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It.. 1. Jc='C? I. 
a-ral 

llealthc&re CClCPIUIE COrp. (to;ather vith it. aubaldiary 
hereinafter collectjvo~y ref.rred to .. the ·~i.trantW or tho 
weo.panyW) 1e one at tOle lead1ncJ 1Me:>Mdont provi4n. at health 
cara utilization ~aviav an4 co.t .anlge.ant a.rvice •• 
utili.etion review i. a .yatea of aonitorinq tha aadical 
nacaaalty and a~ropri~tan... at cartain health cna .ervic ... 
praccdbad tor participanta in h .. lth care plana, including 
h~pital adlli.alMa, proposed. length at ho~ltal .tay, u .. of 
outpatient facilit1.. and othar treatHnt altotmatlv... '1'IIa 
COlIpany'. utllhation Nviw and cost unaq_nt .ervic.. ara 
da.lq111d to control it. clienta' haalth c:31"a coat., priDllrUy by 
recSucing UllIIIC«'lgary ho~ital a4ll1.alon. and langth. ~f etay, 
vithout COItP~~.1ncJ the quality ot cue or freedos rf choice 
availahla to plan participants. 

'1'IIa c:oa;:.ny, which 1e a Delavare =rporaUon, va. oI'9cn1:~ 
in 19~2. '1'11. co.pany'. principal axaClltiva uttica. are locat~ 
at 3200 Klghlen4 Aven~a. DQvnera Grove, Illinol. 60515 and ita 
talephona nuabar is (312) '1'-~000. 

piKa]. 1\111 DaVtolOpMnta 

In an attcrt to broaden the ranga of heulth ~re cc.at 
s'lIlll_nt PTOojl'U. oUered to ita cUant., in Juna 1988 thQ 
~~ny ac~j:oId ~,rtord&bla Health care Concept. ("AffordablaW), 
a ~~lth ~ro cost aanagZ»Gnt conaultir~ fira which .paclaliza. 
in U.a dav.lo~t oIlld UM"ClHnt at custos-taUored, payor-baold 
protarred pruvidar arg.nilation. and tho collaction and analy.i. 
at haaltb cue co.t data. ta. "Recant lIcqu1alt1on--AfCurdablo 
Haalth Care COncoptaK balov. 

1n lIu9llst l'.S, tha Cospany coaplatad a ~ublic otfc~inq at 
1,320,000 .hara. of ita CQJI1l01 •• tock, $.01 par va lUI por eha1"C\ 
(the "co.Ron Stock"). '1'IIe nat proceeds to tho Co.pany fro. the 
public ottar11\1J (including the proc:uds fros tho Ixnc1 ... at tha 
ovar-ellot.ant option grantaeS to the un~ervrlt.r.~ vara 
approxlaataly $14,281,000. 

stratacn 

'1'IIe coapany !>aUavaa that thlre are two ballic ~pl'rcach.1I to 
controlllnq lIealth caN ~ndlturas. '1'1111 tlr.t 18 to IOaM"e th" 
~r of 1I0apital daya or raaO\lroa~ to a level consl.t~nt wIth 
t:lat ~lch 18 -.,dlcally ,,_nary or approprlr.te under the 
cUent'a lIulth care plan. '1'IIla 18, 1n aUact, the sanaquAr:t of 
the nuabar of ·unlts" of llealth care .ervico. prcvlC:ad. 'll:e 
second approach 18 to control the price par uf.lt a: hnlth care 



·arvle .. provlda4, VIlich b tha approach taken by IIKO. and P~S 
In M9ot1ating n4uCOld provldar rata., a. vell .. by tho 
di.gno.b reb':ad CJrOUP (D!'.3) 1IY.t:aa 1IIpluentad urn!ar the 
l'Iedicare PI:09Z'U. 

Thft co.pany'. buaine.. strategy i. to of tar ita clianta a 
broad r.n9~ of bealth eU'e e-t =-~;=t • .:;y-r.;;;; \."hlw'l .ra 
da.iCJMd to control bot)\ th. mmbar of llealth care unitll providad 
a. vall a. th. COIIt pa~ unit. FroII ita inception, tha eo.pany 
II.. .ougbt to dev.lop utiliution review progr... d .. ign~ to 
CDntrol the nlDlbar of llealth care unita, such a. it. basic 
boapital pre-a~1ssion cert1fication progru. 1'ba c:o.pany baa 
continua4 to offar ad4itional eo.t aanagasant prc~ vhich are 
alao intan4a4 to control tha nlDlbar of lIealth cara unita 
provida4, inclUding theaa concentrating on c .. a unaga"nt, 
.antal lIulth .. rvleu an4 disability aan&;_nt. Tha Co.pan)' 
bolleva. that the continuing of taring of nlv prOlJra., la 
iJOpOrtant to tha expansion of Ita buaina.. and wrrantly has 
undar clavalopaant Gevual new eo.t una; •• ont pcOIJrn... Ion 
"!'rogru. tlMar Davalopaent." belov. 

loa a result of th. recant a~isition of Afford:lbla. "'I,, 
C~ny nov offars ita ~llanta .arvic.. dacigne4 to controi ~~ 
pr\ca par health care unit. Affordabla 1& a co.t unaga .. nt Ur. 
VIli~ .~clalilas in tho davalopaant of PPO. and tha collection 
.nd analy.i. or health care co.t data. Affordabl.'. h.~lth care 
coat data analy.i. capability alleva it to uaa a cliont'. actual 
hi.tory of haa1th care uN;a to .tructura nat york. of providers 
cu.tos-tdlnrod to tha cllant'. n .. de. Saa "Racant Acquisition-­
Affordabl. Health care concept." belov. 

Tha Coapany baUev.. that tha ganeral unavailablUty of 
adequate haalth care co.t infonaat.\on h ... b •• n a hlndrance in 
the davalop .. nt or eo&prehan.1va co.. "Ullag,.ant prOlJraaa. Tho 
acqulnition of Affordabl. yill ~abl, tha Co.pany to .aploy 
Af::ordabla'. propriatary hoalth care coat data progra .. and PPO., 
In conjunction vith ita utilization review prOlJralUl, to ottar 
cOJIprehenalvoa data driven coat. aanag ... nt prOlJr .. ,. 

Health care Klrpandituraa and JCanaga4 care 

Accol'dlng to data derived fre. tha H.alth Car. Flnancln; 
Admlniatration of thD Departaant of H.alth and lIu.an sorvlcn, 
lI.alth care axpendlturea lIava incr •••• d froe $75 bl1110n in 1910 

. (7.'- of ClIP) to an eatiut.d $500 billion in 1987 (11.1\ of 
ClIP) • In an aftort to .:on:t'Ol 11 .. 1 th car. coat., tho todoral 
gov.rnael\t baa ,\apla"r.ced a re,'~av .yata. to aoniter and liS .... 
tIIa .pproprbt&n .. a aM quality .:;r •• dical cara rondara:t to 
J!adicu. benaflciaria.. hpleyare, " •• " paid an aati .. ted $116 
billion in health Cftre coat. for thair ~\eyeea in 1987, hava 
al.o taken atapa to control tIIair rapidly .sc.:~ting h.altll eara 
ce.ta. x.ny hav~ .edified thair tradltional inau~anc. ccvorago 
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or .a". .v.ilabl. to th.ir aplO1." the opportu.'1ity to 
participate in HMO. and PPOa. Many ...,l~.r. have .1.0 _1.ctG4 
to •• U-inaure the coat of pzovid!n9 :, .. lth care benatita to 
their c.aploy ... , thereby provlcSlnCJ .n oppol"tunit.y to reduc_ 
co.ta. TIlle baa .1.0 enabled th .. to t:aIta • acre .ctiv. role in 
_naging bUlth care benatJta an4 _bo. In reapen.e to the 
trend tov.rda HU-inaU' anoa and 1ncra&dng ccapatitlon frca I0I0>> 
.nd PPOa, vroup inauranee carriere have .ought to ClIntrol prnillJl 
incre .... throu9h the .doption of coat oontaill1Unt progr .... 

Indepa.'\d.nt utilization raviav and CO!lt ~9_nt tina 
off.r nua.rou. programa de.ignad to ••• t th... coll.:tive 
obj.ctiv".. Unlike lIII0., utilization revlew typically do .. not 
involve the lIncS.rvritill9 of ..... lth in.ur.nca or the ... u.ption ot 
ral.teeS ri.ke. Utiliz.tion review ha. only rec.ntly been offered 
on • coucrci.lly 81gniticant .cale by lndependent Uras which 
are ~~.ged prlaarily in the utilization revlaw end coat 
.anave •• nt bu.in.... Th. indu.try i. curr.ntly highly 
trer..nteeS with nllJlerou. indepancSant ti~ prov~cSing utilization 
rav .w •• rvic .. , the v •• :: _jority of which provld •• uch .ervices 
on a regiOlllll or local level. In .dditic.n a .. all nullbar of 
haalth In.uranc. carrier. haw. eatabll.had Intarn31 utiUution 
raviav departaantll which typically ... rvic. only certain poUcy 
holder. of the carriar. 

'1'tI. nerg.nc. of independant utilization r.view and cost 
_nag .. ant tira. deaon.tr.t.. tho incr.a.ad recognition of 
util1caticn revi.w .. .n .fev-tiv. co.t contain.ent taohniqu •• 
For •• It-in.urad •• plcy.r., utiliz.tion review and co.t 
_na9 ... nt provide .n obj.ctive over.ight function that enat-l .. 
the. to directly .onltor and .anag. their health cara 
expenditure.. In the ca •• of he.lth in.urance carrier., the co.t 
&aving. re.ulting frca utllbation review enable t.he. to ofter 
IIOre coapatit1vely priced indellJlity proc!uct., For third party 
.dalnl.trator., utili.ation review i. anothar .ervlc. which aay 
be offered to cUant.. For HHOa end P1'Oe, util1zation review 
provide. opportuniUe. to .anage coata by e.I,loyln9 the •• rvic .. 
of .n independant third party. 

Method of OperaUon 

1b. Coapany provide. cantralized utilization raview and coat 
.. Mg •• cant .enicee trca ita headquart.r. in Downere Grov., 
Illinoi. through an internal' .tatt conaiatlng pri=a~ily ot 
rllgi.t.red nurae. .nd physiCIan.. '1'11. COMpany alao haa a 
n.tionwide n.twork ot conf,uring physician. in varioue 
.peei.itia.. For, •• ny ot it. ~ervica., tho co~pany cherg.s ita 
eUant. a -capit.ated t •• ,- i •••• f1:.ad aonthly toa for each 
partlcip.nt ,.xcluding cover.d dapandantl) in a ciient­
.pon.ored health care pl.n. '1'11. allQunt at thb tea vari.s 
depending on the nuzbar and ~ypa ot r.view pro~ra.. ..lacted by 
the cliant. For othar •• nicea, including ca.e .,nagaaent, the 
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CoIlpaJIy c:bu9" t ... on an hourly rather than 11 e.pitated bub. 
See -!'rcgrua" ;lid -Recant Acqubition-Affor~.ble H .. lth care 
concapta- bel.ov and -Kana9_t'. Dbcuadon and An.lyd. of 
F1nancial COndition and ItuUlta cf Operaticn. - The CCllp.ny'. 
utiUzation reviw .ervieu are dedgMd to operate 1n two 
.t!~e.. The tirst .ta~. ruviev is pa-r!cr.eed by a nurse l~viever 
and tb •• econd .ta9. reviw, 1t dHlMd n.c ..... ry by th" nUr8. 
r.vi.w.r, i. parfora.d by a Ca.pany-eaployad or-rateined 
phydcian. Unlilte .. ny of ita coapetitora, tb. Ccapany'. 
c>perationa lIIIPba.b. a high d8lJh. of interllction betwe.n tb. 
OORpany'. physicians and tha participanta' attkndilllJ phy.ician •• 
S.e -I'byaician It •• ource.- belov. 

To utili,. the Coapany'. pre-adei •• ion ho.pital r.view 
~.rvice., a participant cr hi. or h.r attendin'l phy.ician c.ll. 
cna of tb. co.pany'. nUrll. reviwars on th. coap.ny'. toll-fr •• 
telephone nwobar prior to bo.pitelintion or within two daye 
aftar an -..rganey adei •• ien. Th. pbon. linG. at the CoapanY'a 
h .. dquarters are preaently operational fiv. cl.y. a weale, .leven 
and on.-half hoUrll a d.y. rroa th ••• call., the nur •• r.viewer 
'lather. intoraetion (.ol.ly to .nabl. the Coapany to perfor. it. 
revi.w .ervices, on the participant'. ao4ical conditio"" the 
attendilllJ phydcian'. propo.ad treataent pl.n .nd the proposeel 
length of hospital .tay. Th. nUrlle reviewer input. this 
Inforaetion into the Ca.pany'. proprietary coaputer .y.t.. and 
d.te::ain •• , ba.ad upon •• tabU.hlld nationd nona. wh.ther thll 
propo.ad ho.pitalhation and l.R9th of .tay 1Ir. certiUa\)l. a. 
aadically n.o •••• ry .nd .ppropri.t. under the participant'. 
b .. lth care plan. 

In approxiaat.ly fiO' of all ca ••• , as a reault of thi. 
1nitial .cr •• nin'l, the nura. r.viewer d~tenaln.a that the 
proiICaad hoapitaliution and len<;at of Iitay are •• dically 
ne~ ... ry and .ppro~riat. under tb~ benefit ~lan, and a lett.r i. 
then .ent to the patient, the attending physician, the hoapital 
and the plan adeini.trstor advi.ing the. that the hospitalizaticn 
haa be.n certifi.d .s .~ch. 1n the r.sainin; 40' of all cas •• , 
a .econd .t.'1e revi.w of the c.a. is conducted in which • 
coapany-uployed or -r.tain.d phydcian cOllllunicatea with the 
.ttendin; phydcl.n concerning a acr. cost .rrectiv. troat.ant 
plan. In .pprodll&tely ", of aU euo. which ar. roforrod for a 
Illrond at.'1. rovi.w, the .tt.ndin9 phydcian and the COllp.ny'. 
phydcian a'lre. upon • treatasnt pl.n which is cartlflable a. 
being aedically n.c .... ry and appropri.t.. Upon cOlOpl.tion of 
it. review, t.'!. Cospany notifi •• its cli.lIlt as tCl wh.th.r the 
propo.ed ho.pitalization Dnd 1.llIJth of .tay are .odically 
n.co ••• ry and appropriate undor the client'. hlalth car. bonef1t 
plan. If aft.r consultation bet"len the atundin9 phydcian end 
the ooavany'. phy.loian the ccapany d,torainQ. th.t the ~ropo'ld 
hospitalization i. r~t certiflabl. a •• uch, the cli,nt'. herlth 
care ban.fit plan typically reduce. the paynont of benofits fur 
tho propo.ed hOllpltallzat1oll. Th. coapany'. ..rvtce. are 
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P~e 7 

advisory in natare, and all detel .. lnationa a. to tha paywent or 
deniel ot benef1te are .. d. by tha thil'd-party payor, not by thD 
COIIpany. 1:1 ad4!ition, aU .saclc:lon. a. to tha patient'. Hdlcal 
treae.-nt ar. ...s. by the patiant and the attL~ing phy.icl.n, 
not by the COIIpany. 

JIUre. revlevere alao rev1wl on a raqular baala, the 
continued stay ot bapltelbad pat ante in ol'dar ';0 Donitor the 
lan¢ll of thair I\oOJIltal &tay and to vathar inforution on 
tr .. tMnt. and pr00e4\1l'G., a. "aU a. to idlUltify a. .arly •• 
po •• ibl. l'Otentlal iat'9C claia c.a."1 .uch a. chronic, aarioua 
and catllStrophic l1ln...... ~1. rev w enablaa the c:o.pany, if 
authoriled by ite clllUlt. to evaluate coat-affactiv. altarnativa. 
to hoapitelil~t1on and other preacr1ba4 traatacnt plana for tha •• 
lar;. c..... ~a attelldlng pby.ician is a.sviaad of th .... 
po.albla .alternlltiv.. and. If tha patiant and hi. att.nding 
phyaioian elact to procNd vith tha, tha cOIIp.ny vill cartify 
covcrag!l undat' tha patl.nt'. he.lth care plan. 

K.ahara of tha eo.panY'a cu.tOllar .arvica dapartaant. 
t\u:ou~ a .. 1l1&ra and written .. tarials. • .. k to .ducate itl! 
cU.nt.' uployaa. about thll COJI.\>&ny'. aarvica. In ol'der to 
an.ure that tII.y .re ."are ot tha procadure. vhlch Duat ba 
folloved to obuln .. xi_ hulth care banafits and avoid tha 
upoaiUon of banafit raductit')\II or llr1utiona for falling to 
(0110'01 tha.e procedurea. In addition, particlpanta or \:IIdr 
phy.lclars CAn call tha COIIpany on a toll-fraa talaphona nllDbar 
if thay have quolltiona raval'ding the eoapany's .arvi~ ... 

~a COZpany providaa ita cllante vith atandal'dl.ad reporta, 
on a raquler bacia, which conteln inforution that anabla. thoa 
to analf.a tha .ffactivana •• of tho COIIpany's .arvica •• 

'zegr~_ 

~. COIIpany offare aavaral utilbation revle" and coat: 
~anag ... nt· ·.aa froa whlch ita c\iant. aay aolact. Ho.t of 
tha coap.'" \lanta allb.criba to ita Pre-adalulon and/or 
cont\nued I:09r.... whlch .arvo a. tha ba.. to whlch tha 
coapany'. r alrcvraaa IMY ba a.ldea. Approxiaately 510' of tha 
coapany'. cl1,ant.. .ubllcriba to at laut ono addition.l pregraa 
off.re~ b~ the c~ny. During the la.t yoar. tha Coapany bogan 
to of rat' it. progra.. on a .tand-alona ba.l.. without raqulrln9 
.lIbacription to ona of it. Pre-.dlli •• lon and/or continued stllY 
Pzogr.... '%'he followlng ia a .lUIlUry of tha prograa. C"olrrently 
of(ere~ by tha coapany. 

Pr.-Ad,S •• lpn end Cgntinptd Stay. ~. CoapanY'a Fr.-
adlll •• ion and/or Continuad Stay Pl:Q9ra.. ara d •• lgn.d to redue. a 
cliant'. ho.pltali.ation coata by identifying (for tha purpo.a. 
of benetit plan covaraga only) hospital 8d111.alona and lengths of 
.tay which ar. unn.o •••• ry or exca •• lv. c~pared to e.t.bl1.ned 
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national noraa. '1'IIa oo.pany'. pre-.dai3.ion r.viaw progrAS 
involv" a review by Coapany personnal of tha s.dieal n.c ••• ity 
and .ppropri.tena.. ur.1.r tha .,articipant'. ben. tit pl.n of 
propo.ed hospital adsb.lol'S, a. wall a. the propo •• d langth of 
tha pstient' •• tay. una.r~' co.pany'. continu.d stay progras, 
the Coapany raaaina activaly involved during the ho.pitalization 
pe~iod In revlewlft!1 and aonitorift!1 tha patiant'. prO!1r ••• , 
pra.cribfMl tre.bent plen and langth of .tay. The coap.ny'. 
utiliz.tion revi.w •• rvica. pr .. ently do not l .. vo]~:t the 
sonitorift!1 of priaary eare by pby.ici.na prior to • r.qu •• t for 
ho.pital .dai.don. Sa. -Pro;rau Und.r Davalopaent- below. 

e .. a ",n'PINnt. '1'IIa C .. a llanag_nt Pro;raa is d .. i'1ll.d to 
provide cliant. with a ear.rul reviaw of all ea ••• Which involva 
high co.t di ...... , COndition. and/or proc.dura., including 
chronic, •• riou. and eata.trcpbic lUn...... '1'IIrough dally 
revi.wa, tha Coap&.'1Y'. nura. revi.w.l:' .nd physician. id.ntify 
.nd infora benetit pl.n .daini.tr.tora of potontial l.rg. clals 
c..... If reqult.ted to do .0 by the pl.n .dainiatrator, tha 
Coapany l'end.ra o~oift!1 ea .... n.g.s.nt •• rvic.. for .n hourly 
f.a. '1'11... ..rvic.. consi.t priaarily of confarring with the 
.tta~ding phy.ioi.n in ord.r to id.ntify co.t-.!f.ctiva 
tr .. • ... nt alt.rn.tiv... Such .It.rn.tiv .. s.y includ. soving • 
patient frca .n Gcuta care hQ.pital to 1 •••• xp.naiv. a.ttinga-­
oft.n tha bo .. --.. .oon a. the tatiant'. phy.ician d.tultin .. 
th.t it i. ..fa .nd sedieally f ••• ibla. If .uch a sova require. 
a hos. nuraing •• rvica or sedieal equips.nt, the Cospany •• rv •• 
•• a refarr.l for .It.rn.tiva avallabl. ..rvic •• , provid •• 
reco..and.tion. rag.rdift!1 continu.d u •• g. of th •• a •• rvic.. .nd 
negoti.ta. di.counta in .. ny c .... with the providar.. In.ll 
c •••• , the d.ci.ion a. to wh.ther to proc •• d with the cour.. of 
tra.ta.nt initially pre.cribed by the att.nding phyaician or the 
sora co.t-attici.nt alternativa r.co ... nd.d by the COllpany 1& 
aad. by tna p.tiont .nd hi. phy.ician. 

Cliant. which •• lact .t.nd-.lona ca.. .anag •• ont 
ind.p.nd.ntly id.ntify tho •• ca ••• which involve pot.ntially high 
co.t di •••••• , condition. and/or proc.dura. and r.f.r s~=h c)~e. 
tu the Coapany to id.ntify co.t-affactiv. tr •• ts.nt al~.rnativ.u. 

SJcond Surgical Oplnlpn. '1'11. S.cond Surgical opinion 
PrO!1ra. ill d.sign.d to reduce h.alth car. co.t. by avoiding 
unn.c •••• ry surg.ry. TIl. progr.s r.quir.s a participant to 
obtpin a •• cond opinion froa • physician .el.ct.d by the 
participant or a .p.ci.list participating in a network of 
Coap.ny-raco .. andad phy.ician. b.fora undorgoing spacifi.d 
surgic.l procedure.. In .. ny ca, •• , thi. r.quirOll.nt 1& walv.d 
by the COspany it, after co·tparin; tha incUvidual fact. of tha 
eas. to nation.lly .cc.pted guidalin •• , it i. d.t.rain.d th.t ~ 
.acond opinion i. not nac •• ~,ry. TIl. r.quir •• ont that • pati.nt 
obtain a •• cond opi~ion i. intend.d .ol.ly to provide tha pati.nt 
vith .uftici.nt inforaation to .nabla hia or h.r to aaka an 
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inroraed dlei.ion concernin9 the edvi.ability of proceodin9 with 
,ur9ary. ~n each CaDe, the dacidon whather to Under90 .urgery 
i. sade by ~e patient, and patiente who elect to undergo eurg.ry 
r.cdve their ftll! health care bonerite, re9ardl ... or the .. cond 
phy.ician" reco ... ndation. 

IIntal H.Ilth slryict. R~. The co.pany" Hental H.alth 
s.rvicaa Review Proqr.. involve. the review by coapany-.aploy.d 
or -reteined pay.21atri.t. and p.ycholQ9iat. ot the .edical 
n.ce •• ity and apprapriatan... und.r a participant" ban.~it plln 
of the typo, frequ.ncy end location or pr •• cribad paychictric or 
.\Ib.t4nce abu.e care. Thia prQ9r .. , which p)(Dvid .. a review or 
propo .. d in-patient and out-p.t1ant lintel h .. ltl, •• rvice., ia 
d •• i9n.d to furni.h inroraation to patient. and their 
p.ychiatri.te or p.ycbolQ9i.t. in order to encoura'l' tho. to u •• 
their lintel h."lth ban. rite in I co.t-.rr.ctlve .. annar. In 
c.rtaln othar c •••• , p.ychiatrio ca.a aana9 .. ,nt lIy bo 
adviaabl", in whIch avant the Coapany" \)hyalcl&:. and ca .. 
un'9aaant 'peci,U.t and th. at~endin9 phYllician develop an 
alternative treataent plan which identifi •• " aor~ .ul~able, .oro 
coet-effiol.nt .ettln9 for deliv.ry o~ a~propriat. 
aedical/psychiatrio car •• 

c .... Lln.. careLine ia •• 'Nice which allow. participant. 
in the prQ9ra. to o~tain, throuqh a toll-fr •• nuaber, intormation 
on h.alth cart: topiCA, .uch U CODon .1de-eftech ot certain 
Redlcation.. In addit\on, thi. prQ9raa id.ntifies and provide. 
intoraation conc.rninq ,upport 9rouP' which .p.cialize in certaIn 
a.dlcal conditiona, curr.nt tr •• ta.nt plan. tor v.riou. illn ••••• 
and 9.n.ral he.lth/aadlcal inforafttion r.qu •• ted by client". The 
Coapany aclh.r.. to a policy .. ' not prov!dln9 any anilltancl, 
advic. or raooaa.ndation. which ~~ild b. d •••• d to constitute th. 
practic. ot aadioill' throuqh thi. or a'ly other prQ9raa. 

pl.abllity B.naqll.nt. Th. Coapany" DisabilIty Hana9".nt 
PrQ9raa i. de.l9D.d to ~4uco t~e nueber of workin9 day. lo.t a. 
a ro.ult of • patl~nt" dl.ability. U.ln~ data 9ath.red by the 
Co.pany vith r •• poct to the .pacific cu. ".-I an examination by 
an ind'pendent 'I"cialillt, thu attell41n9 phyalcien" 41a9no.1I 
and pre.cribed tre.taent plan will etth~r be certitio~ •• 
• edically n.cI.~ary and appropriate by the company or lore cost­
eftectivs alternative treat.ent. vill be id.ntifled. 

I'r09rua tinder Daveloplllllt 

In addition to eDhanoin9 it. .xi.tln9 prQ9ra •• , the CompAny 
i. continuilly developin9 new prQ9ra •• , includin9 pro9ra •• 
de.i9ned to review f.cet. of .edioll care other thin 
hospitalization. The followin'l i •• brier de.cription ot various 
prQ9r~. currently under davelop.ent by the Co.pony. 
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"",Isare Plrt II RevitY Pu!grll. TIle Co.par.y 111 .urrently 
developing a progr .. de.iqned to review out-PAtient pro~w.,lonal 
.erviee. provided under Part B ot Med1caro. TIle review ~roce»a 
will tocu. on the exa-ination at cla1ae aubaittod and i, ~.in9 
dedqned to enMnce e.xbtit19 ti,cal intonediary 'Cte"ns by 
providinq a JlIOre coapreheneive review. In add1tion, a aoro 
ccaplete databaae ot individual health care provider a~rvicea 
will be develoa>ed troll theae exa-!r.ationa. TIIla da~l>aII" will 
enable tha COIIplny to aore accurataly profile provider. and to 
reviev retrospectively and proar.ctivllY the .,rviee. renderld by 
IUch providere. TIIia proqraa a expected to utilize extensively 
the .. rvicaa ot CoapanY-lIlployed /Iura.. and phy.ic!ana. 'ri\l 
Coapany h.. ontered into a cont7:act to provide .rvicoa undor 
Part II ot M04ieare throU'lh septuber 30, 19$9. 

&biIOpnetig Rlyifly. TIIa Coapany" Chiropractic Review 
PrOCJraa, vhich i. llIpaCte<t to be introduced :'ato in calendar 
198., ia beill9 do.iqnod to reduce co.t. tor cli~nt8 who.e benetit 
plana ofter chiropractio benetit.. Under this prOCJra., the 
co:apallY will review the .edical necudty ond allpropriat",no .. 
under a particip&nt'lII bene tit plan or pr .. cribed chiropra::tic 
treatunt prior to thl cOll1lencuaent of thl treatmont plan. 

R,tro'p'c!:1yo RIcarda RnilY. TIll COl!lpany 1a devolol'ln9, 
and llIpaCta to baCJin .. rkltin9 lite in c"lendar 1988, a prOCJr •• 
undlr which it vill perform retro'pective review. or .,dicol and 
dlntal record. and alai .. ' to detenin. t!ll appr"priaten'" of 
.edleal and dental .. rvic.. rendered and the cha:q.. tor .uch 
.ervice.. TIIi. prOCJra. vill invnlve a hi9h de9rol ot nurae and 
phyalclan involv .. ent and, in contrDlt to audit procoduru, ill 
tla1119 d .. iqnld to identity inappropriate utilization ·~nd... 
Will .. aberrant bill1n9 p,·alltic ... 

Pby.ician RI.ouroea 

The Coaplny beUevo. that ita tull-tilDe in-bolO'o phYllician 
.tatt, nov nuzberin9 23, i. an4 will b, an invaluablo rl.ource in 
it. utllllation .. nage.lnt procGu. 'flIe atilt! now includo. 
llIparienced board certified phyaillian. in such .pocillltica lUI 
ta.ily practica, internQl .Idioine, oncol09Y, urol09Y, 
psy<:hiatry, pediatrica and ,ul\' .... at w.2ll .. ita nQtionwldo 
r..twork at conterrin9 physicia~= ~ soat aignificant sPQclalti ••• 
TIle company 01.0 beUevOl that tl-e high dOllro.. of intoraction 
batwoln the co.pany'. phy.loian. and participants' a~tQnding 
phy.lcion enhaM.. the .... .,.!:~ivit:: and quality of tho roviell 
proc ... and diatinqul.h •• tho COlCpan. ft'clI> its ",¢=potitora. II) 
addition, the co.pany'. in-hou.. phy.!cian. frequ.ntly initiate 
and .erv.. II. a koy rosourc. in th'J dlvalopl'lcnt at nail COlt 
.anag, •• nt progra.. a. part at tho Company" a(forty tc broadon 
and ,upplaDent it. current rang. ot prOCJraam. 
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CUtcMr& and Xllrut1nq 

Tho CoI!pany aarket. ita .. rvlc.. through group h.alth 
ln~~ranco carri~r. and third party adaini.trator. (TPAa), 
orqllnbaUon. vbicll provido claiu proc •• alng and rolat.d 
adaini.trativo .orvico. t~ .olf-in.urad .aployor.. In addition, 
the Coapany aarlc&t. ita 1I0rvica. to direct account., including 
•• U-insured uploy.ra, gOYarn.ant oploy .. group. and ault!.­
eaploy.r tru.ta. Initially, tho cOIIpanY'1I aarlc.Ung offort. 
focused on in.urAnco carrior. and third party adaini.trator •• 

Sub •• quontly, tho coapany'. a.rlcoting of tort. havo 
incraasingly focused on diroct accounta. Tho foll""il\9 i. a Uat 
of ... locted cu.toaora of tho COIlf-any. 

Aa.ricar. Con.ulting Ingineoring 
Council 

Control Data corporation 
Conoral Aa.rican L1~. In5uranc. 

Co. 
Hyatt corporation 
Th. Kail Handl.r. Dan.fit Plan 
KcDonald'. corporation 

Kontgo •• ry Ward , Co. 
Mutual of ~ha Innuranc. 

CCIlp&ny 
r.p.iCo, Inc. 
Southland corporation 
Tenn.co Inc. 
TraDal Crow CCl:lpr.IlY 
Unit.d Airlin •• , Inc. 

Th. following table .at. forth intoraatlon with r •• p.ct to 
the approxlaato perc.ntago of tho Coapany'. r.venu •• ropro •• nted 
by oacll cliont cat.gory in fi.cal 1986, 1987 and 1980. 

au,m. cantrtbYtipn bY CltmAn of cU,nt 

llll:11 Ilbta J::D~ld AY2'\llt 11. 
Cltlga~ Qf Cli.D~ .12.D.A '.2AI 1m 

In.uranc. carri.r. and TPA •• • 12' 7U 45' 

Diract Accounta. • • • • • • ..n ..n ~ 

Total • • • • • • • • 1.QR.' W,'· a9.' 
Tho COKpany pr •• ently ha. 20 group health in.urance carrior 

cU.nt.. Typically, the COllpany ent.r. into a ... tar •• rvice 
agr •••• nt with en in.uranco carrier und.r which tho Company 
agro.. to provide it. utilization ravi.w and othu~ CCJt 
aan.gea.nt •• rvic.. to h.alth car. plan. aaintain.d by U,O 
carri.r'. policyhold.r.. Th. c02pany' ••• rvic •• are otter.d not 
only to n.w policyhold.rs, but al.o to exi.ting policyhold.r. at 
the tiliD thair polloie. aro r.n.w.d. The i:l_uranc. carrior'. 
saln IIml aarlc.ting lltaft ordinllrl1y haa thl rup0:lalbiUty for 
ottoring the COllpany'. B.rvic.. to it. policyhold.r., thus 
rolioving tho Coapnny of II .ignificant aarlc.ting exp.n.o. 
carrierll usually r.quire. poUcyholder. to .lIb.crib. to tho 
coapany'. utilization reviow •• rvicoll or, if not .0 r.quired, 

- 9 -



carden .. y orter a .ore atl:ract!ve proa1\1J1 .tructUrtl to tho.a 
l'bO alec:t to aul:tlcriN. 'DI8 COIIpaIIy .. rketa ita .ervices through 
third party aJainistratcca In ... entlally the ...... nner. 

'DIe c:capany typically entars '.nto .tandardized serviea 
contract-WI \11th It&- O:1ract a~t& ill>G watar aarvle. agr.r.U.nU 
vith ita iMuruce .Jarriel an4 thlr<l party lldainlotrator ienta. 
'DI... contRntII an4 atzl~" heVf' aul:Claat1::dly wable 
.uccenlv. tana of betvHn me an4 three yean, , ara 
c,anerr.lly tam""bl. upon one to .ix .onthe' IIOtica, )r to 
thdr .."lrat.' 'DI ... contract. are g_rally non-excluS1v. 
I'nd pan _ t' ..... nl: to anqage the service. of other utilization 
revl .. , UI:1II ,~to "rovi~. review .ervices on an In-house basis. 
Al':hough in ~st c .... , there is no penalty for teralnat10n, the 
CO!Ipan/ beliavo. thet 1ta replaoallent by another flra offeri~ 
Iitilbation revlov .. rvlces would cause the teralnating party .:. 
incur aublltential transition coste and adaini.~ative prob: as 
vhich would tend to dleoouraga .uch terainatlons. How.ver, ~e 
grollll carrier clicl.t Which accou!\t~ fc r epprox111&tely 3\ lind 2' 
of the COIIpany'li ra,'enues durill7 fl.cal 1,n :snd fucd 198B, 
resper-tlvely, ~s notified the ~n1 ot it. 1ntent to terminate 
1:-1. r.-.:nt:act, alc:.ough no teraination data has .... n .et. 

~be ~Y' ... ster •• rvic. &gra ... nto with Hutual of 9=aha 
~ General Aaerican accounted for 23' and 10', respectively, of 
th~ CoapanY'ft revenue. =~r fi.aal 19.7 and 20\ and 4\, 
rollpectlvelI' of ite rev.nue. for Uscal 1918- 'lho co.pany'. 
contra!.'t v th 'DIe Xail Handlers BaneUt Plan accounted for 
apploxiaatel;' 16\ aM 12:'1 of Ita revenues in fbcal 1987 arod 
fi.oal 111", respectively. ~e Hail Handler. :.en.Ut Pllln naa 
advi.ed the coap.ny that effective January 1, 19.9 It 1ft 
teralnatlng all voluntary pra-certlflcation raVlew service. 
in?ludlng tho.. renderaa by ,'lie COapllny, but that. It vl11 
continue to eubscribe to the CI~ny'. ca.e ~nagoa.nt .~rvic.a. 
Durln~ f18=-1 1917 and fir:al 1988, the Coapany derived 
approx1&ately 13\ and 7' of ite revenun, r •• pectivalf, fro:J pre­
certlUcation review aervlc.. ronderod to The Hall Handlen 
kneflt Plan, The 10 .. of any ,..:lor cUents could have a 
a.terlal edv.rce uftect on the Coapany. 

In addition, during fb<::11 USB, tvo of tho Company'. 17 
group health in.urance carrier cUenta IIdviaad It of tho1r 
intention to ca •• e writing group b.alth lnaur~nce. Consequently, 
euch carrien "ill have no further need tllr IIt11 huion rovlew 
.ervice.. It i. antiolpatad that the COlll'P.,IY will continuo to 
provlda utilization roview •• rvlc.. to t~.le client. until 
Deceabe~ 1988. During riyeel 1987 and fi.cal 1'80, .uc~ ~llcnt= 
accour.tod, 1n the ag'fr89ate, for app::oxir.ately 10' lin(! 6\, 
lCI(lOctlvely, of the Coapany'. ,-"Ovene ••• 
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JIeOIIII~ AcqaldU_Uforclallle IIMl.th car. conc.pto 

In June 1''', he ccepany acczu1nd Affordable In exchallge 
for 310,000 ebaru of c:-.." Stock of the eo.pMy. Affordable is 
a h .. lth care COII~ _\l_"~ fin Vldch h .. two d1ati,,-t lin .. 
of t-.l5c:n!!!'s: (1, ~~ d=te!e;:ent ~ =r..:;:=..,,:~ 01. =:t=­
tailorad, payor-buad PI'Oe and (2) tlIe collection and analyd. o[ 
health care cost data. Atrurdable hila ... tablished preferred 
provider networka throu!Ibou~ caUfom1a, O"9on, Washill9tOn, 
Nevada, • ." Nexico, 'reXaa and Wiaconaln. !1'be CoIIpany'. data 
analy.1a clienta an louted natlonwida. 

Mfordllbl.'. clienta ir.clude laJ:!l" purchasen of health care 
.ervices, such e. vroup h .. lth !...urance carders, , .. orleers' 
ooapenaaUon insurance carden, Tarc-lkrtlny Trus~ lIlnd., .elf­
inaurad uployers, 90Yernacnt uploy .. C)t'O:.Ip8 and aulti-uployu 
trusta. Ita clienta inclulSe Eutun l':odalt COl'Op&ny, Pacific Bell, 
AHrican Telephone , Tel~aph Co., safavay >lto:.s, Incorpc.rated, 
Hu\lhe. Aircraft Co., Tex.s lnatru3entG I~crporat.d, United Food 
and CoIIJIereiel Werken Union tl:".Ist ,ur .... ' ~nd Te"uters trust. 
funda, IIIVlY 01' vhich u.e Mth the Pro a.'\d .~a analyd •• ervic ••• 

-tn coMe' • .:lon \fith it, rro ''\rO, .:::~, Attn~::' ~ .I.e retained 
by individual pa~'ors 0': l ... ~t-!\ """ lan,!!ta to ded",", 
.tructure, nS\lotiat. and .. na\l:O a netvor~ cf health care 
provl~ars wicll aCJl." t;.o prcvide theil' .ervlces [or negotiated 
rate.. Thea. ra~e. usually are lover than both the providers' 
standard eaJ:!l" and tho.a w1cl1 could bo obtained indepondently. 
The ne!lOtisted t •• arrAll9_t. tor aU PPC. an de.'\lned t 
re.ult 1n co.t aavin",. tor health care ~yor. ~ithou, 
oo.proai.ill9 the quality of care to participanta. Atfordabla'. 
hospital netvork. are cu.toa-tailorod to %it each client' • 
• pacific nends. In addition, Atron'abl. is currently in tha 
tinal stal.'U: o[ developill9 a ho.pital lIet IOrlt in caU[omia that 
vill not. be cu.toa-tailored and that will be ~rlceted to a truad 
r&lIge of cUenta. 

Ext.n.iv. data analysi. is "quired to dev.lop a cu.toa­
ullond P1') network. tldn", proprietary .ottvare, Affordabl. 
collect. arA analy ... health un claiu data tron cUent. and 
other .ouro.. to pro til. provider enarlle. and utilization 
~ttern.. Pot.ntial providers are invited to becoa. • pr.ferred 
provider by .ubaitting propesed rata. for servic.. in a 
coapatitlve biddin\l proc.... Affordabl. evaluate. th ••• 
propo •• le ba.ed on price, rall93 of .ervic .. , geographic location, 
coaaunity reputation and hi.torical utili:ation ~tt.rn •• 
Affcrdabl. n&\lotitte. with th. providers and .oloct. tho.e which 
aa.t ~e cli.nt'. Objectiva.. After a network ha. be.n 
•• tablished, Affordable provide. oll9oin", co:a.ultin", .ervice. to 
cl1ent.lO, nn&\lotiata. contract. vith providers and preparoa 
annual evaluation. vhich profil.. for ita cll~nts the 
.ff.:tiv.ne •• or the network. 
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~t1)', Aftcn:dable developed, and b nov &ar):cti:-"1 toO 
ubtlft; aneS P~lve cUents, a .. etvork of cutl'llthnt 
providera ef bMltJI cera .. rvleu. '!bi. nework conoJ~t:I of 
pby.iclaM, dantbta, lGoratorie., .uiolO\Jlcal tMiUtbll 1tn.1 
outpatient .u~ical c.ntera throo;bout california. ,~t. 
O'..:~t!=t PPO == =-_~--=.~ !:;-i :'=fv~l. ar~ 1& now bi,lr..q 
offered to u .. r 'JI'OUP. a. II .tllndard netvorlc "M.ct. !Ill clll.ntll 
can un. 

Affordable'. h .. lth can coat data anelyaill N:vS.co1l (\lhit:h 
are avalla))le to ita cUents on a .taneS-alone bad., provide 
payora of health care "ith in-depth cuatoa1l'.ad ·tntol1'lltl:iull 
concernlft; their health care coat and utUizatjon 4XfNrlenc •. 
Ualll9 ita intarnally developed ptoprietary 1I0r.tvare, Atfol:'l!abl'l 
analy ... ita cUanta' health care clew intorution lind ~n.r.!...:: 
plana in order to profile each cUent' •• pacific health c:al;'O cost 
probl ... aneS aYaluats appropriate COllI: aaM9 .. ent prOl;raaJJ. Tlli • 
• oftvarc al.o aUova Att.,rda))le to a1Jll11ata hov c:h""1GD In 1\ 
baneUt plan'. IlUUcture ,,111 ch&llge tha overall cost ot II 
ban.fit pr09ra.. Affordabl. alao provide. clients with 
cuatoaised .oftvare products to allov further analYlll. ef health 
care ceat iaau ... 

For its PPO pt'O\Jl' .... Affordable typically chug .. either 1\ 
.onthly fea fnr each participant or a parcantage of lIavin;. 
,)anaratlld. 'rhe a.ount of thic te. vari .. depondlng on the nul'lber 
of enrolleea and type of preferra.1 provIder n.tworlls a.lectOld bl' 
tha client. Por bath data .ervlo.n al\:1 IIftordable'. PI'O 
pt'O\Jl' ... , Affordable c.~Ir;e. on a project or on an hourly be.l •• 
'rh •• e .ervlca. ,re Barketea directly by Affordable' •• al~ .~ftff. 

Affordr.ble co.petn "ith national and local fins vhich 
develop PPO. arod "ith .. jor insurance carriers. thIrd part)' 
adainl.trator. and utilization raview ~ira. Which have 
iwplelK)ftted their own prarerred provider natvork. aD "o11 a. wl~~ 
flrae WhiCh .pacializa in the collection an~ analy.i. ot hoalth 
cara co.t aata. Kany of Affordable'. coapotitor. are 
.ign~flcantly larger and have greater finlncial resource •• 

Affordable ill hea~quarterad in Sacr ... nto, california, "nd 
lI.. fiald offiC40. in San rranc!.co and Loa An;o!lls, Cal1fornb 
aneS Portland, OrelJon. In connection with tho acquJaltion, five­
yair aaployaent ayre ... nt. wera enterad into "ith eACh 0% 
Affordable'. axaout_va officers. 

tltillution tntoraation Syab. 

Kanllgeaant believa. thlt the t apany'. intoractivo, on-lIne 
coapgter-be.ed intoreation sy.les ha. been a ~jor rlctor 1n it. 
abUity to pt';)Vi~e cllenta "ith ~ .. lth eire utiUntlon ravlew 
and co.t .. nalJ ... nt .arvlce.. Thl. inforeation .yate. i. 
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co.pri .. d of four part.1 propriatary aottvare, a databua of 
ho.pital uti1i.ation nora8 and atandarda, ft detaha.a ot patiant­
apacific inforaation and an autoaatad data raporting and 
tranaaia.lon capability. 

~a co.panY'a propriatary aottvare proqra.. record ~nd 
accua patient 1nforutlon and hoaplta1 utilization noraa and 
.tandarda Vhich are part ot tha reviw procn.. 'l1lo Co»pany'a 
Bottvare ~iraa only tha initial input by a nuraa revlewar to 
activata othar revlew proqr... auch aa Second sur;ical Oplnion 
and ca .. XaM9~t. 

Tha ho.pita1 utllbation noraa all4 .tandarda databaaa 
conaiata ot tha intomation allainat vbich tha COJIp&ny COJIparec a 
participant' a propo.acS traat:aant plan il' order to det'!ndna 
whathar it 1& M4icaUy _a.ary and appropriata. 'l1li. d~tabaoa 
ha. b.an co.pl1ed fro. coaaarcially available In!or~ation 
apacifying national nona for various aadica1 procedure.. n.1I 
eo.pany ba. snbancad thia datAba.a to include proprlatery 
inroraatlon darived froa ita .~rlanca in parforain~ utilization 
revlew aervlc ••• 

'l1la patlent-.paciflc databa.a con.i.ta of data that has b.en 
col1acta4 concarning .ach propo.ecS ho.pital admi •• lon, including 
patient da.o9ra~hic., tedical hi.tory and diagno.tic and 
procedural Intoraation. '1'IIe COapany'a revlav paraonnd can 
ace e.. the currant at.tua ot the patiant'. ca. a during 
hospitall.ation in ordar to Identity aore co.t-ettectiva 
treataant altarnativa •• 

Tha Coapany'. proprietary aottvare ganorat.. axtan.iva 
intarnal rePD--ta to .uppl .. ant tha reviav proce.. by intoraing 
reviavara when .pacitic follow-up a::tivlUe. are requirod to bII 
partora&d by eo»pany paraonnel. In addition, the Co.pany'o 
proprietary .oftvare alao ganerata. axtend va ~ .,lOrt. for ita 
cUenta. 'l1la .. report. typJcally It •• in all CIlLJ& ravia~ad by 
the eo»pany and detail the atfectivane.. or the roviav earvlce. 
providad. If.o reque.tad, the COapany vill cu8to.ba thosa 
report. to tit the need. ot a p&rticu1ar cUent. ne cOlOpany 
alao haa the capabiUty of .onding allchina-t"n~abla coaputl'r 
tapa. or Intoraatioll by alectronio tran.tar directly to the 
coaputar. of thir\ party payora and/or cUant. In order to 
a~dita clal.. ad.inlstration. corra.poneSence conrtraing tha 
co.pany'. reco .. an4~tlon. vlth ra.pact to a pra.crlboeS treatsent 
plan ia ~utoaatlcal1y genarated and .ent to the attandlng 
plly.ician, participant, boapltal and plan ad.lnllltrator by the 
,y.t .. , 

COIIpetition 

'1'IIa Coapany OOllpat.. in a bl11111y tra;.enta4 aar"et vith 
national and local fir.. cpac,al~.inll in utilization reviev aneS 
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vlth .. jor inwrance carrion and thlrd put! .dalnllltr.tore 
whlCh !laVO iltplnente4 th.lr own intarnal ut lil.tlon revlew 
.. rvl~. In .ddltion, othor ho.lth care proqr&x. .pon.orod by 
tho eo.pany'. cUanta, such a. HIIO. and PPO., co.peta tor tho 
onrollMnt ot banarit plan partlclpanta. 'rho COap.ny 1a .ubjoct 
to intanae c~tition in nch .. rut: s.eqaant in whlch it 
coapa~... twly ot tho coapany'a coapatitora .re al9l'1tlcantly 
lug.r and !:avo qro.tar tinc.ncl.l and .sri '.1ng re.ourc.. than 
tho coapar.y. 

The COapany cospat.. on tho ba.i. or the quality .nd co.t­
off.ctiv.n... ot ita proqrau, ita proprietary co.putar-ba •• d 
lnroraatlon .yates .nd ita aap~.i. ~n coaaitAant to .orvico and 
high daczno or phya1ci.n involvUMt. 011. to ~.he flU.Uty or tho 
.ervice. off.red, the co~y "«nda to charga aore tor It • 
• orvic .. than .any or ita co.petlton. 

Ellploy ... 

As or AU'JUSt 31, 1981, the Coapany had 402 o.ploy ... , 
lncludlng :U· rull-tlae. phyolcian., '0 •• p~.,ye08 or Attordable 
and 145 regi.te~ nur ••• ong&90d in utilization r.vlew .nd co.t 
Jl&n&gU&llt. Th. <!ospany .lao ha. a natlonwldll notwork of 
conterrlng p!lyalclano in various .paclaltlOll, .o.t or ¥boa are 
coaponoated on an hourly or par vi.lt b •• l. wh.n r.qua.t.d by tho 
c..apany to rend.r consulting sarvlc... c.rtain ot tbe .qr •• ment. 
vith the COapanY'8 consulting phy.lclln. .re tor • aintau. t.ra 
or on. y.er .nd tho oth.r. are t.rslnabl. at any tim_ upon 60 
dol'. noti",". 

Ita 2. Pr2QIrtt ... 

Th. C".pany's headquartor. pr ... ntly occupy .pproxi.at.ly 
80,000 square te.t or 1 .... d ottica .pac. in Dovnns Glove, 
l11ino18 und.r • 1.... which vill provido Ulo COJ;pany wlth 
37,0:)1) addltional square t.et or 81'lC. in 111811. 'l'h. loaa. 
explru. in 2002 and 1a ren.vabl. a~ tho option ot tho Co_pany 
until 2007. 

Th. Co.p.ny i_ att •• pting to .ubl.... tho racllitlo. vhlch 
it occuplod prior to tho rell)C&tlon ot 11.:. h •• dquartou in 
Sopt.abar 1'87. No ~aaur.~c.a can be glvon t~at tho company vl11 
bo aucc ... tul In aublO&:llng .uch t.clUtl .. , in whlch ca ... tho 
Coapany will be roqulroa to continua uklnrl rental payaont.. of 
$21,7114 par Bonth throuqh OCtober InO. So.) Noto 8 ot Noto. to 
tho Conpany'. Financl.l Stat •• onta. 

In Ha~ 1'1., .n Illinol. Ball tran.tor .tation locat.d nlar 
tho Coapany w •• de.troyed by tlro, Intorruptlng tol.phono •• rvico 
to tho COgpany .nd .pproxiaatoly 35,000 othor cu.toMr. In tho 
ve.torn .uburbs ot C!llcago. Th. coapany reapond.d to the 
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situation by arran;1n9 for tha ~rout1n9 of telaphona calls to 
an alternate facility for a period of threa vaaka. Tha t.lephona 
earvica interruption bad no utadal advus. .tfect on the 
coapany's fi~ci.l condition or ralulta ot operations. 

Affordabl.'a h~tera presently occupy approxi~tely 
15.300 square f .. t of leaN<! oU1o. .p!.c~ in sec:~l~tO. 
r .. litomi.. Th. 1.... expires b UII2 .nd is ran.,:tab18 at the 
option ot Attord&bl. until 1117. Aftordabl •• lso aaJ~tains tield 
otficae in san Francisco and Z- AnIlal.s, calitomi" .nd 
Portla~, or.qon. 

Ita 3. 'MIl PI "'nge. 
Affordabl. baa been nu.li as a co-datandallt in • civil suit 

in the United Statas Distrlct court, central District ot 
Calitomi., .risill9 out ot the .abblialutant ot • PI'O, which 
plaintiff .1l&9as is being over.ted in violation ot raeleral 
ant.itrullt and stat. trada ra<J1I1.tlon lavs. TIIa plaintiff, a 
hospital located in Hawthom .. , .:alitomi., alleg.a that it Vall 
danied an opportunity to participat. in the natvork .nel that lIS a 
r.sult it has sutt.red d ... .,as which are unknown but baliavod to 
.xcal'4 $10,000 per IIOnth. Tha COllPllny intands to derend 
vi90rously tha suit which is currently in tha pr.lbinary 
discovery s1:&lIa. Tha CoIIpany hn consultad vith its special 
legal counsel, Chadw.ll , Xayaar, Ltd., and the company bali.vas 
that it hIlS a reasonably 900d chance of prevailing in this 
action. In any avent, tha CoIIpany beliavea, although thare can 
ba no assuranca, that tha suit vill not have • aatorial aelversa 
.ff.ct on tha ~any. 

In April 19.', eo.aunity Car. Natwork (-CCH-). then 
Attordabl.'s lar9ast cliant, tarainatad its contractual 
relationship vith Affordabl.. Th. Ccapany beliov.. that tha 
contract vall wrong tully tarainatad and is s.oldng substanthl 
aonetary d ... .,as frca <:eN. As a rtlllult, tho taBS of tha 
Afrordab~. acquisition var. rone.,otiated to raflect this 
occurrence. TIler. are both arbitration Proceadings and a civil 
suit pandin., in Califomia which concern tha tlrl'ination of 1;;00's 
relationship vith Affordable. In tha .. procaedings, Affordabl. 
all all" that it suffarad d"''1as in exca .. of $20,000,000 as a 
rosult of tha wrongful tarmination of tha relationship. Daniel 
Brunnar, Jack Scanlon and Claire Lip.chultc, tha fo~ar 
sharaholdara ot Atfordable, are also plaintiffs in the civil suit 
and allega t1:ot the dafendanta inten<led to interfere vith the 
proposed acquisition of ~fo~.bl. by the Co.pany, thereby 
precluding th.. :roa receivinq tha ec,:,no.ic bane fits of tha 
transaction. TIl" ahareholdera allege that thay have aufferod 
da"'1as in axce.s of $12,000,000. 
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It. 4. ""'U'''' pc "tt.an tp • yqte pc •• ;prJt.Y Bold,n • 

• 0 .. tun wre IIIIba1tta4 to a vou of tha COapany' • 
.. curity boldan during tha la.t quartar of tha fiscal ynr anded 
August 31, It ••• 

Poaiti_ JIald 
I11III AlII 11th tIM ~ny 

Roart J. Backar, II.D., " Chalraan of tha Board and 
r.A.C.p. Chiaf Oparatill9 Officer 

J .... C. sa1th .7 Preddentl dliaf Executiva 
Officar and Director 

Ronald H. Celowich 52 Executiva Vioa President, 
Secratary, caneral COun .. l 

and Director 

Jo.eph B. Whitten 30 Vica prea1de.,t
1 

Fin.nca dnd 
Chiaf Pin.nc .1 Officer 

Danial Brunner U Pre.id.nt of Afford.bla 
and Director 

Robart J. llacnr, X.D., P.A.C.P., tho founder of the Coapany, 
hu .. rvad a. Chairaan of tha Board .ince it. orv.nlz.tion. 
Previoualy, Dr. Backer prtcticad internal .edicine (allarvY and 
clinical iDunolO9)') for 26 yean. Dr. Backer t. a Fellow of the 
Aaerica~ collaga of Pby.icien. and ha. twica .arv6d a. prealdent 
of tha ~rican ASiloclation of Profe •• lonal Standard. Review 
orv.nbaUon (a utllbation revi." orv.nlzation for .onitorin\J 
Medicara and "edicaid co.tII). Additionally, Dr. Backer ha. 
8&rved on tha advi.ory ccnulcll of tha N.tional II.tituta of 
Bnvirol\ll&lltal Health Service •• nd ha •• uthor8'1 nu.erou. article. 
on utlll&.tion reulav and co.t .. na\J .. ent. 

J.... c. s.ith joined tha coapany u Prea1dent and Chiaf 
Executiva Officer in January 1984. Frca Janu.ry 1978 to Doceabar 
1983, Mr. S.ith v •• Chiaf ~acutive Officer and Pro.ld.nt of ARC 
Jlana\J .. ent, Inc., a priv.tely-held .. r.a\Je.ent con.ultln\J fin. 
Proa February 1975 to Deceabor 1977, Xr. S.lt.'l va. a •• rltatin\J 
.nd •• le. aana\Jer for 1Wxa. In.trueent. Incorpor.ted. Hr. Seith 
pre.ently lIerve. 011 the. lIenatit COIUIUnlcatlon. and Educlltion.l 
t>rograa coaitte.. of tha Intern.tional Found.tion ot bplo)'" 
Banetit Plan •• 

Ronald H. c:alowich ba. .erved •• the ExecutiVe Vlca 
Pre.ldent, Sacratary, General COun.el and a director of the 
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Co.pany .inca it. organization. In the.a capacitie., 
Hr. Galovich .pen4a a aubatantial a~t but le .. than aU of hi. 
tiM on c:c.pany .. ttars. Sinea 1912, Hr. aal4Vich hl1. al.o 
Hrv.l4 a. the ~id.nt of .averd .uh.idbri.. ot Haraon 
Holdill9., Inc. which are all9aged in tha con.truction, daVfllopaent 
and _",_ant of real .. t.t40, al'4 ~. ttl- "1;lIctor of rul utate 
oparationa for tha Pritz:ltar fully. rroa October 1960 to 
DacalIar 1911, Hr. aalovlch v .. all9aged 1n tha privata practlca 
of lav. 

';o .. ph E. Whlttars jolned tha c:oapany a. COntroller in 
Octc;.'llar 1U6 and ha •• erved a. ita vlce Presidant, l'iMnce .inca 
Augu"t 19117 and ita Chief Financial Otflcer cince Karch 11188. 
rroa October 1". to Septaabar 1111', Hr. Whitters va. Controller 
or Charter lied, Inc., a vbolly-ovned .ubsidiary of Unlted 
HealthCAre, a haalth .. intanance organization cOlO~ny, Prior to 
:lolnill9 Charter Ked, Inc., Hr. Whitten .erved troll J. ,y 1118.1 to 
sept~r ln4 a. an accounting _nager vlth OVerland Expre .. , 
Inc., a transportation coapany. rroa s'pteaber 11180 to June 
l'I~, Hr. Whitters va. _ployed by Peat lIarwlck Hain , Co. a. a 
certified public accountant. 

Tha Ccapany'. otticar. .arv. at the di.cretion or the Board 
or Directors. 

Additi~.l inroraation respectll19 axecutiv. otflcer. and 
Inroraation re.pectill9 director. vl11 be includod in the 
Coa~ny'. deUnitive proxy .tataaant to be us.d in conn.ctlon 
vith lta annual Re.ting or .tockholders .cheduled to ba h.ld cn 
January 31, 19111 (tha Mproxy Stat •• ent-). The COllpllny exP.ct. to 
flle tha Proxy stat .. ent vlth tho s.curltie. and Exchange 
Couiasion on or prior to Deceaber ~1I, 1988, and rat.nnee is 
axPre.a1y aade th.reto for tha into~t1on incorporaUd hoteitl by 
the atoresaid retarence. 
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Pilje. 20 

PART II 

It.. 5. Jrarbt for lle\rl.tl'llnt'a c:-n 
Im;ftv ,nd ""t ... 'toctbpld,r latta"_ 

~e coapany'. eo..on Stock be. been traded in the over-tha­
counter aarket on the ~atlonal Aa.oci.ti~n of Securitie. Dealer. 
A"touted Quotation &yn.. ("NASDAQ") under the .yabol "HI.CC· 
alnce the coapany'. initial public offerin9 on Kay 29, 1987. 
Inforutlon ooncerninq the range of hiqh and lev cloainq .ale~ 
price. of the c:oapar.y'. Coaon Stock on the Jlatillnl'l Hukst 
5y.t .. , •• reported by NASDAQ, and the approxiute nllllber of 
.tockholders of rsCl)N of thll CoDon stock b .et forth under 
"Co •• on St~ck· in the co.pany'. 19.8 Annual Roport to 
Stockholdars. Inroraatlon concernlJ19 the coapanY'a dividend 
pol1~ is .. t forth under "Dividend Policy· in th'J COlOpany'. 1988 
Mnua~ R.port to Stoclcholdara. All of .uch inforution is 
incorporated harein by raference. 

Ita 6. Selected liNne!e} lilts. 

Selected finan=ia1 data of the CoRpany for each of it. la.t 
rive fi.oal year. ie .at forth under "Salected Financial Data" in 
the co.pany'. 19U. Annual Raport to Stockholdars. Such 
intoraation i. incorporated harain by rarer.nco. 

Ita 7. NaMg_t'. Di.;uJlalon and Analy.i. of 
liangS., CpnOltlon Ind DUU1t' of Optrat1o.a_ 

~., intoraation required by thi. ita. h .et forth under 
"Kanage •• nt'. Di.cu •• ion end Analy.i. ot rinancial Condition and 
Rasulta of Operation.· in tho coapany'. 198a Annual Report to 
stockholders and i. incorporatad herein by refarence. 

Ita. I. PlnlneS,) 8tlt,.,nt. Ind ~~RP1' •• ntorv~. 

~a financial .ta~ .. enta requirad by the ite. are contained 
in the Co.pany'. '.988 Annual Report to Stockholder. on the page. 
indicated and ara incorporated herein by reteranco. 

Financial Stateaantal 

Report of Independent Certified Public Accountant. 
Consolidated Balance Sheets, AU9\1at 31, 1987 and 1918 
Con.olidatad Stataaante of Ope~ation. for the Yaar. 

Endad AU9\1at 31, 1916, 1987 and 1988 
ConsoUdated statu.nt. of Stockholder.' E(lUity for 

tha Years Endad AU9\1at 31, 1ge6, 1987 and 1988 

-11-

Ptg" Uo. 

18 
19 

20 

21 



I· 

I 

COn.ol1dated stataenta of ca.h Flow. for the 
Years Ended Au~t 31, 1916, 19.7 and 191. 

Not .. to COMol1dated FlnlUlcilll statuent. 

Ita II. Cbanvu in aDd DW'l" •• nta with AccowItanta 
QD i'»lJiDi:Snu anY la§j¥1.1 pjlQ1~ra. 

Not applicable. 
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PAJC! IU 

ItIIa 10. plgqt;ntl end J:xtgptlya orClQM:1f or the Reql.to,nt. 

~rtein ot tb~ into!!!!ltion re!!~!.'I': exeC'ltive offieers 
required by thi. Ita. 1. .~t ~orth undar the caption "Exacutlvo 
Offlcars of tha h9inlCant" in Patt 1. Otha:' Intonaation 
raapectlng exacutive otficar., I. vall.. tha required 
intonation A9a!:ding directora, will be included In tha Proxy 
stata.ant ana .uch Intoraatlo~ 1. incorporata4 heraln by 
raterenca. 

Ita 11. IUSPt'D "....nutipn. 

'lba intonation required by tbis Itu wiU ba includod in 
tha Proxy Stat ... nt and i. incorporated harein by roCer.nco. 

Ita. 12. securi:;Y OImanhip ot certain 
Dln'fi~l Oyn're In4JHInag • .,nt. 

'lba intormation required by this It .. will ba included in 
tha Proxy Stet ... nt and ~. Incorpor~ted barain by reterence. 

It.. 13. settet" 'ol'tlgn,blpp and ""ted TrGn,actSgna. 

'lbe Intoraation required by thi. It .. will be included In 
tha Proxy Stet .. ent ena i. incorporatad bora in by reterence. 
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xta U. ItdillIlb1, F1Mncll'l atat_t: 
BMt4pJ M, end !eMrtL ..... I'mI 8:1. 

(a) !'ba 101l0lllq dov.-.anbl era filed a. part 01: thi. 
report I 

(1) ~e IIIQ4'C to Pinane"al atateMnt. b • •• t torth 
on psq. 11 of thi. E'Iq)Ort. 

,4) Pin.noial \ltat ... nt IIcblllSule., Schedule XI-­
suppl .. antary Inco.e StDte~t: Xntor.Btion. 

(31 '%be lnd.x to IXhlbibl 1 ... t torth on pag. 415 
ot tl)l. report. 

(b) Raport. "11' Por. :-XI DIlril19 the l .. t quarter or thcal 
1988, the co~ny tilad Ii CIIrnnt Report on Fora U-X datod 
Jul~' lS, 1918 to report: an evant uncllll' Xt.. :I. Such report 
includad th. rollovinq tinanoial .tat •• ant., 

(1) Financial .tat.mant. or bus in ••• acquiredl 

Raport or Xnd.pa~d.nt cartified PUblic Accountant. 

Balance sh.at., Auguat 31, 1586 and 1987 and Hay 31, 
1911 (unauditad) 

Steta.ant. or Operationu and Ratainad Earning. 
(Defici.ncy) tor tha Y.an E~dad Augu.t 31, 1905, 
198& and 1987 and tor tha nina ~onth. endad Hay 31, 
1987 and 1988 (unaudited) 

stata •• nta or Changa. in rinancial Position tor the 
Y.ar. Endad August 31, 19S5, 1986 and 1917 and 
ror tha nino .onth. ended Hay 31, 1987 and 1981 
(unlluditac1) 

N~te. to Pinancial Stat .. ~nt. 

(2) Pro foraa tinancial inroraationl 

Unaudited Pro Poraa Co~in.d condon.ad Statemant or 
opar~tion. for tha yea~ ended Augu.t 31, ]987 

Unaudited Pro Poraa Coabinad Condansad Stateaant or 
Operation. tor tha nina eonth. and.~ Hay 31, 1981 

Unaudited Pro Poraa COmbinad Condln.ad !4\~nca Shaat. 
Hay 31, lUI 
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.atN to 1ILa1l4J.te4 Pro ForM CoIIb1ned Con4ensed 
1'1nanc1.1 ltataenta 
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." 

Pursuant to the nqulruents of o&<:t:lon 13 or 15(d) of tho 
securities EXcM::-:;e Act of 1934, the R..,iatrant has duly caused 
thl. Nport to be .1gno4 on its bobaU by the Under1l1gnod, 
thet.unlb duly .utho~lz~. 

IIEAI:1'IICAlIE COtIPARE co 

Datal NovClilbGr 22, 1988 

Pursuanl: to the Nqul.raents ot tho SllCllritle. Exc:har.ge Act 
of 1934, th!.. report ha" been .iCjll~ below b~' the follOl.lng 
persons :>n behalf of the RlI9iatrant and in the c:apacl.tiea 
Uldicatc.s on NovelOber 22, 19111 

Jo •• ph E. 1Ihlttera 

~~ 
Ronald H. aalowiell 

• 

::>I:es~d'nt, Odef Exec:utivll 
Officer ~d Director 

tprincipal ~cc:ut!ve Officer) 

- 23 -

Chi~f rinar.cial Oftic.r 
(Principal rin3ncial and 

Ac:c:ounting Officer) 

Direc::tor 



SI~ 

l'un'.aant to the ~lruenb:: of Sectlon 13 or 15(.1) of the 
Socuritiu ZXCh&nge Act: of 1113., the ~istrant ha. d',:'y caused 
this noport to be .i9lled on ita bebolf by the un4erai9lled, 
thereunto duly authorized. 

By: ---....,....-Juca C. Slllth, l'relllc'ienl. and 
Chief Executive ottlc.r 

Datel Novuber 22.., l'J1U 

PUrsuant to the rtllJUiruenta of the SeC"..Iritiu Exchange Act 
of 1113., thi. report II.. been a1911ed belov by t.'Io follovinq 
persons on behalf of the Registrant end il' tho capaciti. ) 
indicat04 on Nuvuber 22, 19181 

R'-IMrt J. 8OClcer, H.D. 

Jue. C. Slllth 

Ronald H. Calcvich 

Chaiaan of the llOar4 and 
Chier Operat1ng Otticor 

Prealdent, Chi.t Executive 
Otticer and Director 

,"'''l.'''Ioipal Executive officor) 

Chief Financial Otficer 
(Principal Financial and 

Accountin9 otticer) 

DiroctClr 



I: 

;7$/~~L Director 
KelVin Gam 

,~ - DiNctor 

OiNctor 
J. Patr1ek Foloy 

DiNctor 

Director 

• 
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""hit; IQI 

3.4. 

3.5. 

3.1. 

t. 

9.1. 

10.1. 

10.2. 

10.3. 

DDIX 'JO M'-"Ift 

n=crtptlgn 

autate4 Certiticate of Incorporation of tho 
eo.pany. (3.1](1) 

~o.tatod C.rtificato of D •• ignation of 
Preferencu, Ri9hte and LiJdtationa. [3.21 (1) 

AMn4e4 and autated By-Lav. of tIIo CO&pany. 
[3.3) (1) 

A9r .... nt, dated a. of Kay 20, 1987, to 
Aaen4e4 and .utated By-Lava of tho Co.pany 
[3.4)(2) 

AaendMnt to Allande4 and Raau,t.cS By-Lava o~ 
tho co.pany. (3.SI(6) 

Aaendaant to Alland.d and R.ata~.d By-Lava of 
tho ~y. [3.6) (6) 

Spociaan of stoclt Certiticate for Ccucn 
Stoclt. (4) (2) 

Voting 'l'rU.t A9ra_nt, dated a. of Au~at 
31, 19", between Robart J. Bc.ckor, H.D. and 
~onald H. Galovich, a. tru.t... (9)(1) 

R •• ignation of Ronald H. Calovich a. 'l'rUata. 
of Voting 'l'rUat ";1'O ••• nt dat.d Au~at 31, 
1914 and Acceptance of 'l'rUlt ••• hlp ~ Jero .. 
narri.. [9.1)(4) 

~nalnation of Voting 'l'rU.t dat.d Harch e, 
1918. [9.lI) (6) 

HanagR.nt Agraea.nt, dllt'!d a. of Auguat 31, 
1914, betw.en the coapany and Robart J. 
Beck.r, H.D. [10.1)(1) 

A •• nd.ant, d.t.d April lS, 1987, to 
Hanag_nt A9r& ... nt, dated a. ot August 31, 
1984. [10.2)(1) 

Jlanage .. nt Agr .... nt, dat.d .a of Au~.t ~1, 
1914, betwun the COlIpany and J .... C. S.ith. 
[10.31(1) 
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10.5. 

10.'. 

10.7. 

10.8. 

10.9_ 

10.10. 

10.11. 

10.1:1. 

10.14. 

10.15. 

a..ndD.nt, dat.d April l~, 1987, to 
"De9_t Aqr .... nt, dtted aa tlf Auguat n, 
1" •• [10.4] (1) 

Retainer ~nt, :Jatad aa ot AU9uat 31, 
li;', l)6tWWil\ u.. COIopany *nd Ronald ii. 
C&lovlcb. [10.5](1) 

AMn4Mnt, dated A;lrll 15, un, to Retainer 
~nt, dated aa of AU9Uat 31, 198 •• 
[10.6] (1) 

z-ployaant A9r.~nt, dated October 1, 19B6, 
by and betvaell tha co .... ny and JOIle):l\ E. 
Wblttara. [10.7)(6) 

Eaployaent A9ree .. nt. dated Jun. 3, 1988. by 
and betvaan Affordabl. H.alth care Concepta 
and Danl.l Brunn.r. [10.8)(6) 

Z-ployaant A9re ... nt, dated Juna 3, 1988. by 
and betY .. n Affordabl. Health CaN Concepta 
and Jack scanlon. [10.91(6) 

Eaployaant A9re .. ent, dat .. d June 3, 1988, by 
and betveen Affordabl. Health car. Concopta 
and Claire Lip.chultz. [10.10)(6) 

Haalthcara COKPAR! COrp. 11117 Stock Option 
Plan. aa ... nded and Nutated. [.)(5) 

A»end»ent MD. 1 to H .. l~car. COHPARE corp. 
stock Option Plan. aa a.ended and rcctat~. 
[10.12] (6) 

~h. H.althear. COMPARE Corp. Ratire.ent 
sav1h9a Plan. [10.8)(1) 

IA.... dated a. of Sept.aber 7, 11184, aa 
a1Mhd.d, betv •• n the CO.pany and Lasall. 
National Bank. not p.rnonally. but aa 
~It.. und.r ~at A9r •••• nt dat.d the 8th 
"ay of March, 11184. and known .. ~ruat Nuaber 
107741. [10.111(1) 

IA ... , dated .. of March 27, 11187, betveen 
the Coapany ~ Aaerioan National Bank and 
~It Coapany of Chloa90. not paraonally, but 
a. ~ata. under ~It A9N .. ent dated AU9Ult 
22, 1985 and known .a ~.t Hwaber 65303 and 
TCS-Hl9hland Lialt.d Partnlrahlp. (10.101(1) 
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10.16. 

10.17. 

10.1'. 

10.19. 

10.20. 

10.21. 

10.22. 

10.:13. 

10.24. 

10.25. 

10.26. 

10.2'. 

AMn4Mnt, .sated a. of May 1, 11187, to Leaae, 
dated Karch 27, 111.7. [10.24](4) 

Pir.t Aaend.ent to ~-Hi9hland L1altad 
~:rtr"'':'''!r :..,-r ...... ,t ar"" cwrtlt1cata 0: 
L1alted P~rahlp. [10.25)(4) 

UtilizAtion -.view Agraeaant, datad Koveabar 
1, 1985, betvaan the c:oapany alld the Hyatt 
COrporation Weltare IlanaU~ Plan. [10.12] (1) 

Pora of utilization Review ~t bet"e.n 
the c:o.pany and '1'ho Kamon croup, Inc. .nd 
oerteln of ita .Ub.idiarle •• (10.14](1) 

Pref.rred Stock PUrchaa. Agree.ant, dated aa 
of Auguat 31, 1"4, by a~ uong the ooapany 
aI'd the paraor .. nued th.rein. (10.22] (2) 

Utilization Ravie" AgruDent, dated Kay 1, 
11115, between the ooapany and KIItual of oaaha 
Inauranc. COap&ny and United of oaaha Life 
Inaurance COapany. [10.23](3) 

Aaand •• nt, dated January 27, 111", to 
Utilization Revie" Agre .. ant, dated Kay 1, 
11115. [10.22] (6) 

Subcontract Agra ... nt, dated october 25, 
1984, a. gended, bet" •• n the Co.pany and 
Canaral Aaarican Lit. Inaurance c~ny. 
[10.24](3) 

Total care S.rvice Agre ••• nt, dat.d aa of 
S.ptubar 25, 198';, b.t" •• n the Co.pany and 
Clai.. Ad.ini.tration corporation. 
[10.25](3) 

Fora of consulting Phy.ician Aqr •••• nt. 
(10.20)(2) 

Pora of cor~ulting Spacialiat Agr .... nt. 
(10.21](2) 

nagiatration "gre ... nt, dat.d aa of Auguat 
S1, lila., b.t" •• n the Co.pany and the 
.ignatorl •• thereto. [10.15](1) 

Aaand.d Ragiatr .. Uon "gr •• lI.nt. dated a. of 
April 15, 111.7. (10.16](2) 
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10.30. 

10.31. 

10.32. 

10.33. 

10.34. 

10.3S. 

11. 

13. 

22. 

( ) 

(1) 

• 

P~e,. 31 

b~t 11o. 1 to Aaanded Regiatration 
Agr .... nt d.ted •• of April 15, 1987. 
[10.2'] (6) 

-.gi.tration Righta Agra ... nt, datad JlIlIa 3, 
19", by and uong the CO~ny, Danial 
~Nr, =ack ;t4U~on ar~ clair. ~p.ct.ultz. 
[10.30](6) 

Agraaaent and Plan. of Reorganisation, datad 
a. of Kay 12, UII, by and DOng tha coapany, 
Affordabla Acquia1t1on COrp., -Affordabla 
aaalth can COncepta and Daniel aNnner, Jack 
Scanlon and Clain Lip.chult&. [10.31](6) 

A9rHHnt of Kuvar, dated .. ot Kay 12, 
lilli, by and DOng tha coapany, Affordable 
Aoqui.ition COrp. and Affordable Haalth care 
COneapta. [10.32)(6) 

Revolving Nota, dated February 3, 1911, tro. 
the Coapany to Tha Exchanga National Bank of 
Chicago. [10.33](6) 

ban~antl datad Fabruary 22, 1988, to Total 
can serv ca Agre ... nt, dated u of sapt.abar 
25, 1916, batv .. n the COIIpany and Clai .. 
~ini.tration Corporation. [10.34)(6) 

Fir.t Aae~.nt to the co»pany'. Retire.ent 
savinga Plan. [10.35)(6) 

Stat .. ant of cOllputation of oaming. par 'P\lQ': .;JS 
.hare. o.J 

1918 Annual Report to Stocld,oldar •• 

Sub.idiarie. of the co»pany. (22)(6) 

Exhibit. .0 .arked have been previously filed with the 
Sec:uritios and Exchange Coai .. ion aD eXhibits to the 
tiling •• hovn bal~ under the exhibit nuwbera indicated 
following the reapectiv. doc:uaent de.crlption and are 
incorporated herein by reterenca. 

Regi.tration state.ent on Fora B-3 ("Reqistration 
Btatuant"), a. tiled with tha Sec:uritie. and !xchftnqo 
Coaai.aion on April 17, 19.7 • 
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(:I) 

(3) 

(4) 

(5) 

(6) 

AMndMnt .0. :I to Jle9iatration Btateaent, a. fUed 
with the Securitie. and Excban;e Co .. i.,ion on Kay :12, 
1917. 

AMndMnt Mo. 3 to Ra91.trat1on Btat .. ant, a. fUed 
~1th th= ~==it!== :.~ ~~:~;: =1::1cn en :::r :', 
1917. 

Annual Report on Fora 10-X for the fiacal year endad 
Au~.t 31, 1917, a. fUed with the Securitie. and 
Excha~e eo.ai •• ion on Movaabar :17, 1917. 

Ra9i.tration Btat .. ent on Po:. B-a, a. filed with the 
Securitie. and Excbanqe eo..i •• ion on January :1:1, 1988. 

Raqi.tration 8tatuant on Fora S-l, a. filad with the 
Securitie. and Excba~e eo..i •• ion on July 1:1, 198a. 
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%a4rp.p4.pt 1»0lto:I' I'port 
91 "papp,.l 'tat"'pt ,oh.OUl .. 

Board ot Director. and stockholders' 
HealthCara COMPARE Corp. 
Downers Grove, Illinois 

Wo have audited tho, Isolidated tinancial .tat .. enu ot HoAlthCare 
COMPARE Ceq>. as ot .\ugust 31, 1987 and 1988, and tor oach ot the 
thr.e yoars in the period ondad Auguat 31, 1988, and cur report 
theraon dated OCtober 18, 1911 i. incorporated ~y reterance. In 
connection with cur audit ot tlu,,, tinanclal atatn.ant., wa audited 
the tinancial atatement Ichodule liated under Ite. 14(11.). In our 
opinion, thil tinancial Itatement schedule pre.,nta tairly, in all 
ute rial raspocts, the inroraaticn atated therein, when considered 
in rolation tc the tinancial state •• nts takon aa a whole. 

ChicA90, Illinoia 
OCtober 18, 1981 

/~e f /l.-xa 
lAVENTlIOL , HOR'ofATli 



JIUltbt:are CXlIIPAU corp. and SUbsidiary 

1Ieh.c1u1e XI--SUpplellCJttaEy IncoM St.atuent Infonaation 
Yeara Ended Auquat Zl, 1988, 19.7 and 1986 

Year En4ed Auqust 31, 19881 

Adveytlo1n9 coat • • • • • • • • • • • 

Year En4ed August 31, 19871 

Adverti.ing cost • • • • • 

Year En4ad AUqust 31, 19861 

• • • • • • 

Advart181nq coat • • • • • • • • • • • 

~~~~e~ tD eogt! 
.JDd ,mlnlO' 



EXHIBIT 11 

~a1 ~ r:a.. ... 0l'KPAR! COrp. 

COIIpQtktlon of Ear.'dJlg. Per CCImOn Share (OnauditocS) 

Inc:c:aa batoro extr;.:.rdinary ito • • 

txtrllardinary itaa-utll!ution \of 
nat or.r~t!ng los • .wrrytolVard • • 

llat IncoJlo • • .. • • • • • 

PrefurreC .tock dividend •• 

&arnings far eoaaon share 
computations. • • • • .. • 

• • • 

• • • 

· " .. . 
WDighted avor~ge nuaber of coaaon 
shara" O\·',.tan,Ung: 

• 

Sh.re. outatan4ing f~ 
~innlng of p4riod. • • • • • • 

convarsion of convDrtiN.to 
preferred atock into comaon 
IIt~k re~ctlve to thQ 
beginning of the por!od. • • • 

Other isauanc.,e of eCJlUl(" IItock 

Com:on ahara equivalents: 

~dditional ahare equivalents 
t~ .S.\lead exetels. ot 
convllrtlblo ~roferred stock. • • 

Wo19ht~ averago co.non and eoaaon 
~,aro equivalent. .. " • • • .. " " 

Net incOlia p.J: ClDmlon allarel 

Inco.e bat~re extraordinary 
:'tCJt .. " • " • " " " " • " • • • 

EXtraordlnaty Itft.·-utlll:atlo~ 
of net operatin\J 10&8 carry-
feN.rd. " " .. .. . • . " " " " " 

Not !nCQaa p6r ahm.ra " " " • • 

l!!!. 

$2,299,;:;00 

2,299,000 

( 75,000) 

$2.ZaSeQQQ 

4,226,000 

189,000 

m! 

$l,l~',OOO 

§g.SHUl 

1,227,000 

( 23 ,00;1) 

$UQI.2.Q~ 

1,U9,OUO 

l,430,OtlO 

311,000 

~ 

$ 299,)00 

lIZ.SHU! 

576,000 

$1 ... :ilSi.S!~Q. 

1,489,000 

1,13°,000 

$ .50 $ .'5 $ .10 

,02 ,10 

$--~ . J7 $, __ .... '.2011. 
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FINANCIAl HIGHLlGHTS nu: CO)lPAlt£ ~IISSIOS: 

r.ove-. 
inc<Imo beIant 
~IlXOIWId 
OxllllOtdnaty iom 

rnc..mo beIant 
OX!reord<laty .:o.n 

The Con-pany', ob,ocINt II '" be pro.(WrWIn h 
f".woI Voar En~ Iw?"'- 31, ,,",1':;>;0111 WId ~ ~_, oI!octNc. and 

~_ISIvohea!lh en CIOSI ~ seMeos.<In 
~ ....!.!!... ~ elloAd. na!icnaI basis.':. prole Iovd ~ sustant Iho 

(In \!lOusondS, oxc.pc pol' sharo dill) cI)f\Imic 11'0"111 d Iho CorTpany 
70 IIChOM proIcib:e gtO\I!1h. COMPAAE ~ (I) 0tv0Iap 

SS.5l5 S11.600 S20.e29 =-... "i;;;:-~;:-';!:t":'I~i,,~r..9n»dr .. JgOci 
P3)'ef _00111011 .. ~ end be rflSpOl\SNe 10 Iho 
needS aI r~ C(InS\~ WId COITV'I'U'oibos. WId be 

576 1.3tla 3,794 <)/ hiQh eatW 6I'd aI cIen.:nsllable benefl. (2) o-\)p 
_ lIIa.:clwlDO eafl( ~ feIlIQlO and I1'<.IC!II» II 

m 1.167 2m rHPOl'lSCkicllangcsiltllOheal!llearo~I .... ,'flIat1o 
l>fMIClIe CXV1INIy aI ~ ~ (3) I.M-<t'"", klOO' 
lem rdaIoIsh.'Ps .. l!!\ altypos aI """'..., -:w OS!,," 

271 00 
U'Id« 'M 1<f0l'lg0l1'l0l ~ \hi! ptn(b.,~ = "",'it ~ Iho 
~and .~cblc~~ fIlflhoc:ktt. 

576 1,227 20m (4)OevIIlapeloon!s\hl!lhalbol~:~'IIZO.~. 
dlYlltll!y .,ld geographic Iocalicn so os 10 ptCmOIO Iho 

576 1~ 2.t'24 con&rood and 0f0CII'/ t!'0IMh aI tIIO Coo""t<1y 

lid 1IC,lmO pol' $NrO l'OMPAIII: COlll'ORATE PROnJ.E: 

Heal:hCa. .. ~\RE Corp, II Iho IafOMI ~ 
pro-.ldor aI """III. eve UUOZIIion rovWN an<: c:o.I 
managomonl SGf\'I(M,UliIOzaton rcW:w 1$. S)'So'ern 01 
II'oOnIIOMg !lie' rNldlcall'lOC<l$$lly .,ld IIppraprillone.. 01 
_ail hNlIII caM seMooo ptHC<ibed b PII~ h 
ho&I:h care ~ incWfIg ho)spiIDI admissions. P'OIX"Od 
~ aI SlaY. "" aI ~be<'4laek:oa and CChcr 

bflor.oX1l~.om 10 .35 ro 
NoIIICXlmI P"f Ih5ro ~ .3T 50 
TOIaI_ 2.622 17.~·. 33,m 
~.~ 

(doflCJoncy) (m) 1M2:! 33.C1ll _______________________________ ~~G~~ 

The c.:..rpary'l lAll:alon rcW:w and ~ managorTlO'~ 
~ sre doslvntd 10 conI1oI tl tNnil' he~ ca. .. 
OOSIS. ",marly ~ ~ 1r:tIOC6'tary ~ 
admiosoclns end Iong1hS aI Slay. ~ CC>rI'pomlslng tIIO 
qualo!y aI eM! Of Ito.>dom aI c:hoIco aval ~:.. ho&I:h 
""'0 plan ~~ Ita an el'.Qt\ 10 bIo3dcn Iho rango aI 
ho&I:h <:wt OOSI matllgomt.., progr...s (l/fIlfocllO l. 
~ .. In.Me 19S5U .. ~acqu;.ocIA.'IorcIIlbIo 
tlWlh CAro ~ • hoP.'I C&te «'II maNogOmOnt 
~ ftll"'t~ 'PCQiaIIzoa IlIhO cIcvdopmenI and 
tMnag0m0r4 aI =om.l4Iatod. PI)1W-bUO<! prolorred 
prOYIdoI orgar>U"""* WId ~'" (l!)IIoc::.oon ana _lysis 01 
heal\!> cat. Cll! dN ~ bcII.We.1h3I1!M1 
~il_al.lmlocI.unbot allndopeo~ hW:h 
earo OOSI ~ limI..taicII proyIcIt ihno ceI\'i;" 
a:a a n31onwido basi<. 
, .... ~.& c/II'nI,_ Il't"JP ho.lIII __ anco 
ca. .. Ien, Ihi:d pa!Iy .~a\Cn (0<gftl~1tOI'II ~ 
p. ... -.ido cWma pt!>Ot$a.'Ig a.'\CI roI&led lefflxIa 10 
CCIf.m.red ClCTfolO)_I.IOII«=U:ocI ~s. 

:.ro~'l1l:S~.~rR~;;;;;_--------------_;1 ~~ ortj>lO)ft 11'\'4', "~ INOII""" 
~10~ 5 1.~-Hlwf~T'J"'S. 

n.Aow<'l()pt<a!ons 6 1lU.".c.mCOMll'.!lECat!. ~lO<mocItn 1082 by 
fIIIIIoIt! flCI'O.1 18 ~J. Bet",,,, M'a. b 0-. "a ~ t\ 

CbMIIWI CoIttI') 11!in(,*- a N'''90 IObJtb 
~ CICIInYo&1of 1nIo'ma.'ion 30 rhe ~,tlOmm!'i s.I<'dc iI.1ldod on • ., N.~ 
Dot.:tlfJ _ ('.QrporilCI 0IIi0n :31 f\I\.aIII NII<II P)'Nom IIICIH W>s ~~ w...cc 
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LEITER TO STOCKHOLDERS 
HealthCare COMPARE is pleased to present its 

annual report to stockholders. 
With the completion of our second public 

offering in the fourth quarter, your Company raised net 
proceeds of$14,281,OOO through the sale of 1,134,000 
common shares. 

Fiscal 1988 was highlighted by continued strong 
growth in revenues, earnings and earnings per share. 
Revenues for the year increased 80 percent to 
$20,829,000 from $11,603,000 in fiscal year 1987. 
Earnings for the year were $2,299,000 or $.50 per share, 
compared to net income of$I,227,OOO or $.37 per share 
in fiscal 1987. 

The significant growth in revenues and earnings 
resulted primarily from an increase in the number of 
participants we cover with review services. 

With the acquisition of AFFORDABLE Health 
Care Concepts in the fourth quarter, COMPARE added 
to the health care cost management services that your 
Company can offer paye.s. 

AFFORDABLE is a leading developer of payer­
based Preferred Provider Organizations (PPO's) and 
services more than 100 clients wi th a proprietary 
database of health care prk:e infonnation. 

As health care costs C'Jntinue to increase, we 
believe that more payers WI:: Wctl\ll:'L Company to 
provide total cost management services by negotiating 
provider prices for each unit of care as well as reviewing 
each unit of care for medical necessity. 

Your Company's account management has built a 
reputation for reliability and responsiveness with our 
services and client rerorting systems. Our nurses and 
staff physicians watch health care trends to identify 
the changes in medical services that can lead to 
changes in practice part£rns. And our confident and 
courteous professionalism has earned the respect of 
health care providers. 

Your Company's management and staff is proud of 
our accomplishments and we thank you, our fellow 
stockholders, for your support. 

Sincerely, 

Robert J. Becker, M.D. 
Chainnan 

cJ-~ 
James C. Smith 
President and Chief 
Executive Officer 
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CO)fPA1'lV ACCOUNTSERVIOS 
OI'fER CUE.'\'TS 11IE BFST SYSTEM 
OF ADMINISTRhTIVE SUPPORT. 

Payers como 10 COMPARE and 
AFFORDABLE 10 goIlho most out of 
~ I'I.lalth care doil.'VS. CflOOts Stay 
~ .. ~:he Cc:':-"';'"":"j' t"-'!:av"'Sa tt,ey 
1flS,eellho cust01!izN seM:es llJal 
help \hem manage \holr benoMs 
progrr.ms IIlO!'fl e1oclil'olj' 8S VIeD as 
more effICiently, 

'Tho Com;lany OO>V PfCN!des 
100aI medICal cost manaa:1 for 
G<wemmcnl EmpIoyeo s. 
Group Healt.'llnsuror.ce Carr'HlIS. 
HMO s, MultI-Employer Trusts. Sell· 
1n.'lU<ed Employers. Tall·Hartkly TrusIS. 
Third Party AdinI'lislloitors a'ld Worke!'s 
CompensatlOl\ CIIIliors. 

Stall assigmlen!s lire made 10 III 
each cllent's needs f\)f counsel a'ld 
SOMCeS. Accounl reprcsootollVeS \\00 
know Iho cLent's marl<el. report 10 a 
spf.\Clalilod maMgomenlloam . 

AcIMty reports for eaeh tlIogram 
810 gcneratod 81 legular htOMlls for 
Mch accounl These reports keep 
cf,.;nl~ up 10 dote on tho savings they 
accrue on htlalth care rcscoo:cs 
managed by COIv'i'AAE and on 
=~s IICgot'ated by 

lho computo! programs thaI 
p'oduCo cllO.'ll rciX".s ioterne! \\'i:l\ 
ro\oiilw softw3re al COMPARE . .Al 
AFFORDABLE. clienl rePOrting IS lonk£d 
witlllho claims pt¥'l9.'11 dalaba$O. As 
a rcsuh. cIierl:S can IT'OOiIOi p.~ross 
andlreck tll<!ir r~lJ" 'on lnvostmenll\)f 
tho Compa:1)l'S SClV.:!)$. 





AFFORDABLE DATA MANAGEME.VC 
OFFERS CUENTS11fE BEST SYSTEM 
TO MA.~AGE 11fE PRICE OF CARE. 

AFFORDABLE Hcalth Care 
ConceplS Is one 01 America's leading 
developers o! Plelelrcd Provider 
Organiz.ltions (P?O's) and manages 
cllent,based provider :-.etwcrks that 
experience 25% to 50% savmQS flom 
billed charg6S. 

ju liChiovo Ihew iunds of resuits, 
AFFORDABLE has cre:.ted a unique 
system 01 claims data manaGement 

Each year, millions 01 clams 
payment records (from all reglOl\.1 oIlho 
country) aro read Into AFFORDABLE 
compul~rs for clients With Ihls nalooosl 
porspc-clive, AFFORDABLE can 
establIsh a Inrgel Dnce to negotiate 
with any prOVIder In any reglen covered 
by any groop. 

A cllcnt's own claims payment 
data a,~ also read Into AFFORDABLE 
computers to target Iho hospitals, 
physicians. and ancillary services that 
the networll must L'~ludl) In order 10 
insure a hir,h iil"!.1 1I r l11'e'patlOO by 
the Client's lir~ 'n 

As theso \.,-(f. )1(> .... ~a willi 
group Bct"" dey·' "-1,:'lO client's 
claims prr, .:iSJI, .... ,,· .. 'l?,~£lLe 
audits claim ,VI·-:j '" ,':( - 1.1,I'211tlOll 
and provid~, ~ ,,' 

AFFORtl \tl!.t ~i)U :''1i$ highly 
effective data·~" ...: :llll:l.!l)cmonl 
system to eSla!:I.... illIY operate Ihese 
fivo typos 01 neh'oOOts: 

- Hospna/·baStKI Pi'O nolll'ClkS. 
- Pflysici8n/ilflCil18ry SMlic6s 

Adult/adci/1scetlt substan..'"O abuse. 
- Don/utllnd speciality provid/N$ 
- IIbtker:' componsallOfl nolll'Clks. 

I_ .... SOMTH ~ tt'Al.T'CAA£COMIW>t 
DAH1n~ ~ NIlJl1t,..f' ~'" 

St.~~PFrs.cvrl N'MDMI..! 
"'''" CAl'( 0lN:(pTS I 

f'iI'I'C CJ.»W:l.-soU.tZ Sll~va'.qsa,tiT 
Nf~ tt£Al.f'J1CAN ~Yft .:; .... VtO 

f«U01l.UOA fORWO ~"""fAA,(;1'S, 



P-:se ~I'/ 

COMPARE n\'O-STAGE REVIEW 
Ofl"ERS CUEN1S 1lt& BEST SYSTEM 
TO~~~AGEU~~OFCAR& 

HcalthCarll COMPARE rv)N rev'.ews 
the mo..>d'1CllI 1lCCeS" .... "Y 01 many types 01 
inpatIEnt and outpatient care. 

To ac.'ll5ve me;l$Ul'ablo ~ for 
cflCnts and a unlquo ~ to 
pallents, the Company establ,shed r.s 
group practice 01 physiclans speclar,zi,'g 
10 managed caiO. 

COMPARE rewrll programs are aU 
based on a two-stage system: 

In s!aga-ono ~, nurses USB 
rrNI&W Ct:teria that anticlpate physicians 
practicing costo(lllectlVe moddr\e in 
effICient hospita!s on patlents who havo 
no UIlUSI. '<II problems. 

When a pat:ent has unosual 
problems, 0: when a physician has 
practice habits that aro oot cost-offlCient, 
a COMPARE phys!cian In;~.at8S 
~econd-slage revIew with a telephono 
can to tho patient's physician. 

Discussions between COMPARE 
staft phY'..lcians (who know \heir client's 
pllilosophy for \t".o application 01 
benefits) and attendll:g PhYsklans (who 
know thoit patient's rnedcil condrtlm) 
resu~ 10 P9tient·sensitive care as weU liS 
SBWlgS lor C:ients 

:, T , 
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I HeatthCsrt COMPARE Corp. and Subsidiary 

SEL~CT£D FINANCIAL DATA 
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SeIOng WlCI /IOO.tIng ~ 693 1f-t 2.108S ~.374 
C. _ill and "",,*d\lo'MI ~ 3i!6 SQ3 I-~ 1.802 
~.:>onanc. ~, ..... 11 ro 203 :.c.I '1)32 

IoIGre>1. no\ ~ ---l!.. ~ I Zl:' -Lfill 
TQI&I opemb"oQ ........ OS _..!.'!:!. ~ 4OS9 IIGIS 17,035 
In<:OfI\e (i()$$) Ilo!cfe 11\'"_ -
Wfland.~l:«" ( li641 (8.."8) 576 I.wa 3.~ 

I'mne ,""os - --iZ!ZJ !BZ] ) U "2S) 
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~Nry~~llalol 

.'leIop<ol.<>g loss ~'II 277 60 -- - --NtI_lOOSS) 1i(4) (s..."'.I1 S70 1oU1 2.m 
ProIeorod SIOC~ IIMC'OndS { P:." • ..Lil.l 
EominOs (10$$) t.:lf cormocn_. 
~t.ltI S( (~I S (~) $ ~7il S 12M ~ 2.22 .. 
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HeaJlbCare COMPARE Corp. aDd Subsidiary 

MANAGEMENT'S DISCUSSION AND ANALYSIS OF 
FINANCIAL CONDITION AND RF-SULTS OF OPERATIONS 

From IlS e<g3lllza!iol' III May leal ~ 
Au\j\.'SI'984 lhe Compan) W85 p!'o!l(.op3ll) 
clIllagco If !Il6 cevelopMel'1 01 it, heaftt c.are 
UMIlII:tOn re',lIew 111\11 cost rnMaQemtmt 
pr>grams and tho propoota. ~ soltware dos'Ilnll'l 
10 implem6.n Ihoso progralll:'. :'he COl'lpany 
had no revenues In fiscal 19S1! or 1983 and hM 
lnsign"oC3IIl revenues in f.scaII984, Operaling 
OxpoloJOS during Ihi~ Cl:fiOd co:;sis:cd 01 cosla 
asso{" 1tcd with the dev.JlO!Xll"1ll and 
ero!'ia."I,;OOlOOt <lItlMl ':'1lIl1p3rT) & liMe» program:. 
and prop. IllISr) soltware. locrui~nonl 01 
personnel and emplOYeo saldnes. 

-
On JUlIO 3. 1988.!!lo Ctmpany compleled .is 
acqu~lttcr. of AftQf(Ja~ He~lth ~e Cc:-.c:c;::; 
~Aft\lldat:lul Tho MOldable aCQ'Jlsitoon has been 
1.'C<»Jn:cd fcc a~ a pu!C/laro. and aCCOldo,'llly 
lila Conp. , & ,"OOSOhtlllll.'d IUl!lllC.o& 5Iata.'llO'l!s 
contallllosun~ 01 AflO!dablO 10 oporallOfls from 
Juns 3. 1008 10 AuO'~1 31. 1&P.a 

Rm:IL~ 0101'<'111110111 
Tho I().""""dl}} labia presen!:> the percentages .,. 
I1I1l G.lmplln) & roven\/" '.,xvSOOtell 0) ..o<ten-. 
mr.omo statement ItCOlS <111<1 .... 'l.pares tho 
pclCt'll!:lglJ change 11\ oollal amount oIlhese 
items 10 lho Il1<1oca;iXI prior pcnod 

P6hod 10 /'(nod CIIa..22!-
Voar [!>dod Auaus131 ine<I'4M --lpe;; 1987 1938 1987 VSlm 1988 '" lD1l7 -

r.ovcnue, ~ !!2:' ~. !..!.Q!o ~ 
t __ 

~oISGMces (1 r.o 50 m 1I2 
Solillg & r.lM«tltl ~ ~ ,('~ 21 63 1'6 
r_oI end admt\.!o!'al'YO 10 e 9 71 &7 
~_ and a.'I'IOrI>lat<)ll 4 4 ~ '47 116 

1oI ... ~.ntI 1 t..!l I 21 177 -t<I & .!£.. .2!.. .J1.. 
11»."", toe1oro I!\C(I,IIt 11<1." 

...., o.tr/lOf(l~ ftMi 10 .!!.. ..!!. ~ ~ . -!1oI01Wf11 IJ% ,~,. II' "3,. .. "7% - - - - -
'Not Moanonglut 



lft21thCare COMPARE Corp. and Sub.ldbry 

MANAGEMENT'S DISCUSSION AND ANALYSIS OF 
nNANCIAL CONDmON ArllO RESULTS OF OPERATIONS 

Rnrllues. The c..'ITlpaI1y S _ COIlSISl 01 
fees 101 ulJft:alM revic ... and (,1)'\ manaaomom 
SGMCOS p!O\'ideO undor coo\lac:s I\1llCtl 
:YPK.aU) roqIIlIQ ..l1Ol.1S Ie. par .. I",eo .TlQC'~1Jl) 
<.harge 10. cac/l partlClpal1l. oxcluding covcreo 
depeOOOOI$(capltated revenue). 11\ a CllOllt 
spoooorod l\ealtt, ..are plar.. Te. a lOSSOI oXlom. 
tho C.QInpan~ der,ves (OVOOUClS from (.8SO 

managt. ... nent end "'.1'181 spev.;tl!zeo sef.K.es or. 
en houri) baSIS (Ioo-wsea (o'on .... ol f ee-baS':CI 
rev~ hP.4 lo)clcaSe<! .. igrufoeantl} from AugJSt 
1987 101M prosor.: 
To:ru revellUCS 1OI.fllaSC(! by S 6.008.000 1110~.J 
and $9.226.000 (SO,"/ 'mn flS(.8' 198610 f,s(.81 
1987 andl.OIn fiS(.8' 19811" 1988. Il!S/lCctlVOl~ 
~ growlh is p.inwt:y IItlnbvla~ .v ~asod 
sail!.. and mafkel~'11 oft\ll1s.lhe add:!oOf, 01 ne.. 
prOo,;'larrlS. the. ~bUn\Jlinll 01 oXISllOg /lIO(lIIlll'r.. 
and In "Il8.ronacment ~ op'lllOO. a grow .. ,." 
(oo.gM-on 01 yt11:.zatU6 .eIflO\\I :t01VK..e~ d~ {.II. 

oHocl1W moaur. 01 wnlloliimw .. ~lIht,..ar1l WSls 
Pri;:~ ,,~oases IIavo nol oocn an mportanl 
lactor III t~oO Company'S revonw growth Thero 
CllII be no assurance that iho Company w,~ 
COUlinu, to oxperience fCVOl1lJll gfO',o.1h 
COInparabb to prior P'lloOOS 
Tho 10:10,0.-010 table sels 10IIh u'lIIU(j,tcu 
IIllormatlOl ... with (ospot.t IV the COlTlp;lll) $ 
CoajJI1dlO\.. an(! Ico-basOO (CiCOuO t", Iho )'OO-'l> 
IlfIdoa AuijUst 31. 1986. 1001 aOCi 1ge8anau,o 
polconlago ct I"ta, (evenues (O;>,>IOSontoo t:~ 
suchro_ 

~ -!..~..!.. ~..!... 
(00.)"'-­

~ 
-... $; lOS 0.'% SI~S3:I 81" I'!'~ "!> .. 

r..&n.s 
~ ~-L~..!.. ~~ 
lOIII S5b:l5 100\1. III E03 I~ $.."08:'9lot-.---------

Cos1 of Sen lea. Cos, 01 serv.ces. whICh {;OOSl5IS 
prrnanl) (lI11Yf!'I! 1!!V'!!We' a'l'l p!!ys'C!a!'. 
:.alatics. lelCf;.tlc.ne oxpomos and faclbIy 
oxpenses ana .nl ... n 18tlOll pror'lS:' ,"I.'OloIS/las 
.l(;Il)llSOd s'W"'M11 III) ..s tho COInI>'!Il) /las 
Oxpanded ils review slaff and lelepllOllO anO 
CIlIIlputel systems to enablo j\ 1\, sorve II largol 
revenue base. h a percentago at revenues. 
howaVOI • ..cst 01 :;ervi..us WOIO 4~,"1O flS(.8' 
1118&. !>O"-IO 1.51.11l j9S~ IIOd SO," In 1,$(.81 1988. 
Stlllng and MarLtUng. S9n:ng GIld rnar~ollllg 
expenSO$ have increastld prlfnallly d~'tl to tho 
Il:/Ing 01 addillONl :.ales and malketiliv 
porsoonol.:ma lOCroasO<! adverllSing. 
proInolll)rllllllna IIliOI oxpenditures. h II 
perwntali/C> .II .cvonuor.. hI.M1Jve'. ~ella I and 
ma.i<.!ling C'P'l"SOS dt)\;fell~oa In.'IT, Z8'l'. in 
j,S(.(l' 1900 ,,, 22% l.. h~, 19v~ .lnd Ie. ZI'l1.10 
I..MII 1988 Tho decrcll$~ Iram 10S\.81 :95610 
IllS: ".irr18l1l, ccs~ned lroo. thb !lftOl.llVI:m:s~ \II 
pi;'" (f1llrl\~t ... W cffO!I~ llna t.OI.IIUS!l ievenuos 
IIlC'f:ased more • splCll) thllr. salim!) wKl 
markoting oxp'lnses 
Gtntraland Alimlnl<tralh't. Goneral and 
admlnistr31ivo costs ,ncrossod larliscal 1900. 
1987 and 1!)S8 ~r.1y d~"l to the hirlflg 01 
edd'llOIllI. OXOCulMI andlldr.linlstlolevo 
personnel As a perUlOlage 01 rO\'On~'C~. 
1l\M'IIVI • Ihoso ,-uslS dOl.roaSC\." Irem iif.lo In 
fis..a, I9&) I~ 8 ... K,f'S<.81 JtlS; 1111(1 "voase.lICo 
9~ .... 19~.e 1ll& <hlI.'eaSO'l trurr. mao I ... 198;' 
OOCUIfod prIma,,\, because (lonerol and 
IIdmlr.lstral.~o C'.osl$ increased k~ rapidly tllan 
rO\'\.'IlUCs dUll to glOllt~1 operal~ nff,~ 
realized 8S 8 result ollhe Compo!)1 ~orvl!l!J a 
largile revenue base Tho Inc'"aso from 1987 to 
1988 wa~ primar,1y C:uo to varIOUS ~r~18nd 
aa.'I1III's'r.ltivo expenses aS$OClllted with lho 
Alfordablo ecquisilion 

I 



IIl'2ltl-Care COMPARE Corp. and Subsldi:lry 

MANAGEMI-:HI"S DISCUSSION AND ANAL·/SIS OF 
FlNANCJAL CONDlTIC~ AND RF.511LTS OF OpeRATIONS 

o.pl'HisL' and Amortlzallon. k. II peI'(,il' ,UI!ld 
G .a-,,-et-w'$. dt~ .. ,,"\;;o~.o,i. u • .a o.-r-'';:\lO\~1. 
o,punses IIlfTlillflOOlolabvol) ..." ISIaJ .. "I 
8Pp:om.alef) 4'l\.l'l cact. 01 f~1 19..'16 and 
1987. and Inveasoo I" S%tr, fo&.al 1008 TlII.>S1l 
expenses ha .... IIl<.fea~c<I a$ a (o~vl\ \II ,till 
pv!1:haS9 01 ad .1ltlOl"illl ..orTII:NIOt lilll ""ii' b ar,J 
GOItwaro.le1eph\.o8 ana o>IIM\ C'I.ip!lll: II.lioe 
amortlZll!.oo (>f 1\l~'Schold i;nproY(JITICn:s L 1 
c:onnec!oOI1 with Ille Company's ro!ocat.on mto a 
new and Sl2n,jlCa/'.tly larger corwato 
headquarters in Septt'll'.ber 1987 and oosts Ir 
excoss 0' '\61 assets BC'QU,red in C.:>r.nc.:ll,)l\ IVI.h 

tho Affordablo scquisit.o.' 
Inlem .. t..:I. Tho Comlxlllr II'lI.Ulrellll1!OIPS\ 
expenso I~resenl·ng I'll. 0: love.1ues ill f,scal 
1986 TI18 Company 113s .r.vestcd 11 signl~nl 
portiOll oIlho net proceeds frOIll.ls publiC 
oIfOhngs III May 1987 end July .988 In V~IOOS 
mtt·cst Ilcanng IllStru:ncnts and .1~ a result. Ihe 
Company goneratea nel.nteresl.O('roKIlhal 
repr(,~en:lXll% 01 rovnnuos m '.SIo ... · 1981 ana 
3~ 01 l\lVenueS in f,scaI19S8 
Income ,ne<. !'or flSClll 1986. a fll't OPC'c;long 
I'Jss carrylOlWlllO eHsellncomo 13~ expenses 
DUM\J tho !.rsl quarter oIl.s.:a11987. tho 
COOIpary ul,l:zod tho Tomalrlng porlU, OIIlS n£:1 
oporal.ng loss cartylorwn'" Tho T.l~ Relorm Acl 
011986 e!l/I1i!1ates aU ill' -Irnenl la~ '!>al 
wouU o:he:w't.o too ava~ ..., 10 lhe: ~p.1n) 
81\( ro:luceo lho loderallo,.lIUlor.,. .:orporalo 
Iocoole lax ralo appl..:;ablO 10 tho Company \0 
44%10 f'SC!lt 1987 and 10 ~'4'" lhorea'ter 
Sco r,'"O 4 01 L'le N:lIOS 10 COn~-o'·aol«l 
Fonar.coal S1310'l1en!S 

Sta<ona1!tl. Tha c:.- opaV has t.;storo.;al:Y 
o~ sign,flCc:ll\l seJary 81'1 relalo;! 
tralr_ng costs for nurse reviewors 11M p'1}'SIClal's 
8S wcli 3S 3~.sot<alo;! lIqu;J:mO'lt COCI~ dUl'alg I\(; 
I,rst a'ld second IlSCal q'Jartcro 1\ ar.loG pall,," cf 
or. irK:reaso in 1h91l1»"'llber l)/ now pa.1o(..iXlOlS 
during Ille op&II 0Il!0!lITlen1 peI"OO SInce nea1tll 
calli plans rypica'ly havil an oper. r-nr,,)\i:nenJ 
IlOII;Y.Ilur now (\311..: panl'l durJlJ Ja."I,,,"ry 01 

l.'acl) )'llW.lho tompa';j 'IIWt.'pal~~ lhall\~ 
!"~",,," !ri$.. w ... .e ~ ... .d 'I~~ ..... a ~ ..... ~ ::. 
(Ctl(!!..I ...... ~\ .. uo"se~ .cw~onw t'iJIT. tho aO(l~oU!) 
aI nvrses arod p/1yS.IcIans 'lid .VllltOO 
expend,tures r \/lure ca' -illS <.00.0 btl 
a(lwlsol) allClolo.:l1\ ttoe (A.«t'IJ!llil ".~u'1i ..osIS 11'1 
ox<.css "t Ih~t (le\.e~SIlI ~ II .. so, .... u Iho a .. lu81 
/I\JI11tiel 01 , ...... partll.liJ4nt~ ,c.,uillfl" ".:1fT, oPflt'l 
... 'II'oI'mcnt 
Innallon. AltOOUij:'lIll'1<i11Oll has n?I haa a 
sign,fownl eftocl on lho Ccmpany S opCi.ll'1IlS to 
(late. managcmenlllcllOVt's l!>atthO rato lit v.1\:cIl 
roeallh care CO'its have Increase<! na~ co.1tr,t)utO:l 
Signlf~nlly 10 thO domano for 'IN.z:lt>oo revlolv 
ana .. oslma11i1l1C1Tl1'fI serv .... e~ S\I\ot, a~ lI1QSO 
provoded by Iht Ccmpany. 
Uquldll) and C.apllal Roou,,:ts 
Tho Company had ~23.OS:> 000 of wOrking 
cap,lal s' Augusl 31 19S8 8S comparod wilh 
$1 1 .907 !lOO 0' worl\lng capilal al AugU$1 31 
1987 TIllI ComP2nys primary SOl'rC'(I or \Jqu'd,t~ 
In ,.sc;d 1987 ane' 19~'3 Y'as the net Nt<C . tI 
$12.818000 and ~:2.747.00ilIrolfl '<{\ ICSt. .. '0 
o! -;0!'Ml00 stOCk on 1\\0 ~","lo.; SiOCt\ ;; 'fer .n\jS 
AO,1.t':"1l\11y $1.!>34.00il was rt'C1live<I tfl 
$('ptombOr 1938lhlough ,no i:nderwrlt~rs 
exercISe 01 i.'~' ove,.r."<>:mcnl optIOn 1ho 
~1!l""llCIInt uso. ,,' WOfl('!l\l cap,t.,"In";!uactl 
3d(l·I.oos ,,' Plop<lfly ar;;J .,q\.ipmc.1\::OO Oiller 
IISs<:lS 10 SUppoI'l tt.., (.{<T.pany s c,partaea ()ase 
,;,fM4lOSS 

Tt.e Ccmparri tx:'oe~s 11",' caSll glw.!raled from 
fUluie operaloc1S. tho prOl.J~as olliS p..o!)l,c 
olfcrimls, aoo 1110 Company ~ C·.'lcotl~ U!l\ 'S~ 
~ ooo.(lOO bail" 1.1l\ 01 c'OO.1. w.J be !IIl'f.C""'i '0 
foJnd tho ecm,any's oporallO!110 l> K1I!S 
CIflt';'p;lIe<! CxPanslOl' '0: ttlO OtlXl U 10.?4 
mooltls ~pt'll(j.ng "poll 11\0> 1C'i1l' 01 ~M'Ii.lSS 
cxparh'W!l 
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foI1etIJ C>I Heal'hCar. COMPAAE CorP ard s>~. as 01 
AuoJU$l'I. 1987 &Ild 19S8.1I\d1hC rel:.1od~ot· 
1,~6tI4f.:t 01 OIler.WI&, S1~~' OQUllf alld UI/I!lQw$ 
lor M'l.li n .. uvot yw .. , the porIOd endod AuQ'. ',' '. 
100& ThOSt II\IIICIII Slal-' aro 11>1 r~ 01 thO 
~,,'. mtlllgomtIf1I. Our r~ibi':y Is:;, O'll'ns an 
()I)On>on on thOU '1WIClaI $111 ... ..,."\11 baSOd 01. our aud<ll. 
We <:on<:uclod our audoI.1n .COOI'CilWICOWl!h gen.. ..... lOy 
~fId a.xJ.1f1g standards Ttoo&o &14_1 ro-1\Jir. \hal WIt 
pl&n &Ild roctoon Iht aud410 ObtlIn rOlSOl\ablO 1""'''-.:0 
about »toelhc: Iht '.nanclaI'I.lI_ ar. ,,.. 01 malO<l.\l 
rnlts:atc:no", /vi aud-llncluool o.'<AI'\<",,~, 00 110:4 ba .... 
~ supporlflg thO DmOt.1\l Mel c;,sclOSlrcs" tho 
'1IWICbI1lil1ornonil /vi &uc!oI1~ r.cMICS ~ Iht 
~"'lI pmclp!., used '"" "iJM;COIl\ est"""H I'ni<Io toy 
rna:\IIgc.'1IOIl!. t$ MY as ova· ... brlg tho 11\1111'1 'NnCoM 
SIIlornoni ptO$Oi>lAI(" 1'10 ~ thaI .. " aud<la ~ 1 
rOUONb1e balOS lew CIA" "noon 
In 0 ... opI\IoII.1ht e.lNOLcIall'd '1IIMClaI SIllenentl r.f.ned 10 
atme "'0.::'11 fafty.1n as malorial '1l$pOC!1. tho rflMCial 
pooOloon 011 !OalIhCaro COMPARE Cor? &nil ~ary as 01 
~ ~1. IDa7 aI>d 1008. aM the ,_ 01 it C!>O'aIIOnS &lid .s U$h IIOws lor oac.~ oI-l!vot yurl" lito perIOd ancrc.d 
Al1gUSI31. IttIS.IrIWlIorrr/tywilh QOIII:f"" ~td 
D~"'~ 

~.,..#..,( .. &-"'" 
LAvtNTHOI.", .k.'I'lWATH 
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 
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NOTF.STO CONSGUDATED FlNANClALSTATEMENTS 
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N~TO CONSOUDATED FlNANCIALSTATEMDlTS (Continued) 
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HealthCare COMPARE Corp. and Subsidiary 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont.inued) 

4, INCOME TAXES: 
In 1986, pre-tax income was offset by the utilization of 
available loss carryforwards. DUring 1987, the 
remaining loss carryforwards were completely utilized. 

Components of the provision for income taxes: 

AU9ust 31. 

1986 1987 :988 --- ----
Current 

Federai $ $ 669 U:-,'O $ 896.000 
State ';1200U 147 UO(j --- 7f) 1 ,Ol)(j 1 043,00(; 

De!('aed 
FedwiJi :'-;61,000 
State 85000 ----

,1S~ 000 

i3) eller:! of IO<;~ 

ca~ryil)rward 2Llliill 60000 ----
lolal $ 277,(lDO $82 1,('00 ,:!-It.95.000 

=--= 

ReCLinciliat,on 01 statutory;() c~ffective Income :ax rate 

Ft"~Jera' 

Slalul'):'y fil;"! 

Sk11e~ taV)s 'W; o' 

'ederai bfJ~1e!i: 

Expc'1ses not deUtJ(;::o,e fur 
'ncorne ;;'11 pU'DGSe'; 

Non'la~ar)ie !'"11e'es~ 

Ir:COIT'f: and dlv;der";o~: 

T,.lx t)enet,( of credit 
.. Jill!lat,on 

O;her 

E~\~ct:~'e 

'flc,)me lat ~al'" 

I' ) 

Augu<;; J 1 

1987 1988 

3 

7 

(J j 

(3 ) 

The sources oj deferred income: taxes and their lax 
effects sre as follows' 

Excess 01 lat. over 
t,lOOl<, depreciation 

EY.pen:;cs lor finanCial 

sl8.ternenlS 111 excess 
Of amounts (jeducled 
lOr ll;jx 

LIrT'.;I€Ki Oilrtners~',o 

losses aeduC:!lcle 
for la>: purposes 
flat recognized tor 
hnanClai 5taternents 

1986 

$ 

1987 1988 

$207.1JOO 

(128.000) 

373.000 

$452,000 
= 

5, EMPLOYMENT AGREEMENTS 
ANn DEfERRED COMPENSATION: 

The Company has employmen1 agreements, expiril 'b 
between 1988 and 1993, with certain officers and key 
employees. The agreements prOVide for, among other 
things, annual base salaries, and incentive and nefer'ed 
compensation, A portion of the incentive compensation 
is based on achievement of certain goals: the balance is 
at the discretion of the Board of Directors. 

At August 31,1987, certain key employees were entitled 
to (eceive future deferred compensation payments 
&ggregatlng $50.000. No payments were due at 
.August 31. 1988 

6, REDEEMABLE PREFERI{EI) STOCK: 

At A.ugust31. 1987, the Ccmpany had authOrized, 
issued and outstanding! .000 shares a: Series B 
redeemable preferred stock, $1.00 par value (,Serres B 
Preferred") In Aprii 1987, 1he Board of Directors 
amended the mandatory redemption features of the 
Series B Preferred to require that after May 31 1988. If 
the net Income of the Company for any preceding 
period of fOllr consecL:tive fiscal quarters IS at least 
$1,900,000. the Compa,lY mustledeern within 45 days 
all outstanding shares of Series 8 Preferred at a 
redemp1ion prrce of $1,00') per share. plus a dividend 
in an amount equal to 6% per annum of such 
mdemption price computed from June 1, 1987 to the 
date of redemption. 

/'i Augusf31. 1987, the Company had authorized, 
issued. and outstanding 500 sh"es of Series />, 
redeemable pmierred stock. $1.lV) par value ("Series A 
Preferred") In April. 1987, the Board cI Directors 
adopted identical mandatory redE'I'1otion provl'sions (as 

s1ated above for the Serres B heic'red) with respect :0 
thcl Series A Preferred. As a result of these changes, 
these shares have been classified as Redeenlcible 
Preferred Stock at August 31, 1987 fhe Series A 
Preferred and Serres B fJreferred were redeemed in 
,July 1988 at the redemption price plus accrued 
dividends of $98,000. 



HealthCare COMPARE Corp. and Subsidiary 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (ConUnuoo) 

7. STOCJ(II0LDERS' t:Ql1n~ 

In 1007 \1>1) ~ ~ lIS nc.ar pubic 

Cl'e<ng '" 1 3:0 000 "'""" 01 c-non SIoeI< ... " 
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rovorso SIoek sph!. e!ltet..o Aprti 10. IDa7 "lIollart 
por """t. end SIoek _ data haS bocIn rel<OlCWOly 
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