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CorVel's portfolio analytics solutions
facilitate detailed healthcare data
analysis, reporting and benchmarking,
allowing decision makers to identify

and understand trends in real time and
institute corrective actions. We provide
sophisticated performance and customer
interaction analytics to proactively assess
risk and assist our customers in reducing
program costs,
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CorVel has captured over 20 years of
healthcare management experience
toc develop and organize the structure,
processing and delivery of information.
CorVel's automated workflow and protocol-
based smart routing to centers of
excellence has created a technology
platform that is producing superior

results for customers. New information
management tools are continually being
added to our solutions, further expanding
the Company's capabilities to deliver
improved, knowledge based outcomes.
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Healthcare Portal

CorVel's healthcare management por
caremc.com, offers industry leading

information management tools to hel

consclidate and coordinate healthcarz
and claims management activities. CareMe
is the platform for all of CorVel services.
offering our customers immediate, real
time access to important information
necessary to achieve superior progra :



Insight. In Touch.

Enterprise Comp

CorVel has combined traditional claims
management and managed care practices
with rules-based technology to create

a completely integrated solution. By
combining medical management delivery
with the claims management process, our
clients receive an unprecedented level of
efficiency that translates to lower claims
¢osts and reduced ctaims administration
EXpenses.

Healthcare vlanagement

CorVel Corporation is a national provider
of healthcare management solutions to
employers, third party administrators,
insurance companies and government
agencies. Corvel specializes in
applying advanced communication

and informaticn technology to improve
healthcare management in the workers'
compensation, group health and

auto insurance markets. From early
intervention through claim resolution,
our solutions offer comprehensive
programs for our customers.
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Nelwurn SUILNLTONnS

Corvel offers proactive medical savings
solutien for all medical bills, including a
preferred provider organization, network
management, repricing, line-item review,
expert fee negotiations, professional
review, automated adjudication and
electronic reimbursement. Each feature of
Network Solutions focuses on maximizing
savings opportunities and increasing
efficiencies for our customers.

Patient Management

CorVel's patient management solutions
are designed to combine quality care

with new technologies 1o offer the most
comprehensive capabilities for patients.
We offer early intervention, utilization
management and vocational rehabilitation
through local branch offices and case
managers in local communities, Our case
managers work side by side with patients
to assist them though their episode of care
and return to work,
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Some years are more exciting than others and certainty fiscal 2007

was one of those exciting years. CorVel achieved record savings for
customers, expanded claims management solutions, launched a new case
management system and had record earnings per share. We are carrying
this momentum into the New Year and have an attractive backlog of
additional projects.

Workers' compensation claims have declined substantially over the last
five years. This has lead to a consolidation within our industry. Coupled
with ongoing regulatory change, the environment has required CorVel

to be nimble and to constantly seek new solutions for our customers.

The Company's long term strategy of investment in information systems
and |ocal customer service has positioned CorVel to succeed where a
number of its competitors have failed or have been assimilated into larger
organizations. We expect the pace of change to remain high in the current
year.

For a number of years we returned excess cash inflows to shareholders
through our stock repurchase program. In recent months, though, the
Company has again been investing capital in the execution of our strategy
to further expand our service offerings. These additions to the Company
broaden our range of claims management services and open segments of
the market previously closed to us.

Integrating the separate information streams in an episode of care offers
the vision of timely healthcare decisions and shared knowledge. Disability
management includes the separate interests of injured workers, the
medical community, medicai professionals and ¢laims administration.
Inevitably, the complexity of healthcare involves a great deal of information
and regulatory compliance. CorVel's CareM® web portal, in continuous
development since 1999, is the foundation for a new solution in healthcare
administration. Care™®’s workflow management software increasingly brings
new productivity and improved outcomes. Similar capabilities first added to
CorVel's medical review systems produced much improved outcomes for our
customers and improved Company results.

Technological developments which had been progressively implemented
over the prior five years, came together in the last twelve months, While
the most significant change year-to-year may have occurred in 2007, the
Company is well positioned in the next generation of workflow management
and faces opportunities to continue advancing its service capabilities.




Smart routing and workflow management processes now allow medical
review to be performed by people specialized in each step of a larger
process. Where one person often performed all of the separate tasks in a
service, now each task segment is assigned to different person specializing
in that function. Healthcare administration can now be routed based upon
the unique needs of each episode of care.

Most sectors of the healthcare system in our Country have been pressured
by increasing volumes of uninsured patients. Resolving who should pay

for the needs of patients in the US system is a pressing national issue.
CorVel's medical review systems automate increasing portions of the
healthcare financing process. We expect continued regulatory pressure for
the private sector to improve the administration of healthcare, and believe
CorVel possesses the important tools required. Reimbursing healthcare
transactions electronically is one part of the solution. Additionally, the initial
phases of each episode of care ¢an be restructured to ease patient access
and to facilitate improved outcomes.

The complexities in healthcare have made the analysis of ocutcomes and
processes complex. CorVel has been expanding its investment in analytic
services and their presentation within CareM® Toward the end of fiscal 2007
the Company began presenting such analyses in an improved dashboard
within Care™C This effort will be expanded in the current year. Measuring
outcomes is critical to the effort to identify the most effective providers
and prescriptions for care. Developing and reporting meaningful outcomes
metrics and the related predictive modeling algorithms are the keys to
achieving improved healthcare administration.

We would like to thank our customers and associates for another year of
productive partnership. We are excited by the prospects for our future and
committed to the ongoing investments necessary to ongoing innovation.
The early results of our refined strategic direction have been encouraging
and we look forward to the challenges of the coming year.

—

Gordon Clemons Daniel Starck
Chairman President
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, “us”, and “our” refer to CorVel Corporation and its

In this report, the terms “CorVel”, “Company”, “we
subsidiaries.

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements within the meaning of the Securities Act of 1933, as amended,
and the Securities Exchange Act of 1934, as amended, including, but not limited to, the statements about our plans,
strategies and prospects under the headings “Business” and “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and elsewhere in this report. Words such as “anticipates™, “expects”,
“intends”, “plans”, “predicts”, “believes”, “‘seeks”, “estimates”, “may”, “will”, “should”, “would”, “could”,
“potential”, “continue”, "ongoing™ and variations of these words or similar expressions are intended 1o identify
forward-looking statements. These forward-looking staiements are based on management’s current expectations,
estimates and projections about our industry, management’s beliefs, and certain assumptions made by management,
and we can give no assurance that we will achieve our plans, intentions or expectations. Certain important factors
could cause actual results to differ materially from the forward-looking statements we make in this report.
Representative examples of these factors include (without limitation):

+ Genera! industry and econemic conditions;

* Cost of capital and capital requirements;

+ Competition from other managed care companigs;

* The Company’s ability to renew and/or maintain contracts with its customers on favorable terms:
* The ability to expand certain areas of the Company’s business;

» Shifts in customer demands:

*» The ability of the Company to produce market-competitive software;

* Increases in operating expenses including employee wages and benefits;

* Changes in regulations affecting the workers’ compensation, insurance and healthcare industries in general;
* The ability to attract and retain key personnel:

= Delays in completing financial and internal control audits;

* Possible litigation and legal liability in the course of operations; and

* The continued availability of financing in the amounts, at the times, and on the terms necessary 1o support the
Company’s future business,

The section entitled “Risk Factors™ set forth in this report discusses these and other important risk factors that
may affect our business, results of operations and financial condition. The factors listed above and the factors
described under the heading “Risk Factors™ and similar discussions in our other filings with the Securities and
Exchange Commission are not necessarily all of the important factors that could cause actual results to differ
materially from those expressed in any of our forward-looking staiements. Other unknown or unpredictable factors
also could have material adverse effects on our future results. Investors should consider these factors before
deciding to make or maintain an investment in our securities. The forward-looking statements included in this
annual report on Form 10-K is based on information available to us as of the date of this annual report. We expressly
disclaim any intent or obligation to update any forward-looking statements to reflect subsequent events or
circumstances,




PART 1

Item 1. Business.
INTRODUCTION

CorVel is an independent nationwide provider of medical cost containment and managed care services
designed to manage the medical costs of workers’ compensation and other healthcare benefits, primarily for
coverage under group health and auto insurance policies. The Company’s services are sold as separate services
directed toward managing claims, care, networks, reimbursements and settlements. They include automated
medical fee auditing, preferred provider networks, out-of-network/line-itern bill negotiation and repricing, utili-
zation review and management, medical case management, vocational rehabilitation services, early intervention,
Medicare set-asides and life-care planning, and a variety of directed care services including independent medical
examinations, diagnostic imaging, transportation and translation, and durable medical equipment. Some customers
purchase just one service, while other customers purchase more than one service. Customers of the Company that
do not purchase managed care services generally either purchase such services from other vendors, perform such
services using their own resources or elect not to utilize such services for managing their costs.

Such services are provided to insurance companies, third-party administrators (“TPAs”), and self-adminis-
tered employers to assist them in managing the medical costs and monitoring the quality of care associated with
healthcare claims.

The Company was incorporated in Delaware in 1991, and its principal executive offices are located at 2010
Main Street, Suite 600, Irvine, California, 92614. The Company’s telephone number is 949-851-1473.

INDUSTRY OVERVIEW

Workers® compensation is a federally mandated, state-legislated, comprehensive insurance program that
requires employers to fund medical expenses, lost wages and other costs resulting from work-related injuries and
illnesses. Workers' compensation benefits and arrangements vary extensively on a state-by-state basis and are ofien
highly complex. State statutes and court decisions control many aspects of the compensation process, including
claims handling, impairment or disability evaluation, dispute settlement, benefit amount guidelines and cost-contrel
strategies.

Workers' compensation plans generally require employers to fund all of an employee’s costs of medical
treatment and a significant portion of lost wages, legal fees and other associated costs. In certain jurisdictions,
provision of vocational rehabilitation is also mandatory. Typically, work-related injuries are broadly defined and
injured or ill employees are entitled to extensive benefits. Employers generally are required to provide first-dollar
coverage with no co-payment or deductible due from the injured or ill employee for medical coverage for
employees, and are not subject to litigation by employees for benefits in excess of those provided by the relevant
state statute. In most states, the extensive benefits coverage (for both medical costs and lost wages) is provided to
employees through the employer’s purchase of commercial insurance from private insurance companies, partic-
ipation in state-run insurance funds or self-insurance.

Healthcare provider reimbursement methods vary on a state-by-state basis. As of March 1, 2007, approx-
imately forty states have adopted fee schedules pursuant to which all healthcare providers are uniformly reim-
bursed. The fee schedules are set individually by each state and generally prescribe the maximum amounts that may
be reimbursed for a designated procedure. In states without fee schedules, healthcare providers generally are
reimbursed based on usuat, customary and reasonable fees charged in the particular state in which services are
provided.

Many states do not permit employers to restrict a claimant’s choice of provider, making it more difficult for
employers to utilize managed care approaches such as health maintenance organizations (“HMOs”) and preferred
provider organizations (“PPOs”). However, in many other states, employers have the right to direct employees to a
specific primary healthcare provider during the onset of a workers” compensation case, subject to the right of the
employee to change physicians after a specific period. In addition, workers’ compensation programs vary from state
to state, making it difficult for payors and multi-state employers to adopt uniform policies to administer, manage
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and control the costs of benefits. As a result, the Company believes that managing the cost of workers’
compensation requires approaches which are tailored to the specified regulatory environment in which the
employer is operating. Because workers’ compensation benefits are mandated by law and are subject to extensive
regulation, the Company believes that payors and employers do not have the same flexibility to alier benefits as they
might have with other health benefits programs.

Managed care techniques are intended to control the cost of healthcare services and to measure the
performance of providers through intervention and ongoing review of services proposed and those actually
provided. Managed care techniques were originally developed to stem the rising costs of group medical care,
Historically, employers were slow to apply managed care techniques to workers’ compensation costs primarily
because the aggregate costs are relatively small compared to costs associated with group health benefits and because
state-by-state regulations related to workers’ compensation are far more complex than those related to group health.
However, in recent years, the Company believes that employers and insurance carriers have been increasing their
focus on applying managed care techniques to control their workers’ compensation costs,

An increasing number of states have adopted legislation encouraging the use of workers’ compensation
managed care organizations (“MCOs"} in an effort to allow employers to control their worker’s compensation costs.
MCO laws generally provide employers an opportunity to channel injured employees into provider networks. In
certain states, MCO laws require licensed MCOs to offer certain specified services, such as utilization management,
case management, peer review and provider bill review. The Company believes that most of the MCO laws adopted
to date establish a framework within which a company such as CorVel can provide its customers a full range of
managed care services for greater cost control.

FISCAL 2007 DEVELOPMENTS
Appointment of President

In May 2006, the Company’s Board of Directors appointed Mr. Dan Starck as President and Chief Operating
Officer of the Company.

Three-for-two stock split in the form of a 50% stock dividend

During fiscal 2007, the Company s Board of Directors declared a three-for-two stock split in the form of a 50%
stock dividend. The distribution date of the stock dividend was on December 8, 2006 to shareholders of record on
November 20, 2006. All share and per share numbers in this Form 10-K have been adjusted to reflect this split for all
periods shown,

Acquisition of Hazelrigg Risk Management Sevices

On December 15, 2006, the Company's wholly owned subsidiary CorVel Enterprise Comp Inc., entered into an
Asset Purchase Agreement with Hazelrigg Risk Management Services, Inc., @ workers compensation claims
administrator in California, and its affiliated companies (“Hazelrigg™) to acquire certain assets and liabilities of
Hazelrigg, for an initial cash payment of $12 million. Hazelrigg Risk Management Services is a workers’
compensation ¢laims administrator in California. The seller of Hazelrigg also has the potential to receive up to
an additional $2.5 million in a cash earnout based upon the revenue collected by the Hazelrigg business during the
one-year pericd after consummation of the acquisition, which earnout may be accelerated based upon the
occurrence of certain post-acquisition events. The Company completed the acquisition on January 31, 2007
and paid the initial cash payment on that date. The results of the acquired business for the peried from February 1,
2007 to March 31, 2007 are included with the Company’s results for the quarter and fiscat year ended March 31.
2007. For the fiscal year ended March 31. 2007, the results of the acquired business increased the Company’s
revenues by less than $3 million, or approximately 1%. The acquisition of Hazelrigg enables the Company to further
expand its managed care services to include claims processing in addition to patient management and network
solutions.
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Company Stock Repurchase Program

During fiscal 2007, the Company continued to repurchase shares of its common stock under a plan originally
approved by the Company’s Board of Directors in 1996. In June 2007, the Company’s Board of Directors increased
the number of shares authorized to be repurchased over the life of the plan to 12,150,000 shares after adjustment for
the three-for-two stock split in the form of a 50% stock dividend noted above. During fiscal 2007, the Company
spent $21.9 million to repurchase 708,667 shares of its common stock. Since commencing this program in the fall of
1996, the Company has repurchased 11.4 million shares of its common stock through March 31, 2007, at a cost of
$154 million. These repurchases were funded from the Company’s operating cash flows.

MedCheck Enhancements

With the Company’s continual investment in technology, development of MedCheck, the Company’s propriety
bill review software, is ongoing. New enhancements include the expert review matrix (ERM), MedCheck
operations dashboard (MOD), increased look-up functionality and the creation of a comprehensive data warehouse.

The development of the Expert Review Matrix (“ERM”) bill search function capitalizes on advances in image
processing and artificial intelligence (Al) to optimize medical review savings. ERM processing techniques allow
specialists in each diagnosis category, regulatory jurisdiction, or benefit category access to bills across the country
through MedCheck’s secure server. This access permits CorVel specialists to utilize their knowledge and provide
optimum review for each bill.

The MOD is an internal MedCheck application used to provide key metrics on behalf of CorVel’s customers to
help facilitate timely bill review. These reports can be organized in the form of charts, graphs, and spreadsheets.
Currently, the MOD is in development for direct access to customers through the CareMC Web portal.

The Company offers a preferred provider look-up on both Websites: corvel.com, and careme.com. During the
year, the Company increased the functionality of the look-up with application enhancements. Customers can now
create and develop customized, network specific panels and directories in real time.

The Company continued the development and design of its data warehouse systems capabilities. The data
warehouse was designed to assist the Company and customers with expedited access to analytical data and reports.
The data warehouse is updated on a nightly basis and is accessible via the CareMC Website. The Company intends
to continue to invest in this technology in the coming years with focus on the timeliness of information for the
Company’s customers.

Directed Care Network Expansions

The Company continued investments in its directed care networks in fiscal 2007, CorVel is expanding both the
breadth of care covered by its directed care networks, CarelQ, as well as the geographic coverage. Market reception
for these second generation networks and their effectiveness at managing patients and controlling costs are the
driving forces for this expansion.

Network Solutions

Through its network solutions services, the Company believes it has saved over $2 billion for its customers
during fiscal 2007. The Company belicves it has generated greater savings for its customers as a percentage of the
medical dollars reviewed than in previous years primarily due to the enhanced rules engine in the Company’s
MedCheck software. The Company believes its processes are becoming more streamlined and efficient for the
reasons discussed below under “Systems and Technology.”

ePPO Sales

The Company had continued growth in the ePPO product line stemming primarily from growth with existing
large carrier customers, new managed care organizations and employer customers. ePPO is the electronic solution
to CorVel’s PPO network and provides the electronic intake and transmission of provider bills as well as automate!
pricing to the CorCare PPO Network. ePPO customers process provider bills to state mandated fee schedule or usual
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and customary rates, but lease PPO access to gain additional discounts afforded by PPO contracts. The Company’s
technological capabilities allow for electronic claim repricing solutions that are attractive to buyers of managed care
services and can be integrated with their existing eCommerce products. ePPO provides access to CorVel's PPO
network of more than 400,000 quality healthcare providers through electronic interface solutions. Bills reviewed
through payor systems can be electronically interfaced to the CorCare PPO database, and automatically adjusted 10
reflect current PPO pricing. [n addition, CorCare can reimburse providers automatically, significantly reducing the
expense of generating explanations of review (“EOR’s™), payment to providers and year-end tax filings.

SYSTEMS AND TECHNOLOGY
Infrastructure Changes

The Company is currently developing a processing system that will be accessible twenty-four hours a day,
seven days a week. During the past year, a number of infrastructure improvements were made to reduce the amount
of time spent maintaining and backing up the Company’s transactional databases. Three years ago, these databases
were unavailable for processing each weeknight for several hours. Currently, in the case of the Company’s medical
bill review application, this has been reduced to a single maintenance window each weekend, By providing
continual access, the Company is positioned to conduct business within all time zones, therefore increasing the
Company’s ability to deliver processed bills faster.

Adoeption of Imaging Technologies and Paperless Workflow

Utilizing scanning and automated data capture processes allows the Company to process incoming paper and
electronic claims documents, including medical bills, with less manual handling and has improved the Company’s
workflow process.

Scanning is the process of taking a bill and transferring it to an electronic form. Optical character recognition
(“OCR”) involves the automated reading of words and numbers from a digital image, such as a scanned document.
The characters are translated into a standard text format, which can then be digitally manipulated. Scanning
technology, OCR and electronic data interchange (“EDI”) enable the Company to significantly cut back on manual
data entry as well as reduce the other traditional costs associated with handling paper. Through the Company’s
internet portal, CareMC, customers can review the bills currently being processed and approve a bill for processing,
which also helps to avoid the costs of paper-handling as well as expedite the payment process.

Redundancy Center

The Company’s national data center is located in Portland, Oregon. The Company also has a redundancy center
located in Ft. Worth, Texas. The redundancy center is the Company’s backup processing site in the event that the
Portland data center is off-line for any length of time. Currently, all of the Company’s data is continually replicated
to Ft. Worth so that in the event the Portiand data center is offline, the redundancy center can be activated with
current information within several hours, The Ft. Worth data center also hosts duplicates of the Company’s
Websites.

BUSINESS — PRODUCTS

The Company offers services in two general categories, network solutions and patient management services, to
assist its customers in managing the increasing medical costs of workers’ compensation, group health and auto
insurance, and monitoring the quality of care provided to claimants.

Network Solutions

The Company’s Network Solutions services are a combination of medical bill review, enhanced bill review and
Preferred Provider Organization (PPO). This program provides additional assurance that customers are only
charged and pay for services actually delivered. Bills are evaluated, profiled and directed for the appropriate service
based on state regulation, bill type and opportunity for savings for the payer.
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Proprietary Bill Review System

Many states have adopted fee schedules, which regulate the maximum allowable fees payable under workers’
compensation for procedures performed by a variety of health treatment providers. Such schedules may also include
fees for hospital treatment. The purpose of a fee schedule is to standardize the billing process by using uniform
procedure descriptions and to set maximum reimbursement levels for each covered service.

Certain other states permit payors to pay workers’ compensation medical costs limited 1o usual and customary
charges for the relevant community. The Company provides automated medical fee auditing to assist its customers
in verifying that the fees charged by workers’ compensation healthcare providers comply with state fee schedules,
or are consistent with usual and customary charges.

The Company offers its fee schedule auditing through an automated medical bill review service called
MedCheck, which combines automated data reporting and transmission capabilities. MedCheck consists of an
online computer-based information system comprised of a proprietary software program which stores and accesses
state-mandated fee schedules and usual and customary charge information.

MedCheck is also being utilized for the review of medical charges under certain non-workers’ compensation
insurance coverages. The MedCheck service provides the following capabilities:

= checking for provider charges which exceed charges allowable under fee schedules or usual and customary
charges, in accordance with the requirements of the relevant jurisdiction;

» repricing provider bills to contractual PPO reimbursement levels;

s checking for billed services or procedures that are excessive, unnecessary or unrelated to treating the
particular medical problem and duplicate billing;

+ checking for “unbundied” billings where the medical services performed are billed in components, that
result in higher total charges than would be the case if the services were billed in the aggregate;

* engaging in on-site processing of claims and Internet-based reporting tools;

» sending claims data directly to carriers’ databases, thereby reducing costs due to repetitive or erroneous data
entry:

* PPO management; and
» pharmacy review.

The MedCheck system can be accessed by insurers under an ASP agreement through the Company’s
eCommerce Website, CareMC, and through virtual private networks (“VPNs”). The MedCheck suite can accept
electronic bills and bill images, and publish EDIs to customer claims payment systems. This system integrates into
the client’s own workflow, automates the reimbursement of providers, allows for the application of all MedCheck
fees to the individual claim file and eliminates the need for manual redundant data entry of MedCheck results by the
carriers’ claims personnel. The system is designed for easy access by claims adjusters and includes functionality for
such part-time users within the claims payment environment.

Preferred Provider Organization

PPOs are groups of hospitals, physicians and other healthcare providers that offer services at pre-negotiated
rates to employee groups. The Company believes that PPO networks offer the employer an additional means of
managing healthcare costs by reducing the per-unit price of medical services provided to employees. The Company
launched its CorCare network in 1992 and provides its customers with access to its PPO network, including more
than 400,000 healthcare providers nationwide.

PPO providers are selected based on criteria such as quality, range of services, price and location. Each one is
evaluated and credentialed, and then re-credentialed bi-annually by the Company. Throughout this evaluation
process, the CorCare networks are able to provide hospital, physician and special ancillary medical discounts while
maintaining quality care.




CorVel has a long-term strategy of network development, providing comprehensive networks to our customers
and customizagion of networks to meet the specific needs of our customers. The Company believes that the
combination of its national PPO director’s strength and presence and the local PPO developers’ commitment and
community involvement enables CorVel to buiid, support and strengthen its PPO in size. quality, depth of discount,
and commitment to service.

Over 80% of the providers in our network are directly congracted. CorVel does maintain some leased network
access agreements only to the extent to which they provide broader network access capabilities, such as size,
demographics and discounts, and to the extent that they enable CorVel to provide prompt response to network
expansion requests while maintaining quality assurance controls.

In total, the Company has more than 220 national, regional and local pers