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EXPLANATORY NOTE

Pursuant to Rule 12b-15 of the Securities Exchange Act of 1934, as amended,
Per-Se Technologies, Inc. hereby amends its Annual Report on Form 10-K for the
year ended December 31, 2003 in response to certain comments of the staff of the
Securities and Exchange Commission in connection with its review of our
Registration Statement on Form S-1 (File No. 333-119012) filed on September 15,
2004 and amended on November 23, 2004, January 7, 2005, February 10, 2005, March
7, 2005 and March 9, 2005. The revisions contained in this Form 10-K/A do not
include the restatement of any financial information previously reported in our
Annual Report on Form 10-K for the year ended December 31, 2003 except that the
Company's Consolidated Statement of Cash Flows for the years ended December 31,
2003, 2002, and 2001 has been restated as indicated therein.

For convenience and ease of reference, we are filing the amended Annual
Report in its entirety. Unless otherwise stated, all information contained in
this amended Annual Report is as of May 13, 2004, the filing date of our
original Annual Report on Form 10-K for the year ended December 31, 2003. For
more current information, readers should refer to the reports and other
documents we have filed with or furnished to the Commission subsequent to May
13, 2004.
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PART I
ITEM 1. BUSINESS
INTRODUCTION

Per-Se Technologies, Inc. ("Per-Se" or the "Company"), a corporation
organized in 1985 under the laws of the State of Delaware, is focused on
providing solutions that improve the administrative functions of the healthcare
industry. Specifically, Per-Se provides Connective Healthcare solutions that
help physicians and hospitals achieve their income potential. Connective
Healthcare solutions support and unite healthcare providers, payers and patients
with innovative technology processes that improve and accelerate reimbursement
and reduce the administrative cost of care. The Company serves the healthcare
industry through two divisions: Physician Services and Hospital Services. Refer
to "Note 19 - Segment Reporting" in the Company's Notes to Consolidated
Financial Statements for financial information regarding the Physician Services
and Hospital Services divisions.

The Physician Services division provides Connective Healthcare solutions
that manage the revenue cycle for physician groups. The division provides a
complete outsourcing service, therefore, allowing physician groups to avoid the
infrastructure investment in their own in-house billing office. The division is
the largest provider of business management outsourced services that supplant
all or most of the administrative functions of a physician group. The target
market is primarily hospital-affiliated physician groups in the specialties of
radiology, anesthesiology, emergency medicine and pathology as well as physician
groups practicing in the academic setting and other large physician groups.
Services include clinical data collection, data input, medical coding, billing,
contract management, cash collections, accounts receivable management and
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extensive reporting of metrics related to the physician practice. These services
help physician groups to be financially successful by improving cash flows and
reducing administrative costs and burdens. Fees for these services are primarily
based on a percentage of net collections on the Company's clients' accounts
receivable. The division recognizes revenue and bills customers when the
customers receive payment on those accounts receivable, which aligns the
division's interests with the interests of the physician groups it services. The
division's offerings have historically focused on the back-end processes
required to ensure that physicians are properly reimbursed for care delivery.
The division also offers a physician practice management ("PPM") solution that
is delivered via an application service provider ("ASP") model and collects a
monthly usage fee from the physician practices using the system. The division's
revenue model is 100% recurring in nature due to the transaction-based nature of
its fee revenue in the outsourced services business and the monthly usage fee in
the PPM business.

Formed in July 2003 through the combination of the former e-Health
Solutions and Application Software divisions, the Hospital Services division
provides Connective Healthcare solutions that focus on revenue cycle and
resource management to improve the financial health of hospitals. The division
has one of the largest electronic clearinghouses in the medical industry, which
provides an important infrastructure to support its revenue cycle management
offerings. The clearinghouse delivers dedicated electronic and Internet-based
business-to-business solutions that focus on electronic processing of medical
transactions as well as complementary transactions, such as electronic
remittance advices, realtime eligibility verification and high-speed print and
mail services. Other revenue cycle management solutions provide insight into a
hospital's revenue cycle inefficiencies, such as denial management. Denial
management allows hospitals to identify charges denied reimbursement by a payer
and to take corrective actions such as resubmitting for reimbursement. Hospitals
may opt to outsource portions of their revenue cycle management process to the
Company, such as secondary insurance billing. The division also provides
resource management solutions that enable hospitals to efficiently manage
resources to reduce costs and improve their bottom line. The division's staff
scheduling software efficiently plans nurse schedules, accommodating individual
preferences as well as environmental factors, such as acuity levels, as well as
schedules all the personnel across the hospital enterprise. The division's
patient scheduling software helps effectively manage a hospital's most expensive
and profitable area, the operating room, as well as schedules patients across
the enterprise. The division primarily recognizes revenue on a per-transaction
basis for its revenue cycle management solutions

and primarily recognizes revenue on a percentage-of-completion basis or upon
software shipment for sales of its resource management software solutions.
Approximately 88% of the division's revenue is recurring due to its
transaction-based business and the maintenance revenue from its substantial
installed base for the resource management software.

The Company markets its products and services to constituents of the
healthcare industry, primarily to hospital-affiliated physician practices,
physician groups in academic settings, hospitals and integrated delivery
networks ("IDNs").

As stated previously, the Company focuses on the administrative functions
of the healthcare market, with the majority of its business based in the United
States. Healthcare spending in the United States reached an estimated $1.7
trillion or 15.3% of gross domestic product in 2003. It has been estimated that
as much as 31% of annual healthcare spending is for administrative functions.
The Company's solutions help make the reimbursement of healthcare more efficient
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and help improve the overall patient care experience by simplifying the revenue
cycle process for physicians and hospitals. The Company's services and solutions
are not capital-intensive for providers, making them a cost-effective solution
as providers focus on their financial health.

During 2003 and early 2004, the Company took steps to strengthen its
strategic focus and financial health. Two non-core software product lines for
hospitals were divested —-- a clinical information system was divested in July
2003, and a patient financial management system was divested in January 2004.
Both product lines were enterprise-wide software solutions that required a
hospital or IDN to invest significant capital and time to implement. Both
product lines generated negative cash flow during 2003. In July 2003, the
Company reorganized, aligning its operations around its two key constituents:
physicians and hospitals. The Company incurred approximately $0.8 million in
restructuring charges in 2003 related to this reorganization. In September 2003,
the Company made significant improvements to its capital structure. The Company
permanently retired $35 million of its then- outstanding debt of $160 million.
The Company refinanced the remaining balance of $125 million at substantially
lower interest rates.

The Company recorded research and development costs of approximately $8.0
million, $10.1 million and $5.3 million in 2003, 2002 and 2001 respectively.

RECENT DEVELOPMENTS
RESTATEMENT OF FINANCIAL STATEMENTS

As a result of allegations of improprieties made during 2003 and 2004, the
Company's independent registered public accounting firm advised the Company and
the Audit Committee of the Board of Directors that additional procedures should
be performed related to the allegations. These additional procedures, which
predicated the 2003 Form 10-K filing delay, were required due to Statement of
Auditing Standards No. 99, Consideration of Fraud in a Financial Statement
Audit, ("SAS No. 99") that became effective for periods beginning on or after
December 15, 2002. Due to the volume and, in some cases, vague nature of many of
the allegations, the scope of the additional procedures was broad and extensive.
The additional procedures included the review of certain of the Company's
revenues, expenses, assets and liabilities accounts for the years 2001 through
2003. Certain financial items were identified during the additional procedures
that warranted further review by the Company. The Company reviewed these items
and determined that it was appropriate to restate certain prior period financial
statements. The restatements affect the financial statements for the years ended
December 31, 2002 and 2001 and for the nine months ended September 30, 2003, and
are included in this report.

The overall impact of the restatements is a net increase to reported net
income totaling approximately $2.1 million, or $.07 per share on a fully diluted
basis for the years 2001 and 2002, and for the nine months ended September 30,
2003. On an annual basis, the net decrease to the reported net loss for 2001 is
approximately $0.2 million or $.01 per share, and the net increase to reported
net income for 2002 is approximately $1.0 million or $.03 per share on a fully
diluted basis. The net increase to reported net income for the nine months ended
September 30, 2003, is approximately $0.8 million or $.03 per share on
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a fully diluted basis. In the periods presented on a quarterly basis, the impact
of the restatements is a net increase to reported net income, except for the
second quarter of 2002, which has a decrease to reported net income of $0.2
million. The restatements were primarily related to certain liability accounts
that were determined to be over-accrued based on the correction of errors and
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the subsequent refinement of estimates originally made in establishing the
accruals.

The impact of the restatements is detailed in Note 2 of Notes to the
Consolidated Financial Statements included in Item 8. Financial Statements and
Supplementary Data.

The Company expects to record costs totaling approximately $6 million to $7
million during 2004 for the additional procedures. Approximately $4 million of
costs associated with the additional procedures were recorded for the three
months ended March 31, 2004 with the remainder to be recorded during the three
months ended June 30, 2004

As a result of errors that caused the restatements to the Company's
financial statements, the Company's independent registered public accounting
firm determined that a material weakness exists related to the Company's
internal controls and procedures. The Company's independent registered public
accounting firm reported to the Company that the errors that resulted in the
restatements reflected in this Form 10-K, which generally related to the
recording of accruals for sales commissions, vacation liabilities, legal
expenses, health insurance, incentive compensation and other liabilities, were
the result of not having appropriate controls over the estimation process
associated with the establishment of accruals and reserves and the lack of
adequate supervision of accounting personnel. The Company has taken steps to
improve controls in these areas, including hiring a new Corporate Controller and
principal accounting officer, reorganizing the Company's accounting groups so
that the divisional accounting departments now report directly to the Corporate
Controller, strengthening controls over the month-end close process and
requiring monthly review and documented approval for all balance sheet
reconciliations. The Company believes the actions taken and additional controls
implemented have effectively addressed the material weakness identified by its
independent registered public accounting firm.

Under the $175 million Credit Agreement (refer to "Note 10 -- Long-Term
Debt" in the Company's Notes to Consolidated Financial Statements for more
information), the Company has certain reporting requirements for the submission
of its financial statements to the Lenders, as defined in the Credit Agreement.
On April 30, 2004, the Company was granted an extension of the May 15, 2004,
submission deadline for its results for the period ended March 31, 2004. The
Company has until the extended deadline of May 28, 2004, to submit its first
quarter 2004 financial statements to the Lenders.

On April 5, 2004, the Company received a noncompliance notification from
The Nasdag Stock Market ("Nasdaq") due to the delay in filing of the 2003 Form
10-K. On April 29, 2004, the Company had a hearing on the matter before a Nasdag
Listing Qualifications Panel (the "Panel"). The Panel has not yet issued its
decision, but is expected to do so shortly. The Company 1is currently in the
process of finalizing its first quarter 2004 results. As required, the Company
expects to receive a noncompliance notification from Nasdag due to the delay in
filing its first quarter 2004 Form 10-Q, which was due on May 10, 2004. The
Company is working to file its first quarter 2004 Form 10-Q as quickly as
possible.

LLOYD'S OF LONDON LITIGATION SETTLEMENT

On May 10, 2004, the Company reached a settlement with its former insurance

carrier, certain underwriters at Lloyd's of London (collectively "Lloyd's"). The
Company was in litigation with Lloyd's after its attempt in May 2002 to rescind
certain errors and omissions ("E&O") policies and directors and officers and
company reimbursement ("D&O"), policies that it had issued to the Company from

the period December 31, 1998, to June 30, 2002. In the settlement Lloyd's agreed
to pay the Company $20 million in cash by July 9, 2004. Lloyd's also agreed to



Edgar Filing: PER SE TECHNOLOGIES INC - Form 10-K/A

defend, settle or otherwise resolve at their expense the two remaining pending
claims under the E&O policies. In exchange, the Company provided Lloyd's with a
full release of all E&O and D&O policies. The California Superior Court retained
jurisdiction to enforce any aspect of the settlement agreement.
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As of the settlement date, the Company had an $18.3 million receivable from
Lloyd's, of which approximately $4.9 million represented additional amounts to
be paid by the Company under prior E&O policy settlements covered by Lloyd's.
Effective on May 12, 2004, as a result of negotiations among the Company,
Lloyd's, and a party to a prior E&O policy settlement with the Company, the
Lloyd's settlement was amended to reduce by $3.8 million the additional amounts
to be paid by the Company under the prior E&O policy settlements covered by
Lloyd's. This amendment reduced the amount of cash payable by Lloyd's to the
Company in the settlement from $20.0 million to $16.2 million, and reduced the
amount of the Company's receivable from Lloyd's by $3.8 million. The Company
expects to record a gain of approximately $1.7 million on settlement when the
cash is received.

STATEMENT OF CASH FLOWS ——- RESTATED

Certain amounts in the Company's Consolidated Statements of Cash Flows
related to Funds Due to Clients have been reclassified for the years ended
December 31, 2003, 2002, and 2001. These reclassifications decreased net cash
provided by operating activities and increased net cash provided by financing
activities by approximately $0.2 million, $1.1 million, and $0.9 million in the
years ended December 31, 2003, 2002 and 2001, respectively. Additionally, for
the year ended December 31, 2003, the Company reclassified approximately $4.3
million related to its debt refinancing from cash flows from operating
activities to cash used for financing activities. The Company determined that
these reclassifications, when aggregated, required the Company to restate its
Consolidated Statements of Cash Flows for the years ended December 31, 2003,
2002, and 2001.

DESCRIPTION OF BUSINESS BY INDUSTRY SEGMENT

The following description of the Company's business by industry segment
should be read in conjunction with Note 19 of Notes to Consolidated Financial
Statements included in Item 8. Financial Statements and Supplementary Data.

BUSINESS MANAGEMENT OUTSOURCED SERVICES FOR PHYSICIANS

Approximately 225,000 U.S.-based hospital-affiliated physicians represent
the Company's target market for business management outsourced services. The
target market consists of large physician groups -- typically 10 or more
physicians depending upon the specialty —-- and represents an estimated market
opportunity of approximately $7 billion. The Company estimates that
approximately 20% to 30% of the physicians in the target market currently
outsource their business management needs, with the remainder of physicians
performing these services in house. The Company's Physician Services division is
the largest provider of comprehensive business management outsourcing services
to the U.S. hospital-based physician market, supporting approximately 1,100
clients in 42 states. The business of providing integrated business management
outsourcing services is highly competitive. The division competes with regional
and local billing companies as well as physician groups performing these
services in house. Competition among outsourcing companies is based upon the
relationship with the client or prospective client, the efficiency and
effectiveness of converting medical services to cash while minimizing compliance
risk, the ability to provide proactive practice management services and, to the
extent that service offerings are comparable, price. The Company believes there
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is a trend toward outsourcing among physician groups performing these revenue
cycle management services in house due to the complexity of reimbursement
regulations and the financial pressures physician groups face.

ASP-BASED PHYSICIAN PRACTICE MANAGEMENT SYSTEMS

Representing less than 5% of the revenue of the Physician Services
division, the Company's ASP-based PPM solution is targeted at office-based
physicians and physician groups in the United States, and is the largest PPM
solution delivered via ASP in the nation serving approximately 4,000 physicians.
Today, the solution is regionally focused, mostly in the upper Midwest. The PPM
market is highly competitive with large national competitors as well as small
regionally or locally focused competition.

REVENUE CYCLE MANAGEMENT SOLUTIONS FOR HOSPITALS

The market for hospital revenue cycle management solutions ranges from
providing technology tools that allow a hospital's central billing office
("CBO") to more effectively manage its cash flow to full or partial outsourced
solutions. Technology tools include electronic transactions, such as claims
processing, that can be delivered via the Web or through dedicated electronic
data interfaces as well as license-based solutions, such as automated cash
posting solutions, that are deployed at the CBO. The Company's Hospital Services
division has the third largest electronic clearinghouse (based on Company market
research) in the healthcare industry and processes approximately 320 million
transactions on an annual basis. The clearinghouse supports more than 1,400
governmental and commercial payer connections in 48 states. The Company's
revenue cycle management solutions are currently in approximately 400 hospitals
in the United States. Competition in the revenue cycle management market is
based on providing solutions that enable hospitals to improve their cash flow.
Competitors include traditional electronic data interface companies, Internet
healthcare companies, outsourcing companies and specialized software vendors.

RESOURCE MANAGEMENT SOLUTIONS FOR HOSPITALS

The market for resource management solutions for hospitals focuses on
license-based and Internet solutions to help hospitals efficiently and
effectively manage their costs. The Company's resource management business
focuses on the areas of staff and patient scheduling. The Company provides staff
and patient scheduling solutions to approximately 1,600 hospitals, primarily in
the United States. The Company's Hospital Services division has the
market—-leading staff scheduling solution and a market-leading patient scheduling
solution. Competition in this market segment is based on enabling a hospital to
decrease costs by improving the utilization of its personnel and facilities. The
Company competes against national software vendors, specialized software vendors
and Internet healthcare companies.

RESULTS BY INDUSTRY SEGMENT

Information relating to the Company's industry segments, including revenue,
segment operating expenses, segment operating profit and identifiable assets
attributable to each division for each of the fiscal years ended 2003, 2002 and
2001 and as of December 31, 2003 and 2002, is presented in Note 19 of Notes to
Consolidated Financial Statements in Item 8. Financial Statements and
Supplementary Data.

HEALTHCARE INDUSTRY

Trends in the United States healthcare industry affect Per-Se's business.
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As healthcare expenditures have become a larger percentage of the gross domestic
product, increasing focus has been placed on the administrative costs and
burdens associated with the delivery of care. As a result, payers have sought to
control costs by changing from the traditional fee-for-service reimbursement
model to managed care, fixed fee and capitation arrangements. These
reimbursement models, coupled with extensive regulatory control and government
healthcare fraud and abuse initiatives, have resulted in a significantly more
complex accounting, coding, billing and collection environment. Such industry
changes create a more positive market for solutions that reduce a healthcare
provider's administrative burdens, help ensure compliance in the complex
regulatory environment and minimize medical coding and billing errors, while
improving reimbursement and reducing costs.

Both governmental and private payers continue to restrict payments for
healthcare services, using measures such as payment bundling, medical necessity
edits and post-payment audits. These measures may decrease revenue to the
Company's provider clients and consequently decrease revenue derived by the
Company from such clients, as well as increase the cost of providing services.

The healthcare industry continues to focus on the impact that regulations
governing standards for electronic transactions, privacy and information
security issued under the Health Insurance Portability and Accountability Act of
1996 ("HIPAA") have on operations and information technology systems. HIPAA was
designed to reduce administrative waste in healthcare and protect the privacy
and security of patients'

health information. HIPAA regulations identify and impose standards for all
aspects of handling patient health information. These regulations, which are
described in more detail below under the subheading "Regulation," may require
the Company to enhance its internal systems and software applications sold, but
HIPAA may also create an increased demand for the Company's services and
solutions. While the Company has incurred and will continue to incur costs to
comply with HIPAA, management believes these compliance costs will not have a
material impact on the Company's results of operations.

REGULATION

Per-Se's business 1s subject to numerous federal and state laws, programs
to combat healthcare fraud and abuse, and increasing restrictions on
reimbursement for healthcare services. Each of the major federal healthcare
payment programs (Medicare, Medicaid and TRICARE) has its own set of complex and
sometimes conflicting regulations. The Balanced Budget Act of 1997 and HIPAA
have mandated additional regulations, and many states have passed legislation
addressing billing and payment for healthcare services.

The federal government is making significant efforts to detect and
eliminate healthcare fraud and abuse, particularly through its enforcement of
the False Claims Act, the Medicare and Medicaid Patient and Program Protection
Act of 1987 and HIPAA, all of which provide the federal government with the
authority to impose both civil and criminal sanctions and penalties for
submission of false claims to governmental payers. The federal government may
impose civil monetary penalties up to $50,000 per offense as well as exclude a
provider from participation in Medicare and other governmental healthcare
programs. In addition, the False Claims Act allows a private party to bring a
"qui tam" or "whistleblower" suit alleging the filing of false or fraudulent
Medicare or Medicaid claims and potentially share in damages and civil penalties
paid to the government. The U.S. Centers for Medicare & Medicaid Services
("CMS") offers rewards for information leading to the recovery of Medicare
funds, and CMS engages private contractors to detect and investigate fraudulent
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billing practices.

The Company's compliance program, which is modeled after the Office of
Inspector General's Compliance Program Guidance for Third-Party Medical Billing
Companies, is designed and maintained to detect and prevent regulatory
violations. The Company believes its compliance program is effective; however, a
compliance program cannot be expected to provide absolute compliance with the
law. The existence of an effective compliance program may, nevertheless,
mitigate civil and criminal sanctions for certain healthcare-related offenses.

Under HIPAA, the federal government published final rules regarding the
standards for electronic transactions as well as standards for privacy and
security of individually identifiable health information. These rules set new or
higher standards for the healthcare industry in handling healthcare transactions
and information, with penalties for noncompliance.

The HIPAA rules regarding standards for electronic transactions require
healthcare providers, healthcare clearinghouses and health plans that send or
receive healthcare transaction data electronically to use standard data formats.
The compliance deadline for standard electronic transactions was October 16,
2003. In September 2003, CMS issued transitional guidance that allowed
noncompliant electronic transactions after the October 2003 compliance deadline.
The industry continues to work toward compliance. The Company has modified the
operations of its subsidiaries that are engaged in the electronic transmission
of such data substantially to comply with HIPAA's electronic transaction
standards.

The HIPAA rules regarding privacy of patient health information require
organizations that handle such information to establish safeguards regarding
access, use and disclosure, and to restrict how other entities use that
information. The privacy rules had a compliance deadline of April 14, 2003, and
the Company implemented them on or before the deadline. The Company believes
that its operations are in material compliance with the privacy rule
requirements. Although the HIPAA privacy rules do not provide a private right of
action for individuals, individuals could bring a privacy action under
applicable state law for misuse or improper disclosure of their health
information.

Th