred that would require revision
of the remaining estimated useful lives of the intangible. Additionally under SFAS No. 121, the Company
evaluates whether there have been any changes that would render its intangibles impaired. Conditions that
may indicate an impairment issue exists include an economic downturn or change in future operations. In
the event a condition is identified that indicates an impairment might exist, an assessment is performed
using a variety of methodologies including cash flow analysis, estimates of sales proceeds and independent
- appraisals. Where applicable, an appropriate interest rate is utilized based on appropriate borrowing rates.

In accordance with Accounting Principles Board Opinion 16, Business Combinations, the Company
finalized the purchase price allocation of its most recent acquisitions, with a portion of the amount
previously allocated to goodwill being reallocated to finite-lived intangible assets. The amounts reallocated
to finite-lived intangible assets totaled approximately $9.2 million. Due to this reallocation, amortization
" expense related to these finite-lived intangibles will result in an increase in amortization expense of
$1.6 million in 2002, which will be offset by a reduction in goodwill amortization of $3.5 million due to
adoption of SFAS No. 142, The net reduction in amortization expense in 2002 will be $1.9 million, or
$0.06 per share on a fully d11uted basis.

Goodwill — Goodwill represents the excess of the cost of businesses acquired in the e-Health
Solutions division from 1995 to 2001, over the fair market value of their identifiable net assets. Prior
to the adoption of SFAS No. 142 on January 1, 2002, the Company amortized its goodwill over its
estimated useful life of no greater than twenty years. Under SFAS No. 142, goodwill and indefinite
lived intangible assets are no longer amortized but are reviewed annually for impairment.

Client Lists — Client lists represent the value of clients acquired in the Physician Services
division from 1992 to 1996 and the e-Health Solutions division from 1995 to 2001. Client lists are
being amortized over their estimated useful lives, which range from five to ten years. '

Other Intangibles — Developed Technology represents the value of the systems acquired in the
e-Health Solutions division from 2000 to 2001. These intangible assets are being amortized over their
estimated useful lives of five years. Trademark represents the value of the trademarks acquired in the
e-Health Solutions division from 2000 to 2001. Under SFAS No. 142 this indefinite hved intangible
asset will not be amortized.

Software Development Costs — Software development includes costs incurred in the development
or the enhancement of software developed by the Application Software and e-Health Solutions
divisions for resale. Software development costs are capitalized upon the establishment of
technological feasibility for each product and capitalization ceases when the product or process is

+ available for general release to customers. Software development costs are amortized over the greater
of the ratio that current revenues bear to total and anticipated future revenues for the applicable
product or straight-line method over the estimated economic lives of the assets, which .are generally
three to five years. The Company monitors the net realizable value of all capitalized software
development costs to ensure that the investment will be recovered through margins from future sales.

Deferred Taxes

" As of December 31, 2001 and 2000, the Company reassessed the recoverability of its deferred tax
asset. Based on its analysis, the Company determined a full valuation allowance against the deferred tax
asset of $246.2 million and $247.1 million was required as of December 31, 2001 and December 31, 2000,
respectively. Realization of the net deferred tax asset is dependent upon the Company generating sufficiént
taxable income prior to the expiration of the federal net operating loss carryforwards. When it becomes
more likely than not that the Company will generate sufficient taxable income to realize the deferred tax
asset, the Company will adjust this valuation allowance accordingly. ‘
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Accrued Expenses

The Company relies on estimates to determine the amounts that are.recorded in accrued expenses.
Estimates of the legal activity and demands within our business and industry are used to-accrue legal
expenses. Estimates of the performance of Knowledgeable Healthcare Solutions, Inc., an acquisition made
in. 2000, are used to accrue the costs of businesses acquired. Income tax accruals are made using estimates

“based on historical experience of the Company and the current business environment. Restructuring and -
severance cost ‘accruals are made usmg estimates of the costs-required to effect the des1red change within
the Company.

Bad Debt Estlmates

" The Company relies on estimates to determine the bad debt expense and the adequacy of the reserve
for doubtful accounts receivable. These estimates are based-on the historical experience of the Company
and the industry in which it operates. If the financial condition of the Company’s customers were to
deteriorate, resulting in an impairment of their ability to make payments, additional allowances may be
required. The Company actively reviews its accounts recelvable and believes any variation of actual results
from the Company s estimates would not have a material impact on the financial condition of the
Company.

Other
The Company does not have:
. fnaterial exposure to foreign exchange Aluctuations;
. 'any denvatwe financial instruments;

'+ any material off- balance sheet arrangements other than its operating leases disclosed in Note 10 of
Notes to Financial Statcments in Jtem 8; or

 any material related party transactions.

Results of Operations

This discussion and .analysis should be read in conjunctlon with the consolidated ﬁnanc1al statements
and accompanying notcs

e

Years ended December 31, 2001 and 2000

Revenue. Revenue class1ﬁed by the Company $ reportable segments (“divisions™) is as f’dllows
A Year Ended December 31,

001 2000
(In thousands)
Physician Services .................... e e, D $223,875  $225,102
Application Software . ........ SR e e e e 58,840 60,635
e-Health Solutions . ... ... ... ... ... e L e 57,910 35,276
Eliminations ... ... U DR (11,748) ©  (11,005)

$328,877  $310,008

Revenie for the Physician Services division declined slightly in 2001 compared to 2000. The decline
is due to a high level of client-initiated discontinuances in 2000 of approximately 14%. The rampdown of
revenue associated with these clients adversely affected 2001 revenue by $27.1 million. This decline was
partially offset' by the implementation of new sales from 2000 and 2001 which resulted in revenue
recognized in 2001 of $16.0 million and revenue growth related to existing customers of approximately
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10%. Revenue stability in 2001 was a result of the Company’s intense focus on client satisfaction that
resulted in client retention of 95% on a full year basis.

Revenue for the Application Software division decreased slightly in 2001. Although new sales
increased approximately $20.7 million, revenue decreased due to client delays in implementations, which
impact revenue recognition under percentage-of-completion. accounting, and to the low backlog that was in
place at the beginning of 2001. As a result, the backlog in the division increased from $28.9 million at
December 31, 2000 to $43.0 million at December 31, 2001, an increase of approximately 49%. Backlog
represents contracts that have been sold and have yet to be completed. -

The e-Health Solutions division experienced significant growth during 2001 with revenues increasing:
$22.6 million or approximately 64% over 2000; The increase is largely due to the acquisitions of Health -
Data Services, Inc. and Patient Account Management Services, Inc. (“HDS/PAMS”) (December 2000),
Virtual Information Systems, Inc. (“VIS”) and OfficeMed.com LLC (“OfficeMed™) (April 2001) as well
as organic growth of 20% over the prior year. .

Segment Operating Margin. Segment operating margin, which is net income/ (loss) excluding net
interest expense, the process improvement project costs, litigation settlements, non-recurring, restructuring
and other expenses, income taxes and discontinued operations net of taxes, classified by the Company’s
divisions is as follows:

Year Ended December 31,

2001 2000
» (In thousands)
Physician Services . ... ... iiet e $ 12,470 $ 4267
Application Software . .......... ... .. PR 5,473 2,859
e-Health Solutions .. ...t i i e et 5,228 3,401
COTPOTALE . o ittt et e e e e e e (11,614) (14,522)

$ 11,557  $ (3,995)

Physician Services’ segment operating margin increase of $8.2 million or 192% is due to cost savings
realized from the productivity initiatives in the division such as the Process Improvement Project (see
“Process Improvement Project” below and Note 5 of Notes to Financial Statements in Item.8).

In 2001, Application Software’s segment operating margin increased $2.6 million or 91% compared to
2000. The increase is attributable to reduced operating expenses that resulted from management’s
continued focus on productivity improvements related to implementations and on cost containment.
Specific improvements occurred in salaries and wages, contract labor and travel expenses.

The e-Health Solutions segment experienced growth in segment operating margin of $1.8 million or
53% in 2001 compared to 2000. The increase in segment profit is attributable to the growth from recent
acquisitions, which contributed $1.1 million of the increase and increased volume from existing customers,
which contributed $0.7 million.

The Company’s corporate overhead expenses declined 20% in 2001 compared to 2000. The decrease is
attributable to management’s efforts to control expenses and create a corporate support structure that has a
more normalized level of expense. Specific improvements included a 15% decrease in salaries and wages
and a 58% decrease in depreciation expense due to a major financial system becoming fully depreciated as
of December 31, 2000.

Interest. Net interest expense increased 18% from $14.5 million in 2000 to $17.2 million in 2001.
The increase is attributable to a reduction in interest income due to lower cash balances in 2001 combined
with a decrease in investment rates available. The lower cash balance resulted from the Company’s
strategic acquisitions during 2001. ‘

Process Improvement Project. The Company incurred approximately $3.4 million and $0.5 million of
expense in 2001 and 2000, respectively, associated with the implementation of a process improvement
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project within the Physician Services division .(the “Project”). The Project installs a formalized set of
productivity and quality measures, workflow processes and a management operating system in certain of
the Company’s major processing centers. The Project focuses on productivity improvements that result in
both improved client service as well as improved profitability for the division. The costs associated with the
Project primarily consist of professional fees paid to outside consultants retained exclusively for
implementation of the Project. The first phase of the Project, which involved implementation in twelve of
the division’s larger processing centers, was completed in the third quarter of 2001 with all costs for this
phase incurred as of September 30, 2001. Annualized cost savings resulting from phase one are expected
to be $6.0 million, of which, $4.0 million were realized in 2001. In the first quarter of 2002, the Company
began the second phase of the Project, which will implement the productivity improvement model into
fifteen additional offices. This phase of the Project will be implemented with internal resources, and the
Company will not incur external project costs going forward. Estimated annualized cost savings for phase
two of the Project are forecasted at $2.0 to $2.5 million, of which, $1.0 to $1.5 million should be reahzcd
in 2002.

Litigation Settlements. There were no material litigation settlements in 2001. In December 2000, the
Company recorded an estimated litigation settlement expense of $1.15 million related to a lawsuit that was
pending against Medical Management Sciences, Inc. (“MMS”) when the Company acquired MMS in
December 1995, but which was not resolved until December 2000. In February 2001, the Company pald
the full amount of the net award of $1.15 m1111on

Non-recurring, Restructuring and Other Expenses. During the first quarter of 2001, the Company
recorded severance expense of approximately $0.6 million associated with former executive management,

In December 2000, the Company recorded $1.4 million of non-recurring expenses related to e-Health
Solutions’ retirement of a software.product that was replaced by a superior software product at Health
Data Services, Inc. and Patient Account Management Services, Inc. (“HDS/PAMS”), companies
acquired by the Company in December 2000. In connection with the retirement of the software product,
the Company also recorded $0.4 million of severance for approximately 20 employees associated w1th the
retired software product that had been notified of their termination.

The Company recorded a net expense of $0.6 million for the period ended December 31, 2000 for
severance costs associated with former executive management. The expense includes a $0.3 million
reduction of a prior period severance cost associated with former executive management.

Income Taxes. Income tax expense, which was primarily related to state income taxes, was
$0.6 million in 2001 compared to an income tax benefit of $0.7 million in 2000 related to a state income
tax refund.

As of December 31, 2001 and 2000, the Company reassessed the recoverability of its deferred tax
asset. Based on its analysis, the Company determined a full valuation allowance against the deferred tax
asset of $246.2 million and $247.1 million was required as of December 31, 2001 and December 31, 2000,
respectively. Realization of the net deferred tax asset is dependent upon the Company generating sufficient
taxable income prior to the expiration of the federal net operating loss carryforwards. When it becomes
more likely than not that the Company will generate sufficient taxable income to realize the deferred tax
asset, the Company will adjust this valuation allowance accordingly. At December 31, 2001, the Company
had federal net operating loss carryforwards (“NOLs”) for income tax purposes of approximately
$386.4 million. The NOLs will expire at various dates between 2002 and 2020.

Discontinued Operations. In 1999, the Company completed the sale of both divisions of Impact
Innovations Group (“Impact”). The Company sold the commercial division of Impact to Complete
Business Solutions, Inc. (“CBSI”) effective April 15, 1999 for $14.4 million, net of the final closing
balance sheet adjustment of $0.6 million, which was paid on July 16, 1999. Final CBSI post acquisition
matters were resolved in the third quarter of 2000 resulting in an additional charge to discontinued
operations of $0.4 million. The government division of Impact was sold on December 17, 1999 to J3
Technology Services Corp. for $46.5 million, including a purchase price adjustment of $1.5 million
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received on March 30, 2000 based on the division’s tangible net worth at closing. The purchase price
adjustment resulted in the recognition of an additional gain of $1.5 million through discontinued
operations. Additionally, the sale agreement stipulated that $1.0 million of the purchase price be put in
escrow to pay potential claims. The term of the escrow expired on September 30, 2001. In October of
2001, the Company received $1.0 million in cash, which was recognized through discontinued operations.

The Company accrued $5.3 million for the period ended September 30, 1999 through discontinued
operations as a result of an agreement with SCI Management Corporation (“SCI”), a former client of the
commercial division of Impact. SCI filed a complaint against the commercial division of Impact in
January of 1998 seeking recovery for alleged damages in connection with work performed by Impact under
a consulting contract. Although the commercial division of Impact was sold effective April 15, 1999, the
Company remained responsible for the SCI complaint. The Company paid $3.2 million to SCI on
November 4, 1999. The Company issued a promissory note for the balance of $2.1 million bearing interest
at 8.25%, which was paid on October 31, 2000. In May of 2001, the Company received an insurance
settlement related to the SCI matter of approximately $3.0 million, which was recognized through
discontinued operations. '

On November 30, 1998, the Company completed the sale of Medaphis Services Corporation
(“Hospital Services”) to NCO Group, Inc. (“NCO”) for initial consideration of $107.5 million. During
the first quarter of 1999, the Company received additional consideration of $0.8 million based on the
Hospital Services’ final closing balance sheet and payment on certain Hospital Services’ accounts
receivable retained by the Company. The additional consideration resulted in the recognition of an
additional gain of $0.5 million, net of tax of $0.3 million, which was recognized through discontinued
operations. In addition, the Company received a purchase price adjustment of $10.0 million in cash from
NCO on May 5, 2000 based on Hospital Services’ achievement of various operational targets in 1999. The
purchase price adjustment resulted in the recognition of an additional gain of approximately $9.2 million in
the quarter ended June 30, 2000 through discontinued operations.

Years ended December 31, 2000 and 1999

Revenue. Revenue classified by the Company’s reportable segments (“divisions™) is as follows:
Year Ended December 31,

2000 1999
(In thousands)
Physician ServiCes . ... .....uueuinn it $225,102  $240,200
Application Software . ... ... .. . e 60,635 62,145
e-Health Solutions . . ........ ... i i i 35,276 31,343
Elminations .. ... e (11,005)  (11,559)

$310,008  $322,129

Revenue for the Physician Services division decreased 6% in 2000 compared to 1999. The revenue
decline is primarily attributable to Company-initiated and client-initiated discontinuances throughout 1999
and 2000. Company-initiated discontinuances were a result of management’s ongoing review and evaluation
of marginally profitable and unprofitable clients that yield returns unacceptable to management. These
discontinuances are partially offset by the addition of new business in 2000 and 1999.

Revenue for the Application Software division decreased 2% from 1999 to 2000. The decline in
revenue is primarily attributable to decreased consulting revenue due to fewer conversion services being
performed related to the date change to the year 2000. The decrease in consulting revenue is partially
offset by an increase in recurring maintenance revenue due to an increase in the customer base.

e-Health Solutions revenue increased 13% in 2000 as compared with 1999. The increase is
attributable to an increase in volume from existing customers in addition to volume from new customers in
the Company’s electronic statement processing center. '
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Segment Operating Margin. . Segment operating margin, which is net loss excluding net interest
expense, the process improvement. project costs, litigation settlements, non-recurring, restructuring and
other expenses, income taxes, discontinued operations net of taxes and cumulative effect of accounting
change net of tax, classified: by the Company’s divisions is as follows:

Year Ended December 31,

~ 2000 1999

(In thousands)
Physician Services ........... ... U $ 4267 $ (5541)
Application SOFtWAre . .. .....oovvei et PR 2,859 (1,071)
e-Health Solutions ............ e e 3,401 (190)
COTPOTALE e e e ST (14,522)  (17,671)

$ (3,995) $(24,473)

Physician Services experienced a growth in operating margin of $9.8 million in 2000 as compared to
1999. The improvement is attributable to workforce reductions, productivity enhancements and
management’s focus on discontinuing marginally profitable and unprofitable customer engagements.

Application Software experienced a growth in operating margin of $3.9 million in 2000 as compared
to 1999. The improvement in operating profit is attributable to management’s continued focus on cost
containment, specifically in the areas of salaries and wages, outside services, travel and marketing
expenses.

The year 2000 was e-Health Solutions’ first full year of operation as a separate, externally focused
business segment and the division experienced a growth in operating margin of $3.6 million in 2000
compared to 1999. The increase in operating profit is attributable to the previously mentioned revenue
1ncreasc while operatlonal expenses remained stable.

The Company’s corporate overhead costs decreased by 18% in 2000 compared to 1999. The reduction
is due to management’s efforts to create a normalized corperate support structure. Specific improvements
included an 11% decrease in salaries and wages, and a 40% decline in depreciation expense due to
equipment becoming fully depreciated.

Interest. Net interest expense was $14.5 million for the year ended December 31, 2000 as compared
to $16.1 million in the same period in 1999. The decrease is primarily related to interest income of
$3.8 million generated from the short-term investment of cash during 2000. .

Process Improvement Project. The Company incurred $0.5 million of expense in the period ended
December 31, 2000 for a process improvement project within the Physician Services division. The Project
is an effort to improve productivity in certain of the division’s processing centers. In the fourth quarter of
2000, the Project produced a formalized set of productivity and quality measures, workflow processes as
well as a management operating system within one of the processing centers which served as the Project’s
pilot.

Litigation Settlements. In December 2000, the Company recorded an estimated litigation settlement
expense of $1.15 million related to a lawsuit that was pending against MMS when the Company acquired
MMS in December 1995, but which was not resolved until December 2000. In February 2001, the
Company paid the fuil amount of the net award of $1.15 million.

In June 1999, the Company recorded an estimated litigation settlement liability of $21.5 million
related to the Company’s legal dispute with a former shareholder of Health Data Sciences Corporation,
arising from the Company’s June 1996 acquisition. The estimated liability was based upon an agreement in
principle with this former shareholder. When the agreement was finalized in October 1999, the cost to the
Company was reduced to $17.0 million and, as a result, the litigation settlement liability was reduced by
$4.4 million. ‘
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Also in June 1999, the Company recorded litigation settlement expenses of $6.0 million related to
litigation arising from the Company’s December 1995 acquisition of MMS. In addition, the Company paid
$1.8 million to settle contract claims against the Company’s wholly-owned operating subsidiary, PST
Emergency Medicine Services, Inc. (formerly known as Gottlieb’s Financial Services, Inc.) which arose in
January 1998 in the ordinary course of business.

Non-recurring, Restructuring and Other Expenses. In December 2000, the Company recorded
$1.4 million of non-recurring expenses related to e-Health Solutions’ retirement of a software product that
was replaced by a superior software product at Health Data Services, Inc. and Patient Account
Management Services, Inc., companies acquired by the Company in December 2000. In connection with
the retirement of the software product, the Company also recorded $0.4 million of severance for
approximately 20 employees associated with the retired software product that had been notified of their
termination.

In addition, the Company recorded a net expense of $0.6 million for the period ended December 31,
2000 for severance costs associated with former exécutive management. The expense includes a
$0.3 million reduction of a prior period severance cost associated with former executive management.

In 1999, the Company evaluated the adequacy of its reserves for lease termination costs established in
prior periods. As a result of this evaluation, the Company increased its lease termination reserve for
Physician Services by $0.3 million and reduced Application Software’s lease termination reserve by
$0.3 million. '

Income Taxes. As of December 31, 2000 and 1999, the Company reassessed the recoverability of its
deferred tax asset. Based on its analysis, the Company determined a full valuation allowance against the
deferred tax asset of $247.1 million and $236.8 million was required as of December 31, 2000 and
December 31, 1999, respectively. The increase in the valuation allowance from December 31, 1999 is
primarily related to the elimination of the Company’s unbilled accounts receivable (see Cumulative Effect
of Accounting Change discussion below) and as such, $15.0 million was recorded against the cumulative
effect of accounting change. The increase was offset by an adjustment to the Company’s net operating loss
carryforwards based on 1999 actual tax returns. When it becomes more likely than not that the Company
will generate sufficient taxable income to realize the deferred tax asset, the Company will adjust this
valuation allowance accordingly.

Discontinued Operations. Summarized financial information for the discontinued operations for the
year ended December 31, 1999 is as follows:

For the Year Ended
December 31, 1999

Impact
(In thousands)
REVENMUE . . .ottt e e e e $54,916
Income from discontinued operations before taxes........................ 3,958
Income tax EXPense .. ...ttt e 555
Income from discontinued operations, net of tax ....... [P $ 3,403

In 1998, management initiated a plan to focus the Company’s financial and management resources on
its three core healthcare segments in an effort to return the Company to profitability. Management defined
these segments as: Physician Services, Application Software and e-Health Solutions. Management began
to seek alternatives for the remaining non-core business segments: Medaphis Services Corporation
(“Hospital Services”) and Impact. Although Hospital Services provided business management and
accounts receivable management services to approximately 1,200 hospitals, the Company’s management
deemed the segment non-core as a substantial portion of the services offered was bad debt collection.
Impact was deemed non-core as it did not provide consulting services to the healthcare industry. The
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results of operations for Impact have been classified as discontinued operations for the year ended
December 31, 1999,

On November 30, 1998, the Company completed the sale of Hospital Services to NCO Group, Inc.
for initial consideration of $107.5 million. During the first quarter of 1999, the Company received
additional consideration of $0.8 million based on the Hospital Services’ final closing balance sheet and
payment on certain Hospital Services’ accounts receivable retained by the Company. The additional
consideration resulted in the recognition of an additional gain of $0.5 million, net of tax of $0.3 million,
which was recognized through discontinued operations.

In addition, the Company received a purchase price adjustment of $10.0 million in cash from NCO
on May 35, 2000 based on Hospital Services’ achievement of various operational targets in 1999. The
purchase price adjustment resulted in the recognition of an additional gain of approximately $9.2 million
through discontinued operations for the year ended December 31, 2000.

In 1999, the Company completed the sale of both divisions of Impact. The Company sold the
commercial division of Impact to Complete Business Solutions, Inc. effective April 15, 1999 for
$14.4 million, net of the final closing balance sheet adjustment of $0.6 million which was paid on July 16,
1999. Final CBSI post acquisition matters were resolved in the third quarter of 2000 resulting in an
additional charge to discontinued operations of $0.4 million. The government division of Impact was sold
on December 17, 1999 to J3 Technology Services Corp. for $46.5 million, including a purchase price
adjustment of $1.5 million received on March 30, 2000 based on the division’s tangible net worth at
closing. The purchase price adjustment resulted in the recognition of an additional gain of $1.5 million
through disconfinued operations.

The Company accrued $5.3 mllhon for the period ended September 30, 1999 through discontinued
operations as a result of an agreement with SCI Management Corporation, a former client of the
commercial division of Impact. SCI filed a complaint against the commercial division of Impact in
January of 1998 seeking recovery for alleged damages in connection with work performed by Impact under
a consulting contract. Although the commercial division of Impact was sold effective April 15, 1999, the
Company remained responsible for the SCI complaint. The Company paid $3.2 million to SCI on
November 4, 1999. The Company issued a promissory note for the balance of $2.1 million bearing interest
at 8.25%, which was paid on October 31, 2000. In May of 2001, the Company received an insurance
settlement related to the SCI matter of approximately $3.0 million, which was recognized through
discontinued operations. :

Cumulative Effect of Accounting Change. On December 3, 1999, the Securities and Exchange
Commission (the “Commission” )" issued Staff Ac¢counting Bulletin Number 101, Revenue Recognition in
Financial Statements (“SAB 1017). SAB 101 summarizes certain of the Commission’s views in applying
generally accepted accounting principles to revenue recognition in financial statements. SAB 101 provides
interpretative guidance on the unbilled accounts receivable and related revenue recognition within the
Company’s industry. Therefore, consistent with the Commission’s guidance and changing industry practice,
the Company began récognizing revenue in its Physician Services segment on an “as billed” basxs
January 1, 2000. ‘

The change in accounting method resulted in the elimination of $37.7 million of unbilled accounts
receivable. The one-time, cumulative non-cash expense in the Company’s statement of operations for the
. year ended December 31, 2000 reflects the $22.7 million elimination of the unbilled accounts receivable on
a net of tax basis and a correspondmg $15.0 million increase in the Company’s deferred tax valuation
allowance. :

Liquidity and Capital Resources = -

_ Asof December 31, 2001, the Company had working capital of $24.3 million compared to
$27.2 million: at December 31, 2000. Restricted cash totaled $4.4 million as of December 31, 2001
compared to $7.4 million at December 31, 2000. Restricted cash principally represents restrictions on the
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Company’s cash as security for the Company’s letters of credit. Cash and cash equivalents totaled
$36.5 million at December 31, 2001, an increase of $5.5 million compared to 2000.

Cash provided by continuing operations was $22.0 million in 2001 compared to cash used by
continuing operations in 2000 of $8.7 million. This improvement in cash flow was driven by improvements
in operations, net of depreciation and amortization that resulted in the loss before cumulative effect of
accounting change of $6.3 million in 2001 versus a loss before cumulative effect of accounting change of
$10.5 million in 2000. Also, improvements in the collection of accounts receivable generated cash of $8.5
million in 2001 compared to a use of $6.3 million in 2000.

During 2002, the Company expects to fund its working capital needs through cash provided by
operations.

The Company used $20.1 million in cash for investing activities during 2001 compared to
$33.1 million during 2000. The improvement was primarily driven by $14.0 million lower capital
expenditures in 2001, as well as a $14.3 million reduction in investments in strategic acquisitions during
2001. These improvements were offset by $11.3 million in proceeds received in 2000 for the sale of
subsidiaries in 1999 and 1998.

Cash used by financing activities was $0.3 million in 2001 compare to cash provided of $0.6 million in
2000. These amounts were primarily attributable to deferred financing costs in 2001 compared to proceeds
from the issuance of common stock and the exercise of stock options in 2000.

On February 20, 1998, the Company issued $175 million of 9':% Senior Notes due on February 15,
2005 (the “Notes”), which bear interest at the rate of 9':% per annum, payable semi-annually on
February 15 and August 15, which commenced on August 15, 1998. The Notes are redeemable at the
option of the Company, in whole or in part, at any time at a dechnmg premium to par until 2004 and at
par thereafter, plus accrued and unpaid interest.

Payment of principal, premium, if any, and interest on the Notes is fully and unconditionally
guaranteed, on a senior unsecured basis, jointly and severally by all of the Company’s present and future
domestic restricted subsidiaries (the “Subsidiary Guarantors”). The financial statements of the Subsidiary
Guarantors have not been presented as all subsidiaries, except certain insignificant foreign subsidiaries,
have provided guarantees and the parent company does not have any significant operations or assets,
separate from its investment in subsidiaries. Any non-guarantor subsidiaries are insignificant individually
and in the aggregate to the consolidated financial statements.

Under the Indenture governing the Notes, the balance of net proceeds, as defined, from the sale of

. any asset having a fair value in excess of $1.0 million, must be invested in the Company’s business within
360 days of receipt of proceeds related to the sale. The Company may use the net proceeds for capital
‘expenditures, to acquire long-term assets, to repay debt and/or to acquire a controlling interest in another
company. To the extent that such net proceeds are not invested within 360 days, such amount constitutes
“excess proceeds.” If the aggregate of excess proceeds is greater than $10.0 million, the Company is
required to offer to repurchase the Notes at par with such excess proceeds. As of December 31,.2001, the
Company did not have excess proceeds greater than $10 million.

The Company entered into a $50 million credit facility (the “Credit Facility”) on April 6, 2001.
Availability under the Credit Facility is determined by a borrowing base calculated based on eligible billed
accounts receivable of the Borrowing Base Parties, as defined in the Credit Facility. The Company has the
option of entering into “LIBOR” based loans or “index rate” loans under the Credit Facility. LIBOR
based loans bear interest at LIBOR plus amounts ranging from 1.85% to 2.65% based on the Company’s
leverage ratio, as defined in the Credit Facility, after the first year. Index rate loans bear interest at rates
approximating Prime plus amounts ranging from 0.35% to 1.15% based on the Company’s leverage ratio, as
defined, after the first year. LIBOR based loans bear interest at LIBOR plus 2.50% and index rate loans
bear interest at rates approximating Prime plus 1.0% for the first twelve months of the Credit Facility. In
addition, the Company pays a quarterly commitment fee on the unused portion of the Credit Facility of
0.375% per annum.
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The Credit Facility contains financial and other restrictive covenants, including, without limitation,
those restricting the incurrence of additional indebtedness, creation of liens, payment of dividends, sales of
assets, stock offerings, capital expenditures and prepayment of the Notes and those requiring maintenance
of minimum EBITDA, as defined, and minimum fixed charge coverage, as defined. The initial term of the
Credit Facility is 42 months expiring on October 6, 2004. The Company and the lender can mutually
agree to extend this term by 18 months if certain condltlons have been met. There are no outstanding
borrowmgs under the Credit Facility. ‘

.

The level of the Company’s indebtedness could adversely impact the Company’s ability to obtain
additional financing. A substantial portion of the Company’s cash flow from operations.could be dedicated
to the payment of principal and interest on its indebtedness. The Company believes that its current cash
flow will be sufficient to meet working capital needs and capital expenditures for the next twelve months.

Factors That May Aﬁ”ect Future Results of Operatzons, Financial Condztton or Business

As discussed under the caption “Forward-Looking: Statements™ in Item 1, Per-Se provides the
following risk factor disclosures in connection with its continuing efforts to qualify its written and oral
forward-looking statements for the safe harbor protéction of the: Reform Act and any other similar safe
‘harbor provisions. Important factors currently known to management that could cause actual results to
differ materially from those in forward-looking statement‘s:include, but are not limited to, the following:

Competition with Business Management Outsourcing Services Companies and In-house Providers

The business management outsourcing business, especially surrounding the areas of billings and
collections, is highly competitive. The Company competes with regional physician reimbursement
organizations, national information and data processing organizations, and physician groups that provide
their own business management services. Successful competltlon within this industry is dependent on
numerous mdustry and market conditions.

Potential industry and market changes that could adversely affect the Company s ability to compete
for business management outsourcing services include an increase in the number of competitors providing
comparable services, and new alliances between healthcare providers and third-party payers in which
healthcare providers are employed by such third-party payers. - ~

Competition with Information Technology Companies

The business of providing application software, information technology and consulting services is also
highly competitive. The Company competes with national and regional companies in this regard. Some
competitors have longer operating histories and greater financial, technical and marketing resources than
that of the Company. The Company’s successful competltlon within this industry is dependent on
numerous industry and market conditions.

Major Client Projects

The Company’s Application Software division involves projects designed to reengineer customer
operations through the strategic use of imaging, client/server and other advanced technologies. Failure to
meet customers’ expectations with respect to .a major project could, possibly, have the following
consequences: damage the Company’s reputation and standing in this marketplace; impair its ability to
attract new client/server information technology busmess and inhibit its ability to collect for services
performed on a project.

Changes in the Healthcare Industry

The markets for the-Company’s software and e-commerce products and services as well as our
business management outsourcing services are characterized by rapidly changing technology, evolving
industry standards and frequent new product introductions. The Company’s ability to keep pace with
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changes in the healthcare industry may be dependent on a variety of factors, including its ability to
enhance existing products and services; introduce new products and services quickly and cost effectively;
achieve market acceptance for new products and services; and respond to emerging industry standards and
other technological changes.

Competitors may develop competitive products that could adversely affect the Company’s operating
results. It is possible that the Company will be unsuccessful in refining, enhancing and developing our
software and billing systems going forward. The costs associated with refining, enhancing and developing
its software and billing systems may increase significantly in the future. Existing software and technology
may become obsolete as a result of ongoing technological developments in the marketplace.

Consolidation in the Marketplace -

In general, consolidation initiatives in the healthcare marketplace may result in fewer potential
customers for the Company’s services. Some of these types of initiatives include employer initiatives such
as creating purchasing cooperatives (GPOs); provider initiatives, such as risk-sharing among healthcare
providers and managed care companies through capitated contracts; and integration among hospitals and
physicians into comprehensive delivery systems. :

Continued consolidation of management and billing services through integrated delivery systems may -
result in a decrease in demand for the Company’s business management outsourcing services for particular
physician practices.

Government Regulations

As discussed in Item 1 under the captions “Healthcare Industry” and “Regulation,” the healthcare
industry is highly regulated and is subject to changing political, economic and regulatory influences.
Federal and state legislatures have periodically considered programs to reform or amend the U.S.
healthcare system at both the federal and state level and to change healthcare financing and
reimbursement systems, such as the Balanced Budget Act. These programs may contain proposals to
increase governmental involvement in healthcare, lower reimbursement rates or otherwise change the
environment in which healthcare industry participants operate. Current or future government regulations or
healthcare reform measures may affect our business. Healthcare industry participants may respond by
reducing their investments or postponing investment decisions, including investments in the Company’s
products and services.

Medical billing and collection activities are governed by numerous federal and state civil and criminal
laws. Federal and state regulators use these laws to investigate healthcare providers and companies that
provide billing and collection services. In connection with these laws, the Company may be subjected to
federal or state government investigations and possible penalties may be imposed upon the Company, false
claims actions may have to be defended, private payers may file claims against the Company, and the
Company may be excluded from Medicare, Medicaid and/or other government funded healthcare
programs.

In the past, the Company has been the subject of federal investigations, and it may become the
subject of false claims litigation or additional investigations relating to its billing and collection activities.
Any such proceeding or investigation could have a material adverse effect on the Company’s business.

The final HIPAA rules for the standards for electronic transactions and standards of privacy of
individually identifiable health.information were published in 2000. The implementation deadline for the
standards for electronic transactions is October 2002 with the possibility of a one year delay for healthcare
providers, healthcare clearinghouses and large health plans upon filing an extension. The implementation
deadline for the standards of privacy is April 2003. These rules set new or higher standards for the
healthcare industry as to handling healthcare transactions and information and will require changes to the
manner in which the industry handles such information. One of the most contentious areas of HIPAA
reform is in the area of privacy and security.
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Currently in the area of privacy and security of health information, numerous federal and state civil
and criminal laws govern the collection, use, storage and disclosure of health information. Penalties for
noncompliance, both criminal and civil, may be brought by federal or state governments. Persons who
believe their health information has been misused or disclosed improperly may bring claims and payers
who believe instances of noncompliance with. privacy and security standards have occurred may bring
administrative sanctions or remedial actions against offending parties.

Passage of HIPAA is part of a wider healthcare reform initiative. The Company expects that
healthcare reform will continue to be widely debated. The Company also expects that the federal
government as well as state governments will pass laws and issue regulations addressing healthcare issues
and reimbursement of healthcare providers. The Company cannot predict whether new legislation and
regulations will be enacted and, if enacted, whether such new developments will affect its business.

Debt

The Company has a significant amount of long-term indebtedness and, as a result, obligations to make
interest payments on that debt. If unable to make the required debt payments, the Company could be
required to reduce or delay capital expenditures, sell certain assets, restructure or refinance its
indebtedness, or seek additional equity capital. The Company’s ability to make payments on its debt
obligations will depend on future operating performance, which will be affected by certain conditions that’
are beyond the Company’s control.

Litigation

The Company is involved in litigation arising in the ordinary course of its business, which may expose
it to loss contingencies. These matters include, but are not limited to, claims brought by formier customers
with respect to the operation of our business. The Company has also received written demands from
custom