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PART |
Item 1. Business
General

VitaWorks Inc. is a leading provider of information management technology and services targeted to
healthcare practices and organizations throughout the United States. We provide I T-based solutions for genera
medical practices and have speciaty-specific products and services for practices such as radiology,
anesthesiology, ophthalmology, emergency medicine, plastic surgery, and dermatology. We also offer enterprise-
level systems designed for large physician groups and networks. Our range of software solutions, which include
workflow features related to patient encounters, automate the administrative, financial, and clinical information
management functions for physicians and other healthcare providers. We provide our clients with ongoing
software support, implementation, training, electronic data interchange, or EDI, services for patient billing and
claims processing, and a variety of Web-based services.

We were incorporated in Delaware in November 1996. Prior to July 10, 1997, we conducted no
significant operations and generated no revenue. On July 10, 1997, we completed our initial public offering.
During the remainder of 1997 through 1999, we completed acquisitions of 16 medical companies. In addition,
during the period July 10, 1997 through 2000, we acquired 19 companies that made up our former dental software
business.

On March 5, 2001, we spun-off our dental software business through a pro rata distribution to our
shareholders of al the outstanding common stock (the "Distribution™) of our previousy wholly-owned subsidiary,
PracticeWorks, Inc. ("PracticeWorks'). As aresult of the Distribution, PracticeWorks became an independent
public company operating what was formerly our dental business, which included the dental, orthodontic, and ora
and maxillofacia surgery business lines. Accordingly, PracticeWorks has been accounted for as discontinued
operations. All information contained in this report, unless otherwise indicated, has been restated to reflect the
Distribution. We relocated our executive offices © Connecticut and began doing business as "VitaWorks"
following the Distribution. The materia terms of the Distribution are described herein.

Industry Background

Healthcare spending in the United States has risen dramatically over the past two decades, amounting to
approximately $1.3 trillion in 2000, according to the Center for Medicare and Medicaid Services, and is expected
to grow to $2.0 trillion in 2006. Federa and state governments, insurance carriers and other third-party payors
have taken actions to control these rising costs. As a result, physicians are under increasing pressure to reduce
costs and operate their practices more efficiently. One of the ways in which third-party payors have managed
rising costs has been to employ aternative reimbursement models to replace the fee-for-service reimbursement
model, which has been the traditional basis for payment for healthcare services. Such aternative reimbursement
models include managed care, fixed-fee, and capitated models of reimbursement. The result of these generaly
more restrictive reimbursement models has been a dramatic increase in the complexity of accounting, billing, and
payment collection for healthcare services.

The privacy and security rules adopted by the Health Insurance Portability and Accountability Act of
1996, or HIPAA, are also serving as a driver for expanded information management tools, especially in the areas
of clinical information. Practices will be required to ensure confidentiality of patient healthcare information, and
to better control access to this information.

In addition, physicians are under increased pressure to control the qudity of the care they deliver. In
1999, the Ingtitute of Medicine reported that up to 98,000 Americans die each year from preventable medica
mistakes experienced during hospitalization. Coalitions such as The Leapfrog Group have formed to help ensure
that consumers are properly informed to make the most educated decisions about the medical care they need, and



that physicians are practicing medicine at the highest possible levels of care and safety. A key factor for a
physician to achieve this level of careisthe accuracy and availability of patient healthcare information.

To address these challenges, hedthcare providers are increasingly using information technology,
including practice management and clinical information systems. Practice management systems include a range
of software products and services for physicians and other providers of healthcare services. Most practice
management systems provide severa common functions, including practice administration functions such as
patient scheduling, and financial functions such as insurance billing, patient billing and receivables management.
Clinical information systems include electronic medical records, clinical charting, eectronic prescribing, patient
tracking and patient workflow systems.

The continued evolution of information and telecommunication technologies has led to the development
of a variety of electronic tools that can be integrated with practice management systems, helping to improve
healthcare practices cash flow. Among these is EDI, which expedites the submission of healthcare insurance
claims to third-party payors and expedites the receipt of reimbursement. Paper claims require more time and are
significantly more expensive to prepare, file, and process than electronically submitted claims. EDI transactions,
on the other hand, can be processed directly with thirdparty payors or channeled through processing
clearinghouses at significantly lower costs to the provider and the payor. Because of these significant cost
savings, some payors are beginning to require practitioners to submit reimbursement claims electronicaly. In
addition, new regulations mandated by HIPAA require the industry to move to a single electronic format accepted
by al payors. We believe this will simplify the process of electronicaly exchanging information and thereby
enhance the utilization of electronic clam submission and open the doors to many other types of EDI services,
such as electronic remittance advice, determination of eligibility, claim status checks, and referral authorizations.

Products and Services

We offer a wide range of practice management and clinical software products to healthcare providers in
targeted speciaty markets. These products are designed to automate the administrative, financia, and clinical
information management functions of office-based physician practices, hospital-based physician practices, and
large healthcare enterprises, clinics and organizations.
Types of Products

Each of our products addresses the management of healthcare data in one or more of several different
areas. These areasinclude:

Financial management, including patient billing, insurance processing, receivables and collections
management.

Administrative management, including appointment scheduling, patient registration, patient correspondence,
referral analysis, and document imaging and management.

Clinical data management, including complete documentation of patient visits, prescription writing, patient
medica history, and treatment planning.

EDI, including electronic processing of insurance claims and patient statements.



Targeted Specialties

In addition to addressing the needs of primary care and general medical practices and clinics, many of our
software products have been designed to address the specific needs of specidty practices. For example,
anesthesiologists are required to bill their services on the basis of time units, and radiologists require
specialized scheduling, film tracking, image delivery and workflow capabilities. Our targeted specialties
include:

Hospital-based physician specidties.

Radiology
Anesthesiology

Enterprise-level groups:

Large physician groups

Emergency departments

Physician networks

Clinics

Service bureaus

Management Service Organizations
Independent Physician Associations

Office-based physician specidties:

Ophthamology
Dermatology
Plastic Surgery
Podiatry

Principal Products

Our principal products are the main practice management and clinical information products used by our
clients. Each principal product falls into one of two categories. “core” products or “classic” products. Our core
products offer advanced functionality and operate with the latest generation of operating systems and hardware
platforms offered by us. In addition, core products are the primary products offered to our targeted practice areas.
Classic products, while continuing to offer adequate functionality, typicaly lack advanced practice management
features and are not designed for the latest generation of operating systems. We actively market eight core
products and support 20 classic products. We bdlieve that there is a significant opportunity to provide system
upgrades to those clients using classic and other non-core products by providing a migration path to our core
products. While we primarily market our core products, we will continue to provide customer support for our
classic products until we determine that it is no longer cost effective or practically possible to do so. We are
actively promoting the migration of classic product clients to newer products.

We bdieve that while desktop systems will continue to be based primarily on some version of the
Microsoft Windows family of operating systems, a significant number of physician, patient, and office functions
will require Internet connectivity and demand a more platform-neutral approach. Consequently, our research and
development efforts for new products are centered around building platform-independent applications using
proven technologies.



Ancillary Products

In addition to our principal practice management and clinical products, we offer a variety of ancillary
products. While some of these products may operate on a stand-alone basis, these are typically add-on modulesto
our principal products. Ancillary products allow us to leverage our client base for additional sales revenue, as
well as generate interest and competitive advantage for our core products. These ancillary products include:

Decision support tools — We offer several different decision support tools designed to supplement the
analytical features of our practice management software products. These tools enable physicians to access,
sort, and display data according to user-selected criteria, including payor, referral source, reimbursement rate,
timeinterval, and other variables.

Document imaging and management — Our integrated document imaging and management tools enable
practices to electronically capture, store, and manage al patient documents, as well as automate and
streamline workflow.

Wireless data entry — Physicians using wireless data entry can enter and review data from a handheld
computing device, viawireless transmission.

Palm integration — Pam integration allows physicians to download data to Palm-compatible handheld
computing devices, for easy data access while away from the office.

Web-based services — Web-based services include radiology image and report distribution, patient and office
staff communication, appointment and prescription refill requests, and patient account inquiry.

Product interfaces — We provide connectivity between our principal products and a variety of third-party

products, such as hospital information systems, lab information systems, coding systems, and picture archive

and communication systems, or PACS.
EDI Services

Our core software products offer transaction-based EDI functions, including patient billing and insurance

claims submission and remittance. The use of EDI can improve a healthcare practice's cash flow by enabling
more accurate and rapid submission of claims to third-party payors and more rapid receipt of corresponding
reimbursements. We generate revenues by facilitating EDI transactions, currently processing approximately five
million EDI transactions each month. Current EDI servicesinclude:

RapidBill™ — Provides comprehensive, automated patient statement processing services.

RapidCollect™ — Provides collection letter processing.

RapidReminder ™ — Provides appointment reminder notification processing.

RapidClaim™ — Provides el ectronic submission of insurance claims, and available claims scrubbing.

RapidRemit™ — Provides electronic remittance of insurance payments and automatically posts explanation of
benefits data into the practice management system.

RapidEligibility™ — Provides electronic access to insurance and managed care plans to determine a patient's
eligibility and covered benefits.



Other Services

We believe that a high level of customer service isimportant to the successful marketing and sale of our
products. We provide a comprehensive suite of training, consulting and technical support services to implement
and support our products including:

Software Maintenance— Under the terms of our standard maintenance arrangement, customers pay a periodic
(i.e, monthly, quarterly, annually) maintenance fee. The fee charged is generally a fixed percentage of the
list price at time of contract signing of the licensed software used by customers. This fee entitles customersto
technical support and to any maintenance updates for their software, if and when updates are released.

Hardware Maintenance — Similar to software maintenance, customers may contract with us for maintenance
of their hardware. In return for periodic maintenance fees, the customer is provided comprehensive telephone
diagnostic support and on-site field service support. We subcontract with various thirdparty hardware
maintenance professionals to provide a significant amount of our on-site field service support.

Consulting and Training Services — We offer consulting, training, and implementation services on atime and
materials basis. Based on a customer’s technical and application knowledge, the customer can customize a
program with us that provides the customer with the appropriate level of upfront and ongoing consulting and
training support. Typicaly customers who purchase new or add-on systems will utilize our implementation
and installation services.

Our services and support organization consisted of 332 employees as of December 31, 2002.
Future Products

In 2002, we released our first products based on our Ingenuity™ platform, which included RadConnect
Results and our first version of RadConnect RIS.

Our Ingenuity™ platform utilizes a server side Java, or J2EE, application paired with a zero-client
browser-based front end (true Web-based technology). Standard SQL databases can be used for data storage.

In February 2003, we completed our first upgrade of RadConnect RIS, which included major
enhancements including mammography tracking. For the balance of 2003 and through 2004, we plan to focus on
developing a variety of products based on our Ingenuity™ platform, including radiology, anesthesiology, and
medical practice management systems as well as an enterprise level eectronic medical records, or EMR, system
targeted to the ambulatory healthcare market.

Resear ch and Development

Our development efforts are focused on new products based on our Web-based Ingenuity™ platform, as
well as maintaining the stability and competitiveness of our current product offerings. We augment our
development staff with thirdparty developers. These third-party resources are focused on new and next
generation product development. Historically, our research and development efforts have principally involved the
incorporation of the best technologies from each acquired product into our core practice management systems.
While we continue to incorporate the best functionality from our acquired products, this is only one of the tasks
that our development staff is charged with. Our research and development department is also responsible for
coordinating the activities of developers and product managers on all cross-specialty development efforts. These
activities include researching emerging technologies in both the healthcare and technology sectors, carefully
evaluating each for their ability to enable physicians to deliver better healthcare to their patients more efficiently,
and establishing best practices for our development efforts. Our research and devel opment organization consisted
of 150 employees as of December 31, 2002, and is currently co-located with our support staff primarily in three
locations: Daytona, Florida; Birmingham, Alabama; and Minneapolis, Minnesota. This co-location of staff helps



to keep staff focused on industry specific applications and provide cross communication between the support staff
who, in turn, are in regular communication with customers, thus providing the best quality products for our
customers' needs.

In 2002, 2001 and 2000, our research and development expenses were $13.5 million, $10.9 million and
$13.8 million, or 11.8%, 10.2% and 13.6% of total revenues, respectively. In addition, in 2002 and 2001, we
incurred $4.8 million and $4.6 million, respectively, of third-party programmer fees that we capitalized in
conformity with Statement of Financial Accounting Standards No. 86, “Accounting for the Costs of Computer
Software to be Sold, Leased or Otherwise Marketed.”

Sales and Marketing

We market and sell our products in the United States primarily through a direct sales force, composed of
74 sales and marketing personnel as of December 31, 2002. We have sales offices located in Ridgefield,
Connecticut; Birmingham, Alabama; Daytona, Florida; Minneapolis, Minnesota; Portland, Oregon; and
Cincinnati, Ohio. Product support, training and implementation services are aso available through many of these
offices. In addition, many of our sales representatives are based from their home offices throughout the United
States. We organize our sales force by medica specialty and product platform. All members of our sales
organization participate in sales training, which among other things, enables them to understand the specialty-
specific needs of our prospective customers.

Within our existing customer base, we promote and sell system upgrades, product add-ons, ancillary
products, maintenance services and EDI services. In addition, we target new customers principally through direct
mail campaigns, telemarketing, seminars, webinars, trade shows and advertisements in various publications.
Moreover, senior personnel and members of management assist in sales and marketing initiatives to larger and
more technically advanced prospective customers. Sales cycles generally range from an average of three to four
months for small office-based physician systems to as much as six to eighteen months for clinical and larger scale
systems.

For each of the past three fiscal years, no one customer has accounted for more than 10% of tota
revenues.

Intellectual Property

We rely primarily on a combination of copyright and trademark laws, trade secrets, confidentiality
procedures and contractual provisions to protect our intellectual property and proprietary rights. These laws and
procedures afford only limited protection.

Despite our efforts to protect our proprietary rights, unauthorized parties may attempt to copy aspects of
our products or to obtain and use information that we regard as proprietary. Policing unauthorized use of our
products is difficult, and such problems may persist. There can be no assurance that our means of protecting our
proprietary rights will be adequate or that competitors will not independently develop similar technology.

Some of our programs aimed at the radiology market have been delivered along with their applicable
source code, which is protected by contractual provisions. In other cases, we have entered into source code
escrow agreements with alimited number of our customers requiring release of source code under certain limited
conditions, including any bankruptcy proceeding by or against us, cessation of our business or our failure to meet
our contractua obligations.

We rely upon certain software that is licensed from third parties, including software that is integrated with
some of our internally developed software and/or is used with some of our products to perform certain functions.
In some cases, we private label third party software for relicensing. There can be no assurance that these third
party software licenses will continue to be available to us on commercially reasonable terms, which could



adversely affect our business, operating results and financial condition. In addition, there can be no assurance that
third parties will not claim infringement by us with respect to our products or enhancements thereto.

We distribute our software under software license agreements that grant customers a nonexclusive,
nontransferable license to our products and contain terms and conditions prohibiting the unauthorized
reproduction or transfer of our products.

Competition

Our principal competitors include both national and regiona practice management and clinical systems
vendors. Currently, the practice management and clinical systems industry in the United States is characterized by
a large number of relatively small, regionally focused companies, comprising a highly fragmented industry with
only afew national vendors. We bdlieve that the larger, national vendors are broadening their markets to include
both small and large healthcare providers. In addition, we compete with national and regional providers of
computerized billing, insurance processing, and record management services to healthcare practices. As the
market for our products and services expands, additional competitors are likely to enter this market. We believe
that the primary competitive factorsin our markets are:

product features and functionality;

ongoing product enhancements;

customer service, support and satisfaction;
the reputation and stability of the vendor; and
price.

We have experienced, and we expect to continue to experience, increased competition from current and
potential competitors, many of whom have significantly greater financial, technical, marketing and other
resources than us. Such competitors may be able to respond more quickly to new or emerging technologies and
changes in customer requirements or devote greater resources to the development, promotion and sale of their
productsthan us. Also, certain current and potential competitors have greater name recognition or more extensive
customer bases that could be leveraged, thereby gaining market share to our detriment. We expect additiona
competition as other established and emerging companies enter into the practice management and clinica
software markets and as new products and technologies are introduced. Increased competition could result in
price reductions, fewer customer orders, reduced gross margins and loss of market share, any of which would
materially adversaly affect our business, operating results, cash flows and financial condition.

Current and potential competitors may make strategic acquisitions or establish cooperative relationships
among themselves or with third parties, thereby increasing the ability of their products to address the needs of our
existing and prospective customers. Further competitive pressures, such as those resulting from competitors
discounting of their products, may require us to reduce the price of our software and complementary products,
which would materially adversely affect our business, operating results, cash flows and financial condition. There
can be no assurance that we will be able to compete successfully against current and future competitors, and the
failure to do so would have amateria adverse effect upon our business, operating results, cash flows and financia
condition.

Privacy |ssues

Because our customers use our applications and services to transmit and manage highly sensitive and
confidentia health information, we must address the security and confidentiality concerns of our customers and
their patients. To enable the use of our applications and services for the transmission of sensitive and confidential
medical information, we utilize advanced technology designed to ensure a high degree of security. This
technology generaly includes:

security that requires both user 1Ds and passwords to access our systems locally or remotely, with the
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potential of requiring digital certificates for remote, Internet-based access, should such measures be
required;

encryption of datarelating to our ASP applications transmitted over the Internet; and

use of a mechanism for preventing outsiders from improperly accessing private data resources on our
internal network and our ASP applications, commonly referred to asa"firewall."

The level of data encryption used by our products is in compliance with the encryption guidelines set forth
in the proposed rule regarding security and electronic signature standards in connection with HIPAA. We aso
encourage our customers to implement their own firewall and security procedures to protect the confidentiality of
information being transferred into and out of their computer networks.

Internally, we work to ensure the safe handling of confidential data by employeesin our electronic services
department by:

using individual user names and passwords for each employee handling electronic data; and

requiring each employee to sign an agreement to comply with all Company policies, including our policy
regarding handling of confidential information.

We monitor proposed regulations that might affect our applications and services to ensure our compliance
with such regulations when and if they are implemented.

Healthcare Regulation

The healthcare industry is highly regulated and is subject to changing political, regulatory and other
influences. As a participant in the healthcare industry, our operations and relationships are subject to regulation by
federal and state laws and regulations and enforcement by federal and state governmental agencies. Sanctions may
be imposed for violation of these laws. Wereview our practices in an effort to ensure compliance with applicable
laws. However, laws governing healthcare are both broad and, in some respects, vague. As aresult, it is often
difficult or impossible to determine precisely how laws will be applied, particularly to new products or to services
similar to ours. Any determination by a state or federal regulatory agency that any of our practices violate any of
these laws could subject us to civil or crimina penalties, require us to change or terminate some portions of our
business, and have a material adverse effect on our business.

The relevant healthcare laws are:

HIPAA. The administrative simplification provisions of HIPAA and the various regulations, which have
been proposed and enacted to implement the administrative simplification provisions, include five healthcare-
related standards governing, among other things:

electronic transactions involving healthcare information,

privacy of individudly identifiable health information, and

security of healthcare information and electronic signatures.

The regulations governing the electronic exchange of information establish a standard format for the most
common hedlthcare transactions, including claims, remittances, eligibility, and claims status. The regulations
required compliance by October 16, 2002, unless a covered entity submitted a compliance plan by such date

requesting an extension for compliance until October 16, 2003. We intend to ensure our compliance with the
regulations, as applicable. Many of our customers are subject to the transaction standards and the standards will
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affect our processing of healthcare transactions among physicians, payors, patients, and other healthcare industry
participants.

The regulations promulgated pursuant to HIPAA establish national privacy standards for the protection of
individually identifiable health information by certain healthcare organizations. Most healthcare entities covered
by the rule must comply by April 14, 2003. A substantial part of our activities involve the receipt or delivery of
confidential health information concerning patients of our customers in connection with the processing of
healthcare transactions and the provision of technical services to participants in the heathcare industry. The
regulations may restrict the manner in which we tranamit and use certain information.

The proposed security regulations enacted pursuant to HIPAA establishing security and electronic HIPAA
signature standards were recently finalized. The security regulations will be effective April 21, 2003, and most
covered entities will have until April 21, 2005 to comply with the standards. The regulations will require certain
healthcare organizations to implement administrative safeguards, physical safeguards, technical security services,
and technical security mechanisms with respect to information that is electronically maintained or transmitted in
order to protect the confidentiality, integrity, and availability of individually identifiable health information. The
security standards may require us to enter into agreements with certain of our customers and business partners
restricting the dissemination of health information and requiring implementation of specified security measures.

Overdl, HIPAA may require substantial changes to many of our applications, services, policies, and
procedures that could require us to make significant financia investments, may require us to charge higher prices
to our customers and may also affect our customers' purchasing practices.

See further discussion regarding HIPAA below in “Forward-Looking Statements and Risk Factors.”

Other Privacy Requirements.  In addition to the privacy rule under HIPAA, most states have enacted or
are considering enacting patient confidentiality laws, which would further prohibit the disclosure of confidential
medical information. HIPAA establishes minimum standards and preempts conflicting state laws, which are less
restrictive than HIPAA regarding health information privacy, but does not preempt conflicting state laws that are
more redtrictive than HIPAA. The Federal Trade Commission and various state attorneys genera have applied
federal and state consumer protection laws to privacy issues.

EDA. The Food and Drug Administration, or FDA, is responsble for assuring the safety and
effectiveness of medica devices under the 1976 Medical Device Amendments to the Food, Drug and Cosmetic
Act. Computer applications and software are generally subject to regulation as medical devices requiring
registration with the FDA, application of detailed record-keeping and manufacturing standards, and FDA approval
or clearance prior to marketing when such products are intended to be used in the diagnosis, cure, mitigation,
treatment, or prevention of disease. If the FDA were to decide that our products and services should be subject to
FDA regulation or if in the future, we expanded our application and service offerings into areas that may subject
us to FDA regulation, the costs of complying with FDA requirements could be substantial. Application of the
approva or clearance requirements could create delays in marketing, and the FDA could require supplemental
filings or object to certain of these products. Our compliance efforts could prove to be time consuming,
burdensome and expensive on the basis of the novel application of the FDA to us, and this could have a materia
adverse effect on our ability to introduce new applications or services in atimely manner and may require us to
charge higher prices.

The Federal Anti-Kickback Law. The federal Anti-Kickback Law includes a prohibition against the
direct or indirect payment or receipt of any remuneration in order to induce the referral of business or patients
reimbursable under Medicare, Medicaid, and certain other federal healthcare programs. Violations of the federal
Anti-Kickback Law may result in crimind liability, a felony conviction punishable by a maximum fine of
$125,000, imprisonment up to five years, or both, exclusion from the government programs, and civil monetary
sanctions. Many states also have similar anti-kickback laws that are not limited to items or services for which
payment is made by a federa or state healthcare program, such as Medicare or Medicaid. The Federal Anti-
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Kickback Law has been in effect since 1977 and applies broadly to al kinds of providers and suppliers. If the
activities of a customer of ours or other entity with which we have a business relationship were found to violate
the Federa Anti-Kickback Law or other similar anti-kickback or anti-referral laws, and we, as a result of the
provision of products or services to such customer or entity, were found to have knowingly and willfully
participated in such activities, we could be subject to sanction or ligbility under such laws.

Stark Law. The federal Stark Law restricts referrals by physicians of Medicare, Medicaid, and other
government-program patients to providers of a broad range of designated health services with which they have
ownership or certain other financia arrangements. Many states have adopted or are considering similar
legidative proposas to prohibit the payment or receipt of remuneration for the referral of patients and physician
df-referrals regardless of the source of the payment for the care. These laws and regulations are extremely
complex, and little judicia or regulatory interpretation exists. |If the activities of a customer of ours or other entity
with which we have a business relationship were found to constitute a violation of anti-referral laws, and we were
found to have knowingly participated in such activities, we could be subject to sanction or liability under such
law.

The Federal Civil Fase Claims Act and the Medicare/Medicaid Civil Money Penalties. Federal
regulations prohibit, among other things, the filing of claims for services that were not provided as claimed, were
not medically necessary, or which were otherwise false or fraudulent. Violations of these laws may result in civil
penalties, including treble damages. In addition, Medicare, Medicaid, and other federa statutes provide for
criminal penalties for such false claims. If, during the course of providing servicesto our customers, we provide
assistance with the filing of such claims, and we were found to have knowingly participated, or participated with
reckless disregard, in such activities, we could be subject to sanction or liability under such laws.

Employees

As of December 31, 2002, we employed &1 persons, including 74 in sales and marketing, 32 in
customer support and services, B0 in research and development and 95 in administration, human resources,
information technology, finance and senior management. None of our employees is subject to a collective
bargaining arrangement. We consider our relationswith our employees to be satisfactory.

Our executive officersare;
Joseph M. Walsh

Joseph M. Walsh, age 43, has served as our President and Chief Executive Officer and as a director since
March 2001 and Chairman since June 2001. From April 2000 until March 2001, Mr. Walsh served as president of
our medical software division. From 1987 until April 2000, Mr. Walsh served as president and chief executive
officer of Micro-Designs Software Corporation, a healthcare practice management company speciadizing in ord
and maxillofacial, and plastic surgery practices. We acquired Micro-Designs in 1998.

Sephen N. Kahane

Stephen N. Kahane, M.D., M.S,, age 45, has served as our Vice Chairman and Chief Strategy Officer and
as adirector since March 2001. From November 1999 until March 2001, Dr. Kahane served as President of E-
Health and then as Chief Strategy Officer, of our medical software division. From October 1996 until November
1999, he served as president and chief executive officer of Datamedic Holding Corp., a practice management and
clinical software company specializing in ophthalmology and general medical practices. We acquired Datamedic
in 1999. Prior to joining Datamedic, Dr. Kahane was a co-founder and senior executive at a clinical software
company, Clinical Information Advantages, Inc. Dr. Kahane aso trained and served on the faculty at The Johns
Hopkins Medical Center.
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Michad A. Manto

Michael A. Manto, age 44, has served as our Executive Vice President and as a director since March 2001
and as our Chief Financia Officer since April 2001. From July 2000 until March 2001, he served as Executive
Vice President of our medical software division. From 1991 until 2000, Mr. Manto was with Hyperion Solutions
Corporation, a multinational business software company, where he served as vice president and corporate
controller. Mr. Manto also served as interim chief financial officer of Hyperion Software Corporation. Prior to
joining Hyperion, Mr. Manto, a certified public accountant, was with Ernst & 'Y oung.

Kevin M. Sk

Kevin M. Silk, age 3, has served as our Vice President of Finance and Business Development since
March 2001, and was Vice President of Finance of our medical software division between October 2000 and
March 2001. From 1995 to 2000, Mr. Silk was with Hyperion Solutions Corporation, a multinational business
software company, where he served in the capacities of Director of Business Development and Senior Director of
Financial Planning and Anaysis. Prior to joining Hyperion, Mr. Silk, a certified public accountant, was with
Seavex LTD and Ernst & Y oung.

C. Daren McCormick

C. Daren McCormick, age 41, has served as our Chief Operations Officer since March 2001. He was
Chief Operations Officer of our medical software division between April 2000 and March 2001. From July 1999
until April 2000, he served as our Vice President of Systems Engineering and from October 1998 until July 1999,
he served as our Vice President of Business Development. From 1995 until October 1998, he served as Senior
Manager of Research and Development of the Healthcare Systems Divison of Reynolds and Reynolds, a
hedlthcare practice management company. We acquired the Hedthcare Systems Division of Reynolds and
Reynolds in October 1998.

Sephen Hicks

Stephen Hicks, age 44, has served as our Vice President and General Counsdl since March 2001. He was
Vice Presdent of our medical software division between August 2000 and March 2001. Prior to joining us, he
was First Deputy Commissioner at the New Y ork State Division of Housing from January 1999, and worked from
February 1995 to December 1998 on the executive staff of Dennis C. Vacco, the New York State Attorney
General. From 1983 until 1995, Mr. Hicks worked for McCullough, Goldberger and Staudt, a New York law
firm.

Eric A. Montgomery

Eric A. Montgomery, age 48, has served as our Corporate Vice President of Sales since November 2002.
From 1999 to 2002, he acted as Vice President of Sales and Business Development for OutlookSoft Corporation,
a venture-backed software company specidizing in the area of business intelligence. From 1997 to 1999, he
served as Vice President of Sales at Information Management Associates. Prior positions included Senior Sales
Director at Hyperion Software Corporation, as well as various sdes and marketing positions at Citicorp’s
Information Division and Comshare, Inc.

In April and May 2002, each of our executive officers entered into an individual stock trading plan, or a
so-caled Rule 10b5-1 plan. These plans specify trading periods that generally extend for up to one year, number
of shares to be sold, and prices a which shares may be sold. If al conditions of the plans are met, the total
number of shares that may be sold under the plans would equal 19.9% of the aggregate number of shares
including unvested option shares, then held by the executive officers. More specificaly, the Rule 10b5-1 plan of
Joseph M. Walsh, our president and chief executive officer, provides for the sale of not more than 90,000 shares
on-average per quarter over the twelve months ending May 30, 2003, which began with the announcement of our
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operating results for the June 2002 quarter. The aggregate number of shares that may be sold under this plan
represents 11.3% of the number of shares, including unvested option shares, then held by Mr. Walsh. Since
March 6, 2001, approximately 11.6% of the aggregate holdings of the executive officers was sold.

TheDistribution

On March 5, 2001, or the Distribution Date, we completed the Distribution of PracticeWorksto our
stockholders in a tax-free distribution. The spin-off of PracticeWorks was effected by way of a pro rata dividend
of al of the issued and outstanding shares of common stock of PracticeWorks to our stockholders of record as of
February 21, 2001. This resulted in PracticeWorks becoming an independent, publicly-traded company.
Immediately prior to the Distribution, we effectively transferred to PracticeWorks the division's assets and
liabilities and, thereby, distributed $28.5 million of net assets, as adjusted, in connection with the Spin-Off. Our
stockholders received one share of PracticeWorks common stock for every four shares of our common stock
owned as of the record date. No proceeds were received by usin connection with the Distribution.

For purposes of governing certain of the ongoing relationships between PracticeWorks and us, and to
provide for an orderly transition to the status of two independent companies, we and PracticeWorks entered into
various agreements. Among other things, these agreements define the ongoing relationship between the parties
after the Distribution. Because these agreements were negotiated while PracticeWorks was a wholly-owned
subsidiary of ours, they are not the result of negotiations between independent parties, athough we and
PracticeWorks set pricing terms for interim services believed to be comparable to what would have been achieved
through arm's-length negotiations. Following the Distribution, additional or modified agreements, arrangements
and transactions were entered into between PracticeWorks and us and such agreements and transactions were
determined through arm's-length negotiations. In connection with the Distribution, both companies have
indemnified the other, and either may incur obligations with respect to certain representations, warranties,
commitments, and/or contingencies of the other entered nto on or prior to the Distribution Date. A brief
description of certain of the material agreements follows:

Distribution Agreement

Prior to the Distribution Date, we and PracticeWorks entered into the Distribution Agreement, which
provided for, among other things, the principal corporate transactions required to effect the Distribution and other
agreements relating to the continuing relationship between PracticeWorks and us after the Distribution. Pursuant
to the Distribution Agreement, we transferred to PracticeWorks all of the assets and liabilities relating to our
information management technology business for dentists, orthodontists and oral and maxillofacial surgeons.

Pursuant to the Distribution Agreement and effective as of the Distribution Date, PracticeWorks assumed,
and agreed to indemnify us against, al liabilities, litigation, and claims, including related insurance costs, arising
out of PracticeWorks business. We retained, and agreed to indemnify PracticeWorks againgt, dl liabilities,
litigation, and claims, including related insurance costs, arising out of our business. The foregoing obligations do
not entitle an indemnified party to recovery to the extent any such liability is covered by proceeds received by
such party from any third party insurance policies.

The Distribution Agreement provides that each of PracticeWorks and us will be granted accessto certain
records and information in the possession of the other, and will require the retention by each of PracticeWorks
and us for a period of eight years following the Distribution Date of al of thisinformation in its possession. Also,
the Distribution Agreement provides for a three-year period during which neither PracticeWorks nor we may
solicit pre-existing customers or employees of the other party.

Transition Services Agreement

We and PracticeWorks entered into the Transition Services Agreement on the Distribution Date. Pursuant
to this agreement, in exchange for specified fees, we provided to PracticeWorks services including insurance-
related services and employee benefit services, and PracticeWorks provided to us services including the
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preparation of tax returns, maintenance of the general ledger, preparation of financia statements, corporate
record-keeping, and payroll for a fee of $.4 million in 2001. The fees paid pursuant to the Transition Services
Agreement were agreed upon between the parties. This agreement terminated on December 31, 2001.
Management believes that the terms and conditions were as favorable to us as those available from unrelated
parties for a comparable arrangement.

Tax Disaffiliation Agreement

We and PracticeWorks entered into the Tax Disaffiliation Agreement on the Distribution Date which
identifies each party's rights and obligations with respect to deficiencies and refunds, if any, of federal, state,
local, or foreign taxes for periods before and after the Distribution and related matters such as the filing of tax
returns and the handling of Interna Revenue Service matters and other audits. Under the Tax Disaffiliation
Agreement, PracticeWorks will indemnify us for any tax liability attributable to PracticeWorks or its affiliates for
any period. PracticeWorks will aso indemnify us for al taxes and liabilities incurred solely because (i)
PracticeWorks breaches a representation or covenant given to the law firm King & Spalding in connection with
rendering its tax opinion in the Distribution, which breach contributes to an Interna Revenue Service
determination that the Distribution was not tax-free, or (ii) a post-Distribution action or omission by
PracticeWorks or any &ffiliate of PracticeWorks contributes to an Internal Revenue Service determination that the
Distribution was not tax-free. We will indemnify PracticeWorks for al taxes and liabilities incurred solely
because (i) we breach a representation or covenant given to King & Spalding in connection with rendering its tax
opinion in the Distribution, which breach contributes to an Internal Revenue Service determination that the
Distribution was not tax-free, or (ii) a post-Distribution action or omission by us or any affiliate contributes to an
Internal Revenue Service determination that the Distribution was not tax-free. If the Internal Revenue Service
determines that the Distribution was not tax-free for any other reason, we and PracticeWorks will indemnify each
other against 50% of all taxes and liabilities.

PracticeWorks will also indemnify us for any taxes resulting from any internal realignment undertaken to
facilitate the Distribution on or befare the Distribution Date.

Employee Benefits and Compensation Allocation Agreement

We and PracticeWorks entered into the Employee Benefits and Compensation Allocation Agreement on
the Distribution Date, which contains provisions relating to employee compensation, benefits and labor matters
and the treatment of options to purchase our common stock held by our employees who became PracticeWorks
employees. This agreement provides that our options held by our employees who became PracticeWorks
employees immediately following the Distribution may be replaced by PracticeWorks options. PracticeWorks
employees whose VitaWorks options were fully vested as of the Distribution Date had the right to surrender their
vested VitalWorks options for options to purchase PracticeWorks common stock for a period of 30 days
following the Distribution Date, or April 4, 2001. Any of our employees who became PracticeWorks employees
who chose not to surrender their vested VitalWorks options during this time period continued to hold VitalWorks
options which expired generally within 30 to 90 days from the Distribution Date. PracticeWorks employees who
were not fully vested in VitaWorks options as of the Distribution Date had their VitalWorks options exchanged
for PracticeWorks options as of the Distribution Date (see Note | of the accompanying financial statements for
further discussion).

Forward-L ooking Statements and Risk Factors That May Affect Future Results

Except for the historica information contained in this Annual Report on Form 10-K, the matters
discussed herein contain “forward-looking statements’ within the meaning of the federal securities laws.
Statements regarding future events and developments and our future performance, as well as our management’s
expectations, beliefs, intentions, plans, estimates or projections relating to the future, are forward-looking
statements within the meaning of these laws. Our management believes that these forward-looking statements are
reasonable and are based on reasonable assumptions and forecasts. However, these forward-looking statements
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are subject to a number of risks and uncertainties. As a result, actual results may vary materialy from those
anticipated by the forward-looking statements.

Among the important factors that could cause actual results to differ materialy are the risk factors
described below. You should read these factors and the other cautionary statements made in this document as
being applicable to al related forward-looking statements wherever they appear in this Annua Report on Form
10-K.

Y ou are cautioned not to place undue reliance on the forward-looking statements, which speak only as of
the date of this report. Except as required by law, we undertake no obligation to publicly update any forward-
looking statements, whether as aresult of new information, future events or otherwise.

Y ou should carefully consider the following risk factors. Any of the following risks could seriously harm
our business, financial condition, cash flows, and results of operations and cause the value of our common stock
to decline. The risks and uncertainties described below are those that we currently believe may materially affect
us. Additiona risks and uncertainties that we are currently unaware of or that we currently consider to be
immaterial may also become important factors that affect us.

Our operating resultswill vary from period to period. In addition, we have experienced lossesin the past
and may never achieve or maintain consistent profitability.

Our operating results will vary significantly from quarter to quarter and from year to year. In addition, prior
to the first quarter of 2002, we have experienced net losses. Our net loss was $(27.8) million for the year ended
December 31, 2001 and $(78.1) million for the year ended December 31, 2000.

Our operating results have been and/or may be influenced significantly by factors such as.

release of new products, product upgrades and services, and the rate of adoption of these products and
services by new and existing customers;

timing of and costs related to development of our products;

length of sdles and delivery cycles,

size and timing of orders for our products and services,

availability of specified computer hardware for resale;

deferral and/or realization of deferred software license and system revenues according to contract terms;
interpretations of accounting regulations, principles or concepts that are or may be considered relevant to
our business arrangements and practices,

changes in customer purchasing patterns,

competition, including aternative product and service offerings, and price pressure;

timing of and charges or costs associated with acquisitions or other strategic events or transactions,
completed or not completed;

timing and levels of advertising and promotiona expenditures,

changes of accounting estimates and assumptions used to prepare the prior periods financial statements
and accompanying notes, and management’ s discussion and analysis of financial condition and results of
operations (e.g., our valuation of assets and estimation of liabilities); and

uncertainties concerning pending and new litigation against us, including related professional services fees.

In addition, we operate with a minimal amount of software licensing and system sales backlog. Therefore,
quarterly and annual revenues and operating results are highly dependent on the volume and timing of the signing
of license agreements and product deliveries during each quarter. A significant portion of our quarterly sales of
software product licenses and computer hardware is concluded in the last month of the fiscal quarter, generally
with a concentration of our quarterly revenues earned in the final ten business days of that month. Also, our
projections for revenues and operating results include significant sales of new product and service offerings,
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including our new radiology information system, or RIS, and sales and services related to the implementation of
HIPAA, which may not be redlized. Due to these and other factors, our revenues and operating results are very
difficult to forecast. A major portion of our costs and expenses, such as personnel and facilities, is of a fixed
nature and, accordingly, a shortfal or decline in quarterly and/or annua revenues typicaly results in lower
profitability or losses. As a result, comparison of our period-to-period financial performance is not necessarily
meaningful and should not be relied upon as an indicator of future performance. Due to the many variables in
forecasting our revenues and operating results, it is likely that our results for a particular reporting period(s) will
not meet our expectations or the expectations of public market analysts or investors. Failure to attain these
expectations would likely cause the price of our common stock to decline.

Our competitive position could be significantly harmed if we fail to protect our intellectual property rights
from third-party challenges.

Our ability to compete depends in part on our ability to protect our intellectual property rights. We rely on
a combination of copyright, trademark, and trade secret laws and restrictions on disclosure to protect the
intellectual property rights related to our software applications. Our software technology is not patented and
existing copyright laws offer only limited practical protection. In addition, in the past we have not generaly
entered into confidentiaity agreements with our employees. Although current practices require all new employees
to sign confidentiality agreements, not al existing employees have signed agreements. We cannot assure you that
the lega protections that we rely on will be adequate to prevent misappropriation of our technology.

Further, we may need to bring lawsuits or pursue other legal or administrative proceedings in order to
enforce our intellectua property rights. Generaly, lawsuits and proceedings of this type, even if successful, are
costly, time consuming and could divert our personnel and other resources away from our business, which could
harm our business.

Moreover, these protections do not prevent independent thirdparty development of competitive
technology or services. Unauthorized parties may attempt to copy or otherwise obtain and use our technology.
Monitoring use of our technology is difficult, and we cannot assure you that the steps we have taken will prevent
unauthorized use of our technology, particularly in foreign countries where the laws may not protect our
proprietary rights as fully asin the United States.

Intellectual property infringement claims against us could be costly to defend and could divert our
management’ s attention away from our business.

As the number of software products and services in our target markets increases and as the functionaity
of these products and services overlaps, we may become increasingly subject to the threat of intellectual property
infringement claims. Any infringement claims alleged against us, regardless of their merit, can be time consuming
and expensive to defend. Infringement claims may also divert our management’s attention and resources and
could also cause delays in the delivery of our applications to our customers. Settlement of any infringement
claims could require us to enter into royalty or licensing agreements on terms that are costly or cost-prohibitive. If
a clam of infringement against us were successful and if we were unable to license the infringing or smilar
technology or redesign our products and services to avoid infringement, our business, financial condition, cash
flows, and results of operations could be harmed.

We recently instituted a stock repurchase program, which may involve the use of significant cash
I esour ces.

In October 2002, our board of directors authorized the repurchase of up to $15 million of our common
stock from time to time. The timing and amount of any share repurchases are determined by management based
on our evaluation of market conditions and other factors. The repurchase program may be suspended or
discontinued at any time. Repurchased shares are available for use in connection with stock plans and for other
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corporate purposes. The repurchase program is funded using our existing cash resources. Spending under this
program may in turn limit our ability to invest in our core business activities or undertake acquisitions, if any. In
addition, there are a number of important factors that could cause us not to repurchase shares including, among
others, the market price of our common stock, the nature of other investment opportunities available to us, our
cash flows from operations, general economic conditions, and other factors identified in this report. As of March
24, 2003, we repurchased 1,873,002 shares of our common stock under the program for an aggregate cost of $6.0
million.

We may undertake acquisitions, which may involve significant uncertainties and may increase costs, divert
management resources from air core business activities, or fail to realize anticipated benefits of such
acquisitions.

We may undertake acquisitions if we identify companies with complementary applications, services,
businesses or technologies. We may not achieve any of the anticipated synergies and other benefits that we
expected to redlize from these acquisitions. In addition, software companies depend heavily on their employees
to maintain the qudity of their software offerings and related customer services. If we were unable to retain the
acquired companies personnel or integrate them into our operations, the value of the acquired products,
technology, and/or client base could be compromised. The amount and timing of the expected benefits of any
acquisition are also subject to other significant risks and uncertainties. These risks and uncertainties include:

our ability to cross-sell products and services to customers with which we have established relationships
and those with which the acquired business had established rel ationships;

diversion of our management’s attention from our existing business;

potential conflicts in customer and supplier relationships;

our ability to coordinate organizations that are geographically diverse and may have different business
cultures;

dilution to existing stockholders if we issue equity securities;

assumption of liabilities or other obligations in connection with the acquisition; and

compliance with regulatory requirements.

Further, our profitability may aso suffer because of acquisition-related costs and/or amortization or
impairment of intangible assets.

If our new products, including product upgrades, and services do not achieve sufficient market acceptance,
our business, financial condition, cash flows, and operating results will suffer.

The success of our business will depend in part on the market acceptance of:

new products and services, such as our radiology information system, or RIS, products and services; and
enhancements to our existing products and services.

There can be no assurance that our clients will accept any of these products, product upgrades, or services.
In addition, there can be no assurance that any pricing strategy that we implement for any of our new products,
product upgrades, or services will be economically viable or acceptable to our target markets. Failure to achieve
significant penetration in our target markets with respect to any of our new products, product upgrades, or
services could have a material adverse effect on our business prospects.

Achieving market acceptance for our new products, product upgrades and services is likely to require
substantial marketing and service efforts and expenditure of significant funds to create awareness and demand by
participants in the healthcare industry. In addition, deployment of new or newly integrated products or product
upgrades may require the use of additional resources for training our existing sales force and customer service
personnel and for hiring and training additional sales and customer service personnel. There can be no assurance
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that the revenue opportunities for our new products, product upgrades and services will justify the amounts that
we spend for their devel opment, marketing and rollout.

Technology solutions may change faster than we are able to update our technology, which could cause a
loss of customer s and have a negative impact on our revenues.

The information management technology market in which we compete is characterized by rapidly
changing technology, evolving industry standards, emerging competition and the frequent introduction of new
services, software and other products. Our success depends partly on our ability to:

develop new or enhance existing products and services to meet our customers' changing needsin atimely
and cost-€effective way; and

respond effectively to technological changes, new product offerings, product enhancements and new
services of our competitors.

We cannot be sure that we will be able to accomplish these goals. Our development of new and enhanced
products and services may take longer than originally expected, require more testing than originaly anticipated
and require the acquisition of additional personnel and other resources. In addition, there can be no assurance that
the products and/or services we develop or license will be able to compete with the dternatives available to our
customers. Our competitors may develop products or technologies that are better or more attractive than our
products or technologies, or that may render our products or technology obsolete. If we do not succeed in
adapting our products, technology and services or developing new products, technologies and services, our
business could be harmed.

The nature of our products and services exposes us to product liability claims that may not be adequately
covered by insurance or contractual indemnification.

As a product and service provider in the healthcare industry, we operate under the continual threat of
product liability claims being brought against us. For example, if patient information processed through our
systemsisincorrect, patients may receive inadeguate or inapplicable medical treatment, which could subject usto
significant liability. Errors or malfunctions with respect to our products or services could also result in product
liability claims. Although we believe that we carry adequate insurance coverage against product liability claims,
we cannot assure you that claims in excess of our insurance coverage will not arise. In addition, our insurance
policies must be renewed annually. Although we have been able to obtain what we believe to be adequate
insurance coverage at an acceptable cost in the past, we cannot assure you that we will continue to be able to
obtain adequate insurance coverage at an acceptable cost.

In many indances, our agreements have provisions requiring the other party to the agreement to
indemnify us against certain liabilities. However, any indemnification of this type is limited, as a practical matter,
to the creditworthiness of the indemnifying party. If the contractual indemnification rights available under our
agreements are not adequate or inapplicable to the product liability claims that may be brought against us, then, to
the extent not covered by our insurance, our business, operating results, cash flows and financial condition could
be materialy adversaly affected.

Our business could suffer if our products and services contain errors, experience failures, result in loss of
our customers data or do not meet customer expectations.

The products and services that we offer are inherently complex. Despite testing and quality control, we
cannot be certain that errors will not be found in prior versions, current versions or future versions or
enhancements of our products and services. We also cannot assure you that our products and services will not
experience partial or complete failure, especialy our new product or service offerings. It is also possible that as a
result of any of these errors and/or failures, our customers may suffer loss of data. The loss of business, medical

18



or patient data or the loss of the ability to process data for any length of time may be a significant problem for
some of our customers who have time-sensitive or mission-critical practices. We could face breach of warranty or
other claims or additiona development costsif our software contains errors, if our customers suffer loss of data or
are unable to process their data, if our products and/or services experience failures, do not perform in accordance
with their documentation, or do not meet the expectations that our customers have for them. Even if these claims
do not result in liability to us, investigating and defending against them could be expensive and time consuming
and could divert management’s attention away from our operations. In addition, negative publicity caused by
these events may delay or reduce market acceptance of our products and services, including unrelated products
and services. Such errors, failures or claims could materialy adversely affect our business, revenues, operating
results, cash flows and financia condition.

We may be subject to claims resulting from the activities of our strategic partners.

We rely on third parties to provide services critical to our business. For example, we use national
clearinghouses in the processing of insurance clams and we outsource some of our hardware maintenance
services and the printing and delivery of patient billings for our customers. We also have relationships with
certain third parties where these third parties serve as sales channels through which we generate a portion of our
revenues. Due to these third-party relationships, we could be subject to claims as a result of the activities,
products, or services of these third-party service providers even though we were not directly involved in the
circumstances leading to those claims. Even if these claims do not result in liability to us, defending and
investigating these claims could be expensive and time-consuming, divert personnel and other resources from our
business and result in adverse publicity that could harm our business.

We are subject to government regulation and legal uncertainties, the compliance with which could have a
material adver se effect on our business.

HIPAA

Federal regulations have been adopted, and others have been proposed, that impact the manner in which
we conduct our business. We will be required to expend resources to comply with regulations under HIPAA. The
total extent and amount of resources to be expended is not yet known. Because these regulations are new, there is
uncertainty as to how they will be interpreted and enforced. In addition, the delay in adopting final security
regulations creates uncertainties as to what security requirements ultimately will be imposed, to what extent we
will be required to comply with those requirements, and what the deadline for compliance will be.

Although we will make a good faith effort to ensure that we comply with, and that our go-forward
products enable compliance with, applicable HIPAA requirements, we may not be able to conform al of our
operations and products to such requirements in a timely manner, or at al. The failure to do so could subject usto
civil liability when we are the business associate of a covered entity, and could subject us to civil liability and
crimina sanctions to the extent we are regulated directly as a covered entity. In addition, delay in developing or
failure to develop products that would enable HIPAA compliance for our current and prospective customers could
put us at a significant disadvantage in the marketplace. Accordingly, the sale of our products and our business
could be harmed by the implementation of HIPAA regulations.

Other E-Commerce Regulations

We may be subject to additional federal and state statutes and regulations in connection with offering
services and products via the Internet. On an increasingly frequent basis, federal and state legidators are
proposing laws and regulations that apply to Internet commerce and communications. Areas being dfected by
these regulations include user privacy, pricing, content, taxation, copyright protection, distribution, and quality of
products and services. To the extent that our products and services are subject to these laws and regulations, the
sale of our products and services could be harmed.
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Changes in state and federal laws relating to confidentiality of patient medical records could limit our
customers' ability to use our services.

The confidentiality of patient records and the circumstances under which records may be released are
already subject to substantial regulation by state governments. Although compliance with these laws and
regulations is principaly the responsibility of the healthcare provider, under these current laws and regulations
patient confidentiality rights are evolving rapidly. In addition to the obligations being imposed at the state leve,
there is also legidation governing the dissemination of medical information at the federal level. The federal
regulations may require holders of this information to implement security measures, which could entail substantial
expenditures on our part. Adoption of these types of legidation or other changes to state or federal laws could
materialy affect or restrict the ability of healthcare providers to submit information from patient records using our
products and services. These kinds of restrictions would likely decrease the value of our applications to our
customers, which could materially harm our business.

Changes in the regulatory and economic environment in the healthcare industry could cause us to lose
revenue and incur substantial coststo comply with new regulations.

The hedlthcare industry is highly regulated and is subject to changing political, economic and regulatory
influences. These factors affect the purchasing practices and operations of healthcare organizations. Changes in
current healthcare financing and reimbursement systems could require us to make unplanned enhancements of
applications or services, or result in delays or cancellations of orders or in the revocation of endorsement of our
services by our strategic partners and others. Federal and state legidatures have periodically considered programs
to reform or amend the U.S. healthcare system at both the federal and state level. These programs may contain
proposals to increase governmental involvement in healthcare, lower reimbursement rates or otherwise change the
environment in which hedlthcare industry participants operate. Healthcare industry participants may respond by
reducing their investments or postponing investment decisions, including investments in our applications and
services.

Larger competitors and consolidation of competitors could cause us to lower our prices or to lose
customers.

Our principal competitors include both national and regional practice management and clinical systems
vendors. Currently, the practice management and clinical systems industry in the United States is characterized by
a large number of relatively small, regionally focused companies, comprising a highly fragmented industry with
only a few national vendors. Until recently, larger, national vendors have targeted primarily large hedthcare
providers. We believe that the larger, national vendors may broaden their markets to include both small and large
healthcare providers. In addition, we compete with national and regional providers of computerized hilling,
insurance processing and record management services to healthcare practices. As the market for our products and
services expands, additional competitors are likely to enter this market. We believe that the primary competitive
factorsin our markets are:

product features and functionality;
customer service, support and satisfaction;
price;

ongoing product enhancements; and

the reputation and stability of the vendor.

We have experienced, and we expect to continue to experience, increased competition from current and
potential competitors, many of which have significantly greater financial, technical, marketing and other resources
than us. Such competitors may be able to respond more quickly to new or emerging technologies and changesin
customer requirements or devote greater resources to the development, promotion and sale of their products than
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us. Also, certain current and potential competitors have greater name recognition or more extensive customer
bases that could be leveraged, thereby gaining market share to our detriment. We expect additional competition
as other established and emerging companies enter into the practice management and clinical software markets
and as new products and technologies are introduced. Increased competition could result in price reductions,
fewer customer orders, reduced gross margins and loss of market share, any of which would materially adversely
affect our business, operating results, cash flows and financial condition.

Current and potential competitors may make strategic acquisitions or establish cooperative relationships
among themselves or with third parties, thereby increasing the ahility of their products to address the needs of our
existing and prospective customers. Further competitive pressures, such as those resulting from competitors
discounting of their products, may require us to reduce the price of our software and complementary products,
which would materially adversely affect our business, operating results, cash flows and financial condition. There
can be no assurance that we will be able to compete successfully against current and future competitors, and the
failure to do so would have amateria adverse effect upon our business, operating results, cash flows and financia
condition.

We depend on partners/suppliers for delivery of electronic data interchange (insurance claims processing
and invoice printing services), commonly referred to as EDI, har dwar e maintenance services and sales |ead
generation. Any failure, inability or unwillingness of these suppliers to perform these services could
negatively impact customer satisfaction and revenues.

We use various third-party suppliers to provide our customers with EDI transactions and on-site hardware
maintenance. EDI revenue would be particularly vulnerable to a supplier failure because EDI revenues are earned
on adaily basis. Although other vendors are available in the marketplace to provide these services, it would take
time to switch suppliers. If these suppliers were unable to perform such services or the quality of these services
declined, it could have a negative impact on customer satisfaction and ultimately result in a decrease in our
revenues.

Our systems may be vulnerable to security breaches and viruses.

The success of our strategy to offer our EDI services and Internet solutions depends on the confidence of
our customersin our ability to securely transmit confidential information. Our EDI services and Internet solutions
rely on encryption, authentication and other security technology licensed from third parties to achieve secure
transmission o confidential information. We may not be able to stop unauthorized attempts to gain access to or
disrupt the transmission of communications by our customers. Anyone who is able to circumvent our security
measures could misappropriate confidential user information or interrupt our, or our customers, operations. In
addition, our EDI and Internet solutions may be vulnerable to viruses, physical or electronic break-ins, and similar
disruptions. Any failure to provide secure electronic communication services could result in alack of trust by our
customers causing them to seek out other vendors, and/or, damage our reputation in the market making it difficult
to obtain new customers.

If the marketplace demands subscription pricing and/or application service provider, or ASP, delivered
offerings, our revenues may be adver sely impacted.

We currently derive substantialy al of our revenues from traditional software license, maintenance and
sarvice fees, as well as the resale of computer hardware. Today, customers pay an initial license fee for the use of
our products, in addition to a periodic maintenance fee. If the marketplace demands subscription pricing and/or
ASP-ddlivered offerings, we may be forced to adjust our strategy accordingly, by offering a higher percentage of
our products and services through these means. Shifting to subscription pricing and/or ASP-delivered offerings
could materially adversely impact our financial condition, cash flows and quarterly and annua revenues and
results of operations, as our revenues would initially decrease substantialy. We cannot assure you that the
marketplace will not embrace subscription pricing and/or ASP-delivered offerings.
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We structured the spin-off of PracticeWorks as a tax-free transaction and PracticeWorks agreed to
indemnify us for any tax liabilities arising out of the transaction. If the spin-off does not qualify as a tax-
free transaction, we may be subject to liabilities and we cannot assure you that PracticeWorks will honor
itsindemnification obligations.

The spin-off of PracticeWorks was structured to qualify as a tax-free distribution under Section 355 of the
Internal Revenue Code of 1986. Section 355 places certain requirements that must be complied with in order to
qualify for tax-free treatment. Failure to comply with those restrictions could cause us to incur significant
liabilities. PracticeWorks has generally agreed to indemnify us under certain circumstances to the extent any
action or omission on its part contributes to a determination by the Internal Revenue Service that the spin-off was
not a tax-free transaction. However, we cannot assure you that PracticeWorks will have sufficient resources to
fulfill its indemnification obligations and even if it had the resources, we cannot assure you that PracticeWorks
will not refute its indemnifications altogether. In either case, if we are not indemnified, we may incur substantial
liabilities, which could have a material adverse effect on our business, financial condition, cash flows and results
of operations.

Our growth could be limited if we are unable to attract and retain qualified personnel.

We believe that our success depends largely on our ability to attract and retain highly skilled technical,
managerial and sales personnel to develop, sell and implement our products and services. Individuas with the
information technology, managerial and selling skills we need to further develop, sell and implement our products
and services are in short supply and competition for qualified personnel is particularly intense. We may not be
able to hire the necessary personnel to implement our business strategy, or we may need to pay higher
compensation for employees than we currently expect. We cannot assure you that we will succeed in attracting
and retaining the personnel we need to continue to grow and to implement our business strategy. In addition, we
depend on the performance of our executive officers and other key employees. The loss of any member of our
senior management team could negatively impact our ahility to execute our business strategy.

If our interpretation of the accounting pronouncements regarding revenue recognition is not correct or if
the regulators of accounting standards modifies or issues new pronouncements, then our business and
financial statements could be adver sely affected.

Based on our reading and interpretations of Statement of Postions 81-1, 97-2 and 98-9 and related or
relevant guidance, principles or concepts, issued by, among other authorities, the American Institute of Certified
Public Accountants, the Financial Accounting Standards Board, and the United States Securities and Exchange
Commission (e.g., Staff Accounting Bulletin No. 101), we believe our current sales and licensing contract terms
and business arrangements have been properly reported. However, there continue to be issued interpretations and
guidance for applying the relevant standards to a wide range of sales and licensing contract terms and business
arrangements that are prevaent in the software industry. Future interpretations or changes by the regulators of
existing accounting standards or changes in our business practices could result in future changes in our revenue
recognition accounting policies and practices that could have a material adverse effect on aur business, financia
condition, cash flows, revenues and results of operations.
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Accessto Our Filingswith the Securities and Exchange Commission

Our Internet address is www.vitalworks.com. The information on our website is not a part of, or incorporated
into, this Annua Report on Form 10-K. We make our annua reports on Form 10-K, quarterly reports on Form
10-Q, current reports on Form 8-K, and amendments to those reports filed or furnished pursuant to Section 13(a)
or 15(d) of the Securities Exchange Act of 1934 available, without charge, on our website as soon as reasonably
practicable after they are filed eectronically with, or otherwise furnished to, the Securities and Exchange
Commission.

Item 2. Properties

We currently occupy and lease nine facilities. These facilities are located in: Atlanta, Georgia; Beaverton,
Oregon; Birmingham, Alabama; Minneapolis and Rochester, Minnesota; Daytona Beach, Florida; Carlsbad,
Cdlifornia; Ridgefield, Connecticut; and Fairfield, Ohio. We bdieve that our existing facilities are adequate for
our current needs; however, if additional space is needed in the future, we believe that suitable additional or
aternative space will be available on commercialy reasonable terms as needed.

Item 3. Legal Proceedings

From time to time, in the norma course of business, various clams are made against us. Except for
proceedings described below, there are no material proceedings to which we are a party, and management is
unaware of any material contemplated actions against us.

On February 27, 2003, a purported class action complaint was filed in the United States District Court for
the District of Connecticut against VitalWorks Inc. and three of our executive officers. The action was brought
by plaintiff Bernard Frazier, on behalf of purchasers of our securities between April 24, 2002 and October 23,
2002 (the “Class Period”). The complaint alleges, among other things, violations of Section 10(b) of the
Securities Exchange Act of 1934, Rule 10b-5 promulgated thereunder and breach of fiduciary duties. The
complaint alleges that the defendants made mideading statements and omissions regarding our business and
operations, principaly in press releases and public conference callsin April 2002 and July 2002, which alegedly
had the effect of artificialy inflating the market price of our common stock during the Class Period, and that six
of our officers, including the defendant officers, sold shares of our common stock during the Class Period. The
plaintiff seeks recovery of an unstated amount of compensatory damages, attorneys fees and costs. We
understand that an additional lawsuit or lawsuits containing substantially similar causes of action as the above
referenced matter has been filed against us, although we have not yet been served with any complaint.

On April 19, 2001, a lawsuit styled David and Susan Jones v. InfoCure Corporation (now known as
VitalWorks Inc.), et al., was filed in Boone County Superior Court in Indiana. The defendants removed the case
to the United States District Court for the Southern District of Indiana. The complaint alleges state securities law
violations, breach of contract, and fraud claims against the defendants. The complaint does not specify the
amount of damages sought by plaintiffs, but seeks rescission of atransaction that the plaintiffs value at $5 million,
as well as punitive damages and reimbursement for the plaintiffs attorneys’ fees and associated costs and
expenses of the lawsuit. In a decision from the Court dated October 15, 2001, the plaintiffs request for a
preliminary injunction to preserve their remedy of rescission was denied, part of their complaint was dismissed
and the case was transferred to the Northern District Court of Georgia. On October 26, 2001, the plaintiffs filed a
notice of appeal with the 7" Circuit Court of Appeals. On November 8, 2002, the 7" Circuit Court affirmed the
denia of the preliminary injunction and dismissed the remainder of the appeal. The case is now pending in the
Northern District Court of Georgia and the plaintiffs have obtained leave of the Court to file an amended
complaint.

While management believes that we have meritorious defenses in each of the foregoing matters and we
intend to pursue our positions vigoroudly, litigation is inherently subject to many uncertainties. Thus, the
outcome of these matters is uncertain and could be adverse to us. However, even if the outcome of these cases is
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adverse, we do not believe that the outcome of these cases, individually or in the aggregate, will have a material
adverse effect on our financial position. However, depending on the amount and timing of an unfavorable
resolution(s) of the contingencies, it is possible that our future results of operations or cash flows could be
materialy affected in a particular reporting period(s).

We were named as a defendant as successor to CDL Hedthcare Systems, Inc. (“CDL"), a company
acquired by us in December 1999, in a complaint filed in the Circuit Court of the Eleventh Judicia Circuit in
Dade County, Florida on February 27, 2001 by Sonia Abutog, individually, Angelo Abutog, individually, and
Sonia and Angelo Abutog, as parents and next best friends to Aaron Abutog, a minor. Gary Weiner, former
President of CDL, and his daughter, Elisha Weiner, were also named as defendants. Plaintiffs aleged that they
wereinjured at atime, prior to the merger between us and CDL, when amotor vehicle operated by Elisha Weiner
collided with plaintiff Sonia Abutog, a pedestrian. The plaintiff contended that she and her unborn child suffered
severe personal injuries as a result of the accident and sought to recover damages in an unspecified amount in
excess of $15,000, plus interest and costs. Our motion for final summary judgment dismissing the action against
us was granted by order of the Court dated July 9, 2002. The plaintiffs did not file a Notice of Appea of this
decision and the time to do so has expired

Item 4. Submission Of Matters To A Vote Of Security Holders

In the fourth quarter of the year covered by this report, no matter was submitted to a vote of security
holders through the solicitation of proxies or otherwise.

PART I
Item 5. Market for the Registrant's Common Equity and Related Stockholder Matters

On March 6, 2001, we changed our trading symbol on the Nasdag National Market to "VWKS." From
January 29, 1999 until March 5, 2001, our common stock was traded on the Nasdag National Market under the
trading symbol "INCX." From July 10, 1997 until January 29, 1999, our common stock was traded on the
American Stock Exchange under the symbol "INC." On March 24, 2003, the last reported sale price of our
common stock on the Nasdaq National Market was $.05 and there were 1,295 record holders of our common
stock. The following table sets forth the high and low sales price per share of our common stock for the periods
indicated, as reported on the Nasdag National Market.

Year Ended December 31, 2001 High L ow
First Quarter........ccccvveeveeeeeeeeciiieeeee e $4.88 $.94
Second QUAEr........cccvveeeeiiieee e 250 1.10
Third Quarter.........ccccceeeeeveeee i, 340 2.00
Fourth Quarter..........ccccceeevcvveeeciciieee e, 597 2.20
Year Ended December 31, 2002 High L ow
First Quarter.......oocvvveeeeeeeeeeecirieeeee e, $6.45 $4.25
Second QUANEr.........ccvveeeeiiiie e 9.00 5.31
Third Quarter.........ccccceeeeeveeee i, 8.55 5.68
Fourth Quarter...........cccceeevcvveeeecciieee e, 8.20 2.82
2003 High Low
Hrst quarter (through March 24) $4.39 $3.60

Dividend Palicies. We have never declared or paid any cash dividends on our common stock. We
currently intend to retain al available funds and any future earnings for use in the operation and expansion of our
business and do not anticipate declaring or paying any cash dividends in the foreseeable future. Any future
determination as to the declaration and payment of dividends will be at the discretion of our board of directors and
will depend on then existing conditions, including our financia condition, results of operations, contractual
restrictions, capital requirements, business prospects and other factors that our board of directors considers
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relevant. In addition, our credit agreement with Foothill Capital Corporation, a wholly-owned subsidiary of Wells
Fargo & Company, prohibits payment of dividends.

Sales of Unregistered Shares. In April 2002, we issued 26,434 unregistered shares of our common stock,
and in May 2002, we issued 145,293 unregistered shares of our common stock. These shares were issued in
connection with the exercise of outstanding warrants. The unregistered shares were issued in reliance upon the
exemption from registration under Section 3(a)(9) of the Securities Act of 1933, as amended.
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Item 6. Selected Consolidated Financial Data

For the Year Ended December 31,

2002 2001 2000 1999 1998

(In thousands, except per share data)
Statements of Operations Data

Revenues
MaiNtenance and SEIVICES.........couuvererereerereereeereseeseaeesseeessenenns $84,808 $ 85181 $ 79984 $ 87,127 $ 46,575
Software licenses and system sales 30,003 21,872 21,682 61,916 39,783
TOLAl FEVENUES ...ttt 114,811 107,053 101,666 149,043 86,358
Costsand expenses
Cost of revenues: 19,255
Maintenance and SEIVICES........cocrurreierirrereseeinereseseseseeeeees 21,970 19,401 19,861 16,799
Software licenses and system sales, includes
amortization of product development costs
Of $911 N 2002.......coureereererrereereieesesseseesseseesessesese e ssssssessens 8,749 6,267 8,886 23,160
Selling, general and administrative.........ccooevevneenereeneceneeenn: 49,716 54,371 70,688 76,104 42,586
Research and development...........coecnernennenensreseseeereene 13,535 10,871 13,833 11,470 13,861
Depreciation and amorti Zation...........ccccovveeeennveneeesessesesennnns 2,572 26,207 27,966 11,206 4,110
Loss on headquarters building held for sale.......cccoveeevnennas 1,375
Impairment charges (credits) and other nonrecurring costs.. (6,000) 8,252 6,632 4,743
Restructuring COStS (CreditS).........couerrernerrmrerrererreserreeereeeneeeens (501) (425) 9,338 4,124 843
MErger COSES......oviririrererireeerer e 3,105 4
Purchased research and devel opment 9,000
Compensatory StOCK aWards........ccoveevereeeeveresesesssessssseseseeenns 1,003
90,041 126,319 157,204 151,714 89,709
Operating inCome (10SS) ....coueurreerneerreeree s 24,770 (19,266) (55,538) (2,671) (3,351)
INtErest EXPENSE, NEL.......c.oreeecirrerererereee e (458) (3,170) (2,978) (2,178) (2,863)
Income (loss) from continuing oper ations,
beforeincometaxesand extraordinary item................... 24,312 (22,436) (58,516) (4,849) (6,214)
Provision (benefit) for inCOMetaxes ........cocvveveervevevecnenennnns 162 (9,843) (1,610) (1,910)
Income (loss) from continuing operations.........ccccceeeeevnnne. 24,150 (22,436) (48,673) (3,239) (4,304)
Income (loss) from discontinued operations,
net of (benefit) provision for income taxes..........couueveeeenee (5,384) (29,440) 2,308 (2,495)
Extraordinary item, net of income taxes (2,863)
NEL INCOME (10SS) -.everererreerereneereeseseee et eseee et esese s $24,150 $(27,820) $(78,113)  $ (3,799 $(6,799)
Earnings (loss) per share— basic
Continuing operations, before extraordinary item.............. $0.58 $ (0.60) $ (1.45) $ (0.12) $ (0.22)
Discontinued OPEratioNns..........coveereeereeeeneeemnesesnessssessesessenens (0.14) (0.88) 0.08 (0.13)
EXIraordinary item.........coeverneneneseneecneeesnssesesseesseessenens (0.10)
$0.58 $ (0.74) $ (2.33) $ (0.19) $ (0.35)
Earnings (loss) per share— diluted
Continuing operations, before extraordinary item.............. $0.49 $ (0.60) $ (1.45) $ (0.12) $ (0.22)
Discontinued operations (0.19) (0.88) 0.08 (0.13)
EXtraordinary item.........c.oeveneneneeneenneeneeenesessessees s (0.10)
$0.49 $ (0.74) $ (2.33) $ (0.14) $ (0.35)
Cash Provided by Operating ActiVities .......ccccoceeueereennee. $20,758 $ 18,230 $12,756 $ 3421 $ 5101
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December 31,

2002 2001 2000 1999 1998

(In thousands)
Balance Sheet Data

Cash and cash eqUIVAIENES..........c.ccueeerneereeeeeeeeee e $ 39,474 $ 12,988 $ 5969 $ 14309 $ 8,669
Working capital (efiCit) ....cocoerrrererrerrerneireneneeeeeeseeseeseenees 27,220 (914) (11,144) 25,993 (2,564)
Q0] 2 = ST, £ 117,131 92,949 145,994 196,271 196,940
Total [ong-term debt ... 18,941 30,553 37,784 32,142 69,961
Convertible, redeemable preferred stock issuable................... 10,000 8,501
Stockholders' @QUILY.......ccocvceicererceeeesee et 60,433 26,060 58,450 135,339 22,772

Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations
Forward-L ooking Statementsand Risk Factors That May Affect Future Results

Please see Part I, Item 1 above for an important discussion about forward-looking statements and risk
factors that may affect future results.

Overview

VitaWorks Inc. is a leading provider of information management technology and services targeted to
healthcare practices and organizations throughout the United States. We provide I T-based solutions for genera
medical practices and have speciaty-specific products and services for practices such as radiology,
anesthesiology, ophthalmology, emergency medicine, plastic surgery, and dermatology. We also offer enterprise-
level systems designed for large physician groups and networks. Our range of software solutions, which include
workflow features related to patient encounters, automate the administrative, financial, and clinical information
management functions for physicians and other healthcare providers. We provide our clients with ongoing
software support, implementation, training, electronic data interchange, or EDI, services for patient billing and
claims processing, and a variety of Web-based services.

Software license fees and system revenues are derived from the sale of software product licenses and
computer hardware. Maintenance and services revenues come from providing ongoing product support,
implementation, training and transaction processing services. Approximately 60% of our total revenues are of a
recurring nature.

We market our products and services primarily to three types of physician practices:

ambulatory imaging centers and radiology practices, as well as anesthesiology practices,

large general and emergency medicine practices, such as physician networks, clinics and management
service organizations that include ten or more doctors; and

small group practices of fewer than ten doctors that serve alocal community, including ophthalmology,
dermatology and general medicine practices.

In 2002, approximately 40% of our revenues were derived from the radiol ogy/anesthesiology market and 30%

from each of our other markets. Approximately an equal amount of revenues was derived from each of these
three markets in 2001. Revenues from the small group market are skewed more toward maintenance and services.
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RESULTSOF OPERATIONS

Revenues
Y ear Ended December 31,
2002 Change 2001 Change 2000
(Dollarsin thousands)

Maintenance and services $34,808 (0.4)% $85,181 6.5% $79,984
Percentage of total revenues 73.%% 79.6% 78.7%
Software licenses and system sdles  $30,003 37.2% $21,872 0.9% $21,682
Percentage of total revenues 26.1% 20.4% 21.3%

We recognize software license revenues and system (computer hardware) sales upon execution of the
sales contract and delivery of the software (off-the-shelf application software) and/or hardware. In all cases,
however, the fee must be fixed or determinable, collection of any related receivable must be considered probable,
and no significant post-contract obligations of ours shall be remaining. Otherwise, we defer the sale until dl of
the requirements for revenue recognition have been satisfied. Maintenance fees for routine client support and
unspecified product updates are recognized ratably over the term of the maintenance arrangement. Training,
implementation and EDI services revenues are recognized as the services are performed. Most of our sales and
licensing contracts involve multiple elements, in which case, we alocate the tota value of the customer
arrangement to each element based on the relative fair values of the respective elements. The residua method is
used to determine revenue recognition with respect to a multiple element arrangement when specific objective
evidence of fair value exists for all of the undelivered elements (e.g., implementation, training and maintenance
services), but does not exist for one or more of the delivered elements of the contract (e.g., computer software or
hardware). The fair value of an element is determined by the average price charged when that element is sold
separately (e.g., the fair value of maintenance services is determined based on the average renewa price charged
to clients for continued maintenance). If evidence of fair value cannot be established for the undelivered
dement(s) of an arrangement, the total value of the customer arrangement is deferred until the undelivered
element(s) is delivered or until objective evidence of fair value is established. In our contracts and arrangements
with our customers, we generally do not include acceptance provisions, which would give the customer the right
to accept or rgject the product after we ship it. However, if an acceptance provision is included, revenue is
recognized upon the customer’s acceptance of the product, which occurs upon the earlier of receipt of a written
customer acceptance or expiration of the acceptance period. We provide allowances for estimated future returns
and discounts (recorded as contra-revenue), as well as bad debts, upon recognition of revenues.

Recognition of revenues in conformity with generally accepted accounting principles requires
management to make judgments that affect the timing and amount of reported revenues.

If we were to adopt new, or change our current, business practices in response to a preference from the
market or otherwise, then our revenue recognition practices may be subject to significant change to comply with
the requisite accounting principles. For example, subscription type arrangements and practices strictly for
software services and support would result in the recognition of revenues ratably over the term of the
arrangement.

Excluding EDI services revenues of $1.6 million recognized in 2001 in connection with the settlement of
a contract dispute with an EDI supplier, maintenance and services revenues in 2002 increased $1.2 million. The
increase is primarily attributable to (i) an increase in training and implementation services revenues of $2.5
million, corresponding to the favorable trend in sales of software licenses and systems, and (ii) additional EDI
revenues, net of customer attrition, of approximately $2.4 million, which reflect the conversion of a number of
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customer accounts to direct billing by us for printing services performed by certain third parties that, in the first
nine months of 2001, had been billed directly by the printing vendors. Our revised agreements with these printers
now call for us to bill our physician practices directly for printing services and, in turn, remit a specified dollar
amount per page to the printer. Accordingly, based on the amended agreements, we recognize 100% of our direct
billings as revenue, compared to an amount that previously was net of the printers fees. Moreover, the increases
were partly offset by (i) the loss of revenues totaling $2.8 million earned in 2001 under agreements to promote
thirdparty product and services, which agreements were terminated in 2001, and (i) a $.9 million decline in
maintenance revenues related to customer attrition.

The increase in maintenance and services revenues in 2001 is mainly attributable to (i) EDI services
revenues of $1.6 million recognized in July 2001 in connection with the contract settlement referred to above, (ii)
an increase in naintenance fees of approximately $.7 million resulting from price increases that took effect
primarily in the second half of the year, and (iii) additional EDI revenues of approximately $1.4 million that arose
primarily in the fourth quarter from the conversion of a number of customer accounts to direct billing by us for
printing services performed by certain third parties that in prior periods had been billed directly by the printing
vendors.

Software license and system revenues rose in 2002 primarily as a result of an increase in the number of
licenses and systems sold (unit volume versus, for example, price increases). This increase was led by software
sales made primarily to ambulatory imaging centers and radiology practices.

We operate with a minimal amount of software licensing and system sales backlog. Therefore, quarterly
and annua revenues and operating results are highly dependent on the volume and timing of the signing of license
agreements and product deliveries during each quarter. A significant portion of our quarterly sales of software
product licenses and computer hardware is concluded in the last month of the fiscal quarter, generally with a
concentration of our quarterly revenues earned in the final ten business days of that month. Also, our projections
for revenues and operating results include significant sales of new product and service offerings, including our
new radiology information system, or RIS, and sales and services related to the implementation of HIPAA, which
may not be realized. Due to these and other factors, our revenues and operating results are very difficult to
forecast. Asaresult, comparison of our period-to-period financial performance is not necessarily meaningful and
should not be relied upon as an indicator of future performance.

In 2001, software license and system revenues rose dightly primarily dueto an increase in the number of
licenses and systems sold. The unit volume increase was realized in the last three quarters of the year. In the first
quarter, we experienced a decline in the number of licenses and systems sold, which was the near-term result of
management’ s reorganization and redeployment of the sales force and redirection of our marketing focus that was
initiated in fiscal 2000.
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Cost of revenues

Y ear Ended December 31,
2002 Change 2001 Change 2000

(Dollarsin thousands)

M aintenance and services $21,970 13.2% $19,401 (2.3)% $19,861
Percentage of maintenance and
SErvices revenues 25.%% 22.8% 24.8%

Software licenses and system sales $8,749 39.6% $6,267 (29.5)% $ 8,886
Percentage of software licenses and
system sales 29.2% 28.7% 41.0%

Cost of maintenance and services revenues consists primarily of the cost of EDI clams processing,
outsourced hardware maintenance and billing and statement printing services, and postage. The increase in 2002
principally reflects additional costs of EDI services incurred in connection with the conversion of a number of
customers to direct billing for printing services, as discussed above regarding EDI revenues. In addition, in 2001
we recovered certain EDI processing costs and recognized a credit of $.6 million in connection with the contract
settlement referred to above.

The decrease in the cost of maintenance and services revenues in 2001 primarily reflects the recovery of
certain EDI processing costs of $.6 million referred to above, a decline in hardware maintenance costs of
approximately $.6 million, and reductions in the per transaction cost of providing patient statement, invoicing and
clams processing services. The decreases were partialy offset by additional costs of EDI services of
approximately $.9 million incurred primarily in the fourth quarter in connection with the conversion of a number
of customersto direct billing by us for printing services, as discussed above regarding EDI revenues.

Cost of software license and system revenues consists primarily of costs incurred to purchase computer
hardware, third-party software and other items for resale in connection with sales of new systems and software
and, in 2002, amortization of product development costs. The increase in 2002 is mainly attributable to $1.2
million in additional costs associated with an increase in the number of computer hardware units sold, and
amortization of product development costs of $.9 million.

In 2001, the decrease in the cost of software licenses and system revenues principally reflects a decline in
the number of computer hardware units sold which generally yield lower margins compared to software sales.



Operating expenses

Y ear Ended December 31,
2002 Change 2001 Change 2000
(Dollarsin thousands)
Sdling, general and administrative  $49,716 (8.6)% $54,371 (23.1)% $70,688

Percentage of total revenues 43.3% 50.8% 69.5%
Research and devel opment $13,535 24.5% $10,871 (21.4)% $13,833
Percentage of total revenues 11.8% 10.2% 13.6%
Depreciation and amortization $ 2572  (90.2% $26,207 (6.3)% $27,966
Percentage of total revenues 2.2% 24.5% 27.5%

Selling, general and administrative expenses include fixed and variable compensation and benefits of all
personnel other than research and development personnel, facilities, travel, communications, bad debt, legal,
marketing, nsurance and other administrative expenses. The decreases in both 2002 and 2001 are related to the
savings that resulted from a major restructuring plan that we initiated in August 2000. We closed 14 offices, the
last five of which were closed in March and April 2001, and our employee-base average was reduced to 639 for
2002, from 671 for 2001 and 882 for 2000. The decrease in 2002 also reflects declines in legal fees of $2.0
million, bad debt expense of $.6 million and contract labor costs of $.5 million.

The increase in research and development expenses in 2002 is mainly attributable to additional
personnel costs and thirdparty software developer fees associated with our expanded product research and
development activities. In 2002 and 2001, we capitdized $4.8 million (or 26.1% of total research and
development expenditures) and $4.6 million (or 29.7% of total research and development expenditures) of thirc-
party programmer fees, respectively, in conformity with Statement of Financial Accounting Standards No. 86,
“Accounting for the Costs of Computer Software to be Sold, Leased or Otherwise Marketed.” The amounts
capitaized relate to our development of Web-based applications, including a radiology information system, or
RIS, which is a workflow solution for medical imaging centers. We amortize capitalized software development
costs over the estimated economic life of the products. Depending on the nature and success of the product, we
generally expect to amortize these deferred costs over athree to five-year period. Amortization commences when
the product is made commercially available. Two of the five products under development were made
commercidly available in 2002. We expect the remaining products to become commercidly available in 2003.
The decrease in research and development expenses in 2001 reflects the reduction in staff that commenced in
August 2000 as part of the restructuring plan.

In 2001 and 2000, depreciation and amortization expense consisted mainly of $23.1 million and $23.2
million of goodwill amortization, respectively. The decrease in depreciation and amortization expense in 2002 is
due primarily to the cessation of goodwill amortization in conformity with Statement of Financial Accounting
Standards No. 142, “Goodwill and Other Intangible Assets” 1n 2001, the Financial Accounting Standards Board
issued Statement 142, which provides that, upon adoption, we shall no longer amortize our goodwill assets.
Rather, we are required to test these assets for impairment of value on at least an annua basis. Pursuant to
Statement 142, we discontinued amortizing goodwill on January 1, 2002. The adoption of Statement 142 has not
had a negative impact on our financial statements. The decrease in depreciation and amortization expense in 2001
pertains to the closing of office facilities in connection with the restructuring plan.

Loss on headquarters building held for sale. In 2001, we recorded an impairment charge of $1.4 million
relating to our former headquarters building in Atlanta. We sold the building in August 2002 for proceeds of $6.3
million, after closing costs. A portion of the proceeds from the sale was used to repay the $5.5 million mortgage
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loan on the building. Approximately $.4 million of the proceeds is being held in escrow to partially guarantee to
the new owner the monetary performance of PracticeWorks, Inc., a tenant of the building, through December
2003 under their lease agreement. We spun-off PracticeWorks in March 2001. In connection with the sale, we
entered into a market rate lease with the new owner of the building ending December 2003 for approximately
3,900 square feet of office space, or less than 5% of the building. 1n 2002, we recognized a gain of $.1 million
from the sale of the building (included in selling, general and administrative expenses). The amount held in
escrow has been deferred and may be recognized in 2003.

Impairment charges (credits) and other nonrecurring costs. In the June and September 2002 quarters, we
received final payments from three former directors satisfying their outstanding loans from us, including interest.
Consequently, we recorded a credit of $6.0 million, reflecting a complete reversal of the allowance for loan losses
established in March 2001.

In 2001, we recognized impairment charges and incurred other nonrecurring costs of $8.3 million. These
costs and expenses included the $6.0 million provision for loan losses relating to the notes receivable from former
directors, $.9 million for unused equity financing (paid in 2002) , $.8 million of executive severance for separation
benefits paid to our former chairman pursuant to the terms of a mutual separation agreement and a pre-existing
employment agreement, and retention bonuses of $.2 million for terminated employees. As of March 31, 2001,
management determined that collection was doubtful with respect to approximately $6 million of the outstanding
balance of the director loans and, accordingly, we recorded a valuation allowance and ceased accruing interest on
the loans.

In 2000, concurrent with the 2000 restructuring plan, we recognized impairment charges and incurred
other nonrecurring costs of $6.6 million consisting of (i) $3.5 million relating to fixed assets that were abandoned
due to the closing of facilities; (ii) $1.1 million to write-down computer hardware held for resale to its estimated
net realizable value based on a planned bulk lot disposal as aresult of our decision to discontinue selling hardware
and hardware support in certain of our business lines; (iii) $1.3 million for compensation and other termination
benefits; (iv) $.4 million for other asset write-downs; and (v) $.3 million for professional services and other
related costs.

Restructuring costs (credits). On August 1, 2000, we announced our intention to restructure our
operations through a plan of employee reductions and consolidation of office facilities. Since then, we closed 14
facilities and terminated approximately 400 employees. The offices that were closed are subject to operating
leases that expire at various dates through 2005. Accordingly, in 2000 we incurred restructuring charges of $9.3
million primarily associated with employee severance and other termination benefits, and facility closure costs.
In 2001, we recorded $.4 million resulting from credits for changes in accounting estimates relating to facility
closure and employee severance costs incurred in 2000. In 2002, we recognized an additional credit of $.5
million reflecting a savings in connection with the early termination of an office lease for a facility closed in
March 2001 as part of the restructuring.
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Interest income (expense)

Y ear Ended December 31,
2002 Change 2001 Change 2000
(Dollars in thousands)
Interest income $ 1480 1633% $ 562 (193)% $ 696
Interest expense (1938) (48.1)% (3,732 1.6% (3,674)

The increase in interest income in 2002 reflects interest of $1.1 million not previousdly recognized on the
notes receivable from former directors. In the June and September 2002 quarters, we received fina payments
from the former directors satisfying their outstanding loans, including interest.

Interest expense consists primarily of interest costs incurred in connection with our outstanding term loan
and real estate mortgage loans. As of August 2002, the mortgage loans have been repaid in full. The decreasein
interest expense in 2002 is due to a decline in both the outstanding principal balances and associated interest rates
under our credit agreement.

Income taxes

For 2002, we recorded an income tax provision of $2 million. No income tax provision or benefit was
recognized in 2001. Due to the significant loss generated in 2000, we recognized an income tax benefit of $9.8
million.

Management has assessed the realizable value of our deferred tax assets of $55.4 million and determined that a
valuation alowance of $25.3 million was necessary as of December 31, 2002 to, along with deferred tax liabilities
of $3.3 million, reduce the net deferred tax asset to $26.8 million, an amount which we believe is more likely than
not to be redlized. In reaching this conclusion, management noted that internal projections indicate that we will
generate sufficient taxable income to realize the net deferred tax assets within three to four years.

Our effective income tax rate was less than 2% for 2002 and is expected to remain at less than 2% for
2003 due primarily to utilization of net operating loss carryforwards.

L oss from discontinued oper ations

Discontinued operations represent the results of PracticeWorks, Inc., a provider of practice management
software for dental and oral surgery practices, through March 5, 2001. On that date, we distributed 100% of the
common stock of PracticeWorks to our stockholders. For the period January 1, 2001 to March 5, 2001 and for the
year ended December 31, 2000, our net loss from discontinued operations was $5.4 million and $29.4 million,
respectively. For further details regarding the distribution of shares of PracticeWorks to our stockholders, see
Note C of the accompanying financial statements.

Net income (l0ss)

As aresult of the above factors, our operating results for 2002 increased to net income of $24.2 million
from a net loss of $(27.8) million in 2001 and a net loss of $(78.1) million in 2000.

To date, the overal impact of inflation on us has not been material.



LIQUIDITY AND CAPITAL RESOURCES

To date, we have financed our business through positive cash flows from operations and proceeds from
the issuance of common stock and long-term borrowings. For 2002, 2001 and 2000, we generated positive cash
flows from operations of $20.8 million, $18.2 million and $12.8 million, respectively.

Days sales outstanding (cal culated as accounts receivable, net of allowances, divided by annual revenues
multiplied by 365 days) for 2002 was 45 days, up from 43 days for 2001 and down from 5 days for 2000.
Looking forward, assuming license and systems sales increase, we would expect our days sales outstanding to
range from 50 to 60 days.

Cash provided by investing activities amounted to $2.5 million for 2002. This total includes net proceeds
of $7.3 million from the sale of office buildings and $.3 million related to the spin-off of PracticeWorks, offset
partialy by $4.3 million used for software development costs and $.8 million used primarily for purchases of
computer equipment and software.

Financing activities for 2002 provided cash of $3.2 million, consisting of : proceeds of $27.5 million
received in connection with a new four-year credit agreement, $11.0 million of loan payments received from
former directors, and $.0.0 million of payments received in connection with the exercise of stock options by
employees, partly offset by $38.6 million of principal payments of long-term debt and $6.0 million of cash usedto
repurchase our common stock.

As of December 31, 2002, we had cash and cash equivaents of $39.5 million and $18.9 million of total
long-term debt. Cash equivalents are comprised primarily of investment-grade commercia paper, time deposits,
and U.S. federal, state and political subdivision obligations with varying terms of three months or less. In March
2002, we entered into a new four-year credit agreement with Foothill Capital Corporation, a wholly-owned
subsidiary of Wells Fargo & Company. The new agreement included a term loan of $22.0 million at an interest
rate of prime plus 2%, and a mortgage loan of $5.5 million. We repaid the mortgage loan in August 2002 in
connection with the sale of our Atlanta property. Subject to achieving certain specified earnings targets, the
margin by which our interest rate on the term loan exceeds prime may be reduced by as much as 1.1% over the
life of the loan. Interest is payable monthly in arrears. Principal is payable over the life of the agreement,
including a balloon payment in March 2006. Should we decide to prepay the term loan in full prior to year four,
we would incur a prepayment fee equal to 2% in year two and 1% in year three of the then outstanding principal
balance of the term loan. The prepayment fee may be reduced should the loan be prepaid in connection with a
change of control of VitalWorks. The loans, which are collateralized by substantially all of our assets and
intellectual property rights, subject us to certain restrictive covenants, including (i) the required maintenance of
minimum levels of recurring revenues and earnings, as defined, (i) an annua limit on the amount of capita
expenditures, and (iii) the prohibition of dividend payments to shareholders.



The following table summarizes, as of December 31, 2002, the general timing of future payments under
our outstanding loan agreement and under lease agreements that include noncancellable terms.

Payments Due by Period

Totals 2003 2004 2005 2006 Ther eafter
(In thousands)
Long-term debt ................... $18,250 $ 3,750 $ 2,500 $ 12,000
Operating leases.................. 8,234 2,557 1,881 $ 1,352 1341 $1,103
Capital leases.........cccvveenns 691 550 127 14

$ 27,175 $ 6,857 $ 4508 $ 1,366 $ 13,341 $1,103

In May 2002, we entered into afive-year agreement with athird-party provider of EDI services for patient
claims processing. For the first year of the agreement, we are committed to pay $.5 million for processing
services. Theresfter, the annual services fee will range from $.5 million to $.8 million based on our volume usage
in the last month of the preceding year.

In connection with our employee savings plan, we have committed, for the 2003 plan year, to contribute
to the plan. Our matching contribution, estimated to be approximately $.8 million, will be made half in cash and
haf in shares of our common stock.

In October 2001, we expanded our August 2000 agreement with National Data Corporation, or NDC, for
outsourcing much of our patient statement and invoice printing work. We will continue, for a fee, to provide
printing services for our physicians under the subcontracting arrangement with NDC. The amended arrangement,
which extends for a period of up to seven and a half years, provides for, among other things, the attainment of
certain quarterly transaction processing volume levels during the term. In exchange, we received $7.9 million in
cash (in connection with the August agreement, we received $8.8 million in 2000), which represent unearned
discounts (see accompanying balance sheet) that are recognized as an offset to cost of maintenance and services
revenues as the minimum volume commitments are fulfilled.

We anticipate capital expenditures of approximately $5 million for 2003, including software devel opment
costs of approximately $3 million. We intend to review potential strategic acquisitions and other business
aliances.

In October 2002, our board of directors authorized the repurchase of up to $15 million of our common
stock from time to time. The timing and amount of any shares repurchased are determined by management based
on our evauation of market conditions and other factors. The repurchase program may be suspended or
discontinued at any time. Repurchased shares are available for use in connection with stock plans and for other
corporate purposes. The repurchase program is funded using our existing cash resources. As of March 24, 2003,
we repurchased 1,873,002 shares of our common stock under the program for an aggregate cost of $6.0 million.

From time to time, in the norma course of business, various claims are made against us. Except for
proceedings described below, there are no neateria proceedings to which we are a party, and management is
unaware of any material contemplated actions against us.

On February 27, 2003, a purported class action complaint was filed in the United States District Court for
the District of Connecticut against VitalWorks Inc. and three of our executive officers. The action was brought
by plaintiff Bernard Frazier, on behalf of purchasers of our securities between April 24, 2002 and October 23,
2002 (the “Class Period”). The complaint alleges, among other things, violations of Section 10(b) of the
Securities Exchange Act of 1934, Rule 10b-5 promulgated thereunder and breach of fiduciary duties. The
complaint aleges that the defendants made mideading statements and omissions regarding our business and
operations, principaly in press releases and public conference cals in April 2002 and July 2002, which alegedly
had the effect of artificialy inflating the market price of our common stock during the Class Period, and that six
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of our officers, including the defendant officers, sold shares of our common stock during the Class Period. The
plaintiff seeks recovery of an unstated amount of compensatory damages, attorneys fees and costs. We
understand that an additional lawsuit or lawsuits containing substantially similar causes of action as the above
referenced matter has been filed againgt us, although we have not yet been served with any complaint.

On April 19, 2001, a lawsuit styled David and Susan Jones v. InfoCure Corporation (now known as
VitalWarks Inc.), et al., was filed in Boone County Superior Court in Indiana. The defendants removed the case
to the United States District Court for the Southern District of Indiana. The complaint alleges state securities law
violations, breach of contract, and fraud claims against the defendants. The complaint does not specify the
amount of damages sought by plaintiffs, but seeks rescission of atransaction that the plaintiffs value at $5 million,
as well as punitive damages and reimbursement for the plaintiffs’ attorneys’ fees and associated costs and
expenses of the lawsuit. In a decision from the Court dated October 15, 2001, the plaintiffs request for a
preliminary injunction to preserve their remedy of rescission was denied, part of their complaint was dismissed
and the case was transferred to the Northern District Court of Georgia. On October 26, 2001, the plaintiffsfiled a
notice of appeal with the 7" Circuit Court of Appeals. On November 8, 2002, the 7" Circuit Court affirmed the
denial of the preliminary injunction and dismissed the remainder of the appeal. The case is now pending in the
Northern District Court of Georgia and the plaintiffs have obtained leave of the Court to file an amended
complaint.

While management believes that we have meritorious defensesin each of the foregoing matters and we
intend to pursue our positions vigoroudly, litigation is inherently subject to many uncertainties. Thus, the
outcome of these matters is uncertain and could be adverse to us. However, even if the outcome of these cases is
adverse, we do not believe that the outcome of these cases, individually or in the aggregate, will have a material
adverse effect on our financia position. However, depending on the amount and timing of an unfavorable
resolution(s) of the contingencies, it is possible that our future results of operations or cash flows could be
materialy affected in a particular reporting period(s).

We were named as a defendant as successor to CDL Healthcare Systems, Inc. (*CDL”), a company
acquired by us in December 1999, in a complaint filed in the Circuit Court of the Eleventh Judicia Circuit in
Dade County, Florida on February 27, 2001 by Sonia Abutog, individually, Angelo Abutog, individually, and
Sonia and Angelo Abutog, as parents and rext best friends to Aaron Abutog, a minor. Gary Weiner, former
President of CDL, and his daughter, Elisha Weiner, were also named as defendants. Plaintiffs aleged that they
were injured at atime, prior to the merger between us and CDL, when amotor vehicle operated by Elisha Weiner
collided with plaintiff Sonia Abutog, a pedestrian. The plaintiff contended that she and her unborn child suffered
severe personal injuries as a result of the accident and sought to recover damages in an unspecified amount n
excess of $15,000, plus interest and costs. Our motion for final summary judgment dismissing the action against
us was granted by order of the Court dated July 9, 2002. The plaintiffs did not file a Notice of Appea of this
decision and the time to do so has expired.

We believe that our current cash and cash equivalent balances, together with the funds we expect to
generate from our operations, will be sufficient to finance our business for the next twelve months, including the
repurchase, as the case may be (see discussion above regarding our stock repurchase program), of up to $ million
of our outstanding common stock.



Critical Accounting Policies

The discusson and analysis of our financia condition and results of operations are based on our
consolidated financia statements and accompanying notes, which we believe have been prepared in conformity
with generaly accepted accounting principles. The preparation of these financial statements requires
management to make estimates, assumptions and judgments that affect the amounts reported in the financial
statements and accompanying notes. On an ongoing basis, we evaluate our estimates, assumptions and
judgments, including those related to revenue recognition, allowances for future returns, discounts and bad debts,
tangible and intangible assets, deferred costs, income taxes, restructurings, commitments, contingencies, claims
and litigation. We base our judgments and estimates on historical experience and on various other assumptions
that we believe are reasonable under the circumstances. However, our actual results could differ from those
estimates.

We believe the following critical accounting policies affect our more significant judgments and estimates
used in the preparation of our financial statements.

Revenue Recognition. We recognize software license revenues and system (computer hardware) sales upon
execution of the sales contract and delivery of the software (off-the-shelf application software) and/or hardware.
In al cases, however, the fee must be fixed or determinable, collection of any related receivable must be
considered probable, and no significant post-contract obligations of ours shal be remaining. Otherwise, we defer
the sale until al of the requirements for revenue recognition have been satisfied. Maintenance fees for routine
client support and unspecified product updates are recognized ratably over the term of the maintenance
arrangement. Training, implementation and EDI services revenues are recognized as the services are performed.
Most of our sales and licensing contracts involve multiple elements, in which case, we alocate the total value of
the customer arrangement to each element based on the relative fair values of the respective elements. The
residual method is used to determine revenue recognition with respect to a multiple element arrangement when
specific objective evidence of fair value exists for al of the undelivered elements (e.g., implementation, training
and maintenance services), but does not exist for one or more of the delivered elements of the contract (e.g.,
computer software or hardware). The fair value of an element is determined by the average price charged when
that element is sold separately (e.g., the fair value of maintenance services is determined based on the average
renewal price charged to clients for continued maintenance). If evidence of fair value cannot be established for
the undelivered element(s) of an arrangement, the total value of the customer arrangement is deferred until the
undelivered element(s) is delivered or until objective evidence of fair value is established. In our contracts and
arrangements with our customers, we generally do not include acceptance provisions, which would give the
customer the right to accept or reject the product after we ship it. However, if an acceptance provision is
included, revenue is recognized upon the customer’ s acceptance of the product, which occurs upon the earlier of
receipt of a written customer acceptance or expiration of the acceptance period. We provide allowances for
estimated future returns and discounts (recorded as contra-revenue), as well as bad debts, upon recognition of
revenues.

Recognition of revenues in conformity with generally accepted accounting principles requires
management to make judgments that affect the timing and amount of reported revenues.

Accounts Receivable. Our accounts receivable are customer obligations due under normal trade terms carried at
their face value, less allowances for estimated future returns and discounts, as well as bad debts. We evaluate the
carrying amount of our accounts receivable on an angoing basis and establish a valuation alowance based on a
number of factors, including specific customer circumstances, historical rate of write-offs and the past due status
of the accounts. At the end of each fiscal quarter, the allowance is reviewed and analyzed for adequacy and is
often adjusted based on the findings. The allowance is increased through a reduction of revenues, an increase in
bad debt expense and/or recovery of amounts previoudy written-off. The alowance is reduced by write-offs of
amounts deemed uncollectible and adjustments to revenue and/or bad debt expense, if any, based on
management’ s determination as to the adequacy of the recorded allowance.
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Goodwill Assets and Business Combinations. Goodwill represents the excess of cost over the fair vaue of net
assets of businesses acquired and accounted for as purchase transactions. In 2001, the Financia Accounting
Standards Board, or the FASB, issued Statement of Financial Accounting Standards No. 142, “Goodwill and
Other Intangible Assets.” Statement 142 provides that, upon adoption, we shall no longer amortize our goodwill
assets. Rather, we are required to test our goodwill for impairment of value on at least an annual basis. Pursuant
to Statement 142, we discontinued amortizing goodwill on January 1, 2002. The adoption of Statement 142 has
not had a negative impact on our financial statements.

Excluding goodwill amortization of $23.1 million and $23.2 million for the years ended December 31,
2001 and 2000, our net loss would have been $(4.7) million, or $(0.13) per share, and $(54.9) million, or $1.64)
per share, respectively, compared to net income of $24.2 million, or $.49 per diluted share, for 2002.

Also in 2001, the FASB issued Statement 141, “Business Combinations.” Statement 141 requires the use
of the purchase method of accounting and prohibits the use of the pooling-of -interests method of accounting for
business combinations. Statement 141 also requires that we recognize acquired intangible assets apart from
goodwill if the acquired intangible assets meet certain criteria. Statement 141 applies to al business combinations
initiated after June 30, 2001.

Our business combinations were completed prior to 2000 and were accounted for using both the pooling-
of-interests and purchase methods. The pooling- of -interests method does not result in the recognition of acquired
goodwill or other intangible assets. As aresult, the adoption of Statements 141 and 142 did not affect the results
of past transactions accounted for under the pooling-of-interests method. However, al future business
combinations would be accounted for under the purchase method, which may result in the recognition of goodwill
and other intangible assets, some of which would be recognized through operations, either by amortization or
impairment charges, in the future.

Product Development Costs. We begin capitalizing product development costs, exclusively third-party
programmer fees, only after establishing commercial and technical viability. Annua amortization of these costs
represents the greater of the amount computed using (i) the ratio that current gross revenues for the product(s)
bear to the total current and anticipated future gross revenues of the product(s), or (ii) the straight-line method
over the remaining estimated economic life of the product(s); generaly, depending on the nature and success of
the product, such deferred costs are amortized over a three to five-year period. Amortization commences when
the product is made commercially available. Two of the five products under development were meade
commercially available in 2002.

Sock-Based Compensation. Statement 123, "Accounting for Stock-Based Compensation,” as amended by
Statement 148, “Accounting for Stock-Based Compensation — Transition and Disclosure — an amendment of
FASB Statement No. 123" provides aternative methods of transition for a voluntary change to the fair vaue
based method of accounting for stock-based employee compensation. In addition, Statement 148 amends the
disclosure requirements of Statement 123 to require prominent disclosures in both annual and interim financia
statements about the method of accounting for stock-based employee compensation and the effect of the method
used on reported results.

We account for stock option grants and stock awards, based on their intrinsic value, in accordance with
Accounting Principles Board Opinion No. 25, "Accounting for Stock Issued to Employees’ and related
interpretations. Under the intrinsic value method, compensation expense is only recognized if the exercise price
of the employee stock option is less than the market price of the underlying stock on the date of grant. The
weighted-average estimated grant date fair value, as defined by Statement 123, of options granted in 2002, 2001
and 2000 was $2.34, $1.61 and $2.97, respectively, as calculated using the Black-Scholes option valuation model.
We price our stock options at fair market value on the date of grant, and therefore, under Opinion 25, no
compensation expense is recognized for stock options granted. The following table illustrates the effect on
income (loss) from continuing operations and the related earnings per share if we had applied the fair value
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recognition provisions of Statement 123, as amended, to stock-based employee compensation (in thousands,
except per share data):

Year Ended December 31,
2002 2001 2000

Income (loss) from continuing operations,

as reported $ 24150 $ (22436) $ (48673)
Less: total stock-based employee compensation

expense determined under fair value based

method for all awards, net of related tax effects (5,320) (10,374) (6,415)
Pro formaincome (loss) from continuing operations $ 18,830 $ (328100 $ (55,089
Earnings (loss) per share — continuing operations:

Basic - asreported $ 058 $ (060) $ (145
Basic - pro forma $ 045 $ (083 $ (169
Diluted - as reported $ 049 $ (060 $ (145
Diluted - pro forma $ 039 $ (08 $ (169

The fair value of our employee stock options was estimated at the date of grant using the Black-Scholes
option valuation model with the following weighted average assumptions:

Year Ended December 31,

2002 2001 2000
RiSk-free INtErest rate.........coocvveeeirieiee e 2.6% 4.0% 5.2%
Expected dividend yield..........ccccceeviieiiiiiiie e 0.0 0.0 0.0
Expected stock price volatility..........cccoveeeeeeeiiiiiiiiieeeeenn. 78.7 75.4 76.7
Weighted average expected life (inyears) ........cccccveeeeennes 4 4 4

The Black-Scholes option valuation model was not developed for use in valuing employee stock options.
Instead, this model was developed for use in estimating the fair value of traded options, which have no vesting
restrictions and are fully transferable, which differ significantly from our stock option awards. In addition, option
vauation models require the input of highly subjective assumptions including the expected stock price voldtility.

Income Taxes. We provide for taxes based on current taxable income, and the future tax consequences of

temporary differences between the financial reporting and income tax carrying values of our assets and liabilities
(deferred income taxes). Quarterly, management assesses the realizable value of deferred tax assets based on,
among other things, estimates of future taxable income, and adjusts the related valuation alowance as necessary.
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Earnings Per Share. The following table sets forth the computation of basic and diluted earnings (I0ss) per share
("EPS’) (in thousands, except per share data):

Year Ended December 31,

2002 2001 2000
Numerator —income (loss):
Continuing operations $ 24,150 $(22,436) $ (48,673)
Discontinued operations (5,384) (29,440)
$ 24,150 $ (27,820) $ (78,113)
Denominator:
Basic EPS —weighted-average shares 41,592 37,477 33,537
Effect of dilutive securities, stock option
and warrant rights 7,258
Diluted EPS—adjusted weighted-average
shares and assumed conversions 48,850 37,477 33,537
Basic EPS:
Continuing operations $ 058 $ (0.60) $ (145
Discontinued operations (0.14) (0.88)
$ 0.58 $ (0.79) $ (233
Diluted EPS:
Continuing operations $ 049 $ (0.60) $ (145
Discontinued operations (0.14) (0.88)
$ 049 $ (0.74) $ (233

Because their effect would be antidilutive, stock option and warrant rights for up to 1.1 million common
shares with exercise prices ranging from $6.14 to $17.31 per share were excluded from the diluted EPS
calculation for 2002. For the same reason, dl options and warrants were excluded from the diluted calculation for
years 2001 and 2000.

Recent Accounting Pronouncements

In June 2002, the Financia Accounting Standards Board, or the FASB, issued Statement of Financia
Accounting Standards No. 146, “Accounting for Costs Associated with Exit or Disposal Activities.” Statement
146 requires companies to recognize costs associated with exit or disposal activities when they are incurred rather
than at the date of a commitment to an exit or disposal plan. Examples of costs covered by Statement 146 include
lease termination costs and certain employee severance costs that are associated with a restructuring, discontinued
operation, facility closing, or other exit or disposa activity. Statement 146 is to be applied prospectively to exit
or disposa activitiesinitiated after December 31, 2002.

In April 2002, the FASB issued Statement 145, “Rescission of FASB Statements No. 4, 44 and 62,
Amendment of FASB Statement No. 13 and Technical Corrections.” For most companies, Statement 145 will
require gains and losses on extinguishments of debt to be classified as income or loss from continuing operations
rather than as extraordinary items as previoudy required under Statement 4. Extraordinary treatment will be
required for certain extinguishments as provided in Accounting Principles Board Opinion No. 30. Statement 145
also amends Statement 13 for certain sales-leaseback and sublease accounting. We are required to adopt the
provisions of Statement 145 in January 2003. Except for a reclassification with respect to our 1999 statement of
operations, we believe the adoption of Statement 145 will not have a significant impact on our financel
statements.

In 2001, the FASB issued Statement 141, “Business Combinations.” Statement 141 requires the use of
the purchase method of accounting and prohibits the use of the pooling-of-interests method of accounting for
busness combinations. Statement 141 also requires us to recognize acquired intangible assets apart from
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goodwill if the acquired intangible assets meet certain criteria. Statement 141 applies to al business combinations
initiated after June 30, 2001 It aso requires that, upon adoption of Statement 142, “Goodwill and Other
Intangible Assets’ (adoption of Statement 142 is discussed in the operating expenses section above), we reclassify
the carrying amounts of intangible assets and goodwill based on the criteriain Statement 141.

Our business combinations were completed prior to 2000 and were accounted for using both the pooling-
of-interests and purchase methods. The pooling- of-interests method does not result in the recognition of acquired
goodwill or other intangible assets. As aresult, the adoption of Statements 141 and 142 did not affect the results
of past transactions accounted for under the pooling-of-interests method. However, al future business
combinations would be accounted for under the purchase method, which may result in the recognition of goodwill
and other intangible assets, some of which would be recognized through operations, either by amortization or
impairment charges, in the future.

Also in 2001, the FASB issued Statement 144, “Accounting for the Impairment or Disposad of Long-
Lived Assets.” The adoption of Statement 144 has not had a negative impact on our financial statements.

Statement 133, "Accounting for Derivative Instruments and Hedging Activities," as amended, establishes
accounting and reporting standards for derivative instruments, such as foreign currency and interest rate swaps,
options, forwards, futures, collars, and warrants, and for hedging activities. We do not hold derivative securities
and have not entered into contracts embedded with derivative instruments either to hedge existing risks or for
speculative purposes.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Our primary market risk consists of fluctuations in the “prime rate” of interest announced from time to
time by Wells Fargo Bank N.A. Approximately $8.3 million of our outstanding debt at December 31, 2002
related to long-term indebtedness under our credit agreement with Foothill Capital Corporation, a wholly-owned
subsidiary of Wells Fargo & Company. We expect interest on the outstanding balance of the loan to be charged
based on a variable rate related to the prime rate. Thus, our interest expense is subject to market risk in the form
of fluctuations in the prime rate of interest. The effect of a hypothetical one hundred basis point increase across all
maturities of variable rate debt would result in an annua decrease of approximately $.2 million in pre-tax
operating results assuming no further changes in the amount of our borrowings subject to variable rate interest
from amounts outstanding at December 31, 2002. We do not hold derivative securities and have not entered into
contracts embedded with derivative instruments, such as foreign currency and interest rate swaps, @tions,
forwards, futures, collars, and warrants, either to hedge existing risks or for speculative purposes.

Item 8. Financial Statements and Supplementary Data

The financial statements listed on page 46 of this report are filed as part of this report on the pages
indicated.

Item 9. Changes|n And Disagreements With Accountants On Accounting and Financial Disclosure
Not applicable.
PART I
Certain information required by Part 111 of this Form 10-K is omitted because the Company will file a
definitive proxy statement pursuant to Regulation 14A with respect to the 2003 Annual Meeting of Stockholders
expected to be held on June 11, 2003 (the “Proxy Statement™), not later than 120 days after the end of the fiscal

year covered by this Form 10-K, and certain information to be included therein is incorporated herein by
reference.

a4



Item 10. Directors and Executive Officers of the Registrant

The response to this item is contained in part under the caption “Employees’ in Part | hereof, and the
remainder is contained in the Proxy Statement under the caption "Election of Directors', and is incorporated
herein by reference. Information relating to delinquent filings of Forms 3, 4, and 5 of the Company is contained
in the Proxy Statement under the caption “Compliance with Section 16(a) of the Securities Exchange Act of
1934”, and is incorporated herein by reference.

Item 11. Executive Compensation

The response to this item is contained in the Proxy Statement under the captions “Compensation of
Directors’, “Executive Compensation and Related Information”, "Option Grantsin Last Fiscal Year", "Aggregate
Option Exercises in Last Fiscal Year and Year-End Option Vaues', and "Employment Contracts and Change of
Control Arrangements’, and is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Ownersand Management

The response to this item is contained in the Proxy Statement in part under the caption “ Stock Ownership
of Certain Beneficia Owners and Management” and in part under the caption “Equity Compensation Plan
Information” and is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions

The response to this item is contained in the Proxy Statement under the captions "Certain Transactions'
and "Compensation Committee Interlocks and Insider Participation” and is incorporated herein by reference.

PART IV
Item 14. Controls and Procedures

(@) Evaluation of disclosure controls and procedures. Based on their evauation of our disclosure
controls and procedures (as defined in Rules 13a-14(c) and 15d- 14(c) under the Securities Exchange Act of 1934)
as of adate within 90 days of the filing date of this Annual Report on Form 10-K, our chief executive officer and
chief financia officer have concluded that our disclosure controls and procedures are designed to ensure that
information required to be disclosed by us in the reports that we file or submit under the Exchange Act is
recorded, processed, summarized and reported within the time periods specified in the SEC' s rules and forms and
are operating in an effective manner.

(b) Changesin internal controls. There were no significant changesin our internal controls or in other
factors that could significantly affect these controls subsequent to the date of their most recent evaluation

Item 15. Exhibits, Financial Statement Schedules, and Reports on Form 8-K

(®(1) Financial Satements. The financia statements listed on page 46 of this report are filed as part of
this report on the pages indicated.

(a(2) Financial Satement Schedules. The gpplicable financial statement schedules required under
Regulation S- X have been included beginning on page 73 of this report, as follows:

Report of Independent Certified Public Accountants on Financial Statement Schedule...... 73
Schedule [1—Vauation and Qualifying ACCOUNES. ..........ccoovviiiiiiiiie e, 74

V)



(a)(3) Exhibits. The exhibits required by Item 601 of Regulation SK are listed below.

Exhibit
No.

Description

21

2.2

31

3.2

4.1

4.2

10.1

10.2

10.3

104

105

10.6

10.7

10.8

10.9

10.10

Agreement and Plan of Merger by and among Datamedic Holding Corp., Certain
Principal Shareholders of Datamedic Holding Corp., InfoCure Corporation and
InfoCure Systems, Inc. dated September 3, 1999 (incorporated by reference to
Appendix A to InfoCure's Registration Statement on Form S4 (Registration No.
333-87867) filed on September 27, 1999).

Agreement and Plan of Distribution, dated as of February 21, 2001, by and between
InfoCure Corporation and PracticeWorks, Inc. (incorporated by reference to Exhibit
2.1 to the Registrant's Current Report on Form 8K, filed with the Commission on
March 20, 2001).

Certificate of Incorporation of InfoCure Corporation with al amendments
(incorporated by reference to Exhibit 3.1 to the Registrant's Annual Report on Form
10-K for the year ended December 31, 1999).

Second Amended and Restated Bylaws of InfoCure (incorporated by reference to
Exhibit 3.2 to the Registrant's Annual Report on Form 10-K for the year ended
December 31, 1999).

See Exhibits 3.1 and 3.2 for provisons of the Certificate of Incorporation, as
amended, and Bylaws of InfoCure defining rights of the holders of common stock of
InfoCure.

Specimen Certificate for shares of common stock (incorporated by reference to
Exhibit 4.2 to InfoCure's Regigtration Statement on Form SB-2) (Registration No.
333-18923).

InfoCure Corporation 1996 Stock Option Plan (incorporated by reference to Exhibit
10.1 filed with InfoCure's Registration Statement on Form SB-2) (Registration No.
333-18923).

Form of Incentive Stock Option Agreement of InfoCure Corporation (incorporated
by reference to Exhibit 10.2 filed with InfoCure's Registration Statement on Form
SB-2) (Registration No. 333-18923).

InfoCure Corporation 1997 Directors Stock Option Plan (incorporated by reference
to Exhibit 10.48 filed with InfoCure's Annual Report on Form 10-KSB on April 1,
1998).

InfoCure Corporation Length-of-Service Nonqualified Stock Option Plan
(incorporated by reference to Exhibit 10.49 filed with InfoCure's Annual Report on
Form 10-KSB on April 1, 1998).

Amendment to InfoCure Corporation 1996 Stock Option Plan (incorporated by
reference to Exhibit 10.15 to the Registrant's Annual Report on Form 10-K for the
year ended December 31, 1999).

Amendment to InfoCure Corporation Length-of-Service Nonqualified Stock Option
Pan (incorporated by reference to Exhibit 10.16 to the Registrant's Annua Report
on Form 10-K for the year ended December 31, 1999).

Amendment to InfoCure Corporation Employee Stock Purchase Plan (incorporated
by reference to Exhibit 10.17 to the Registrant's Annual Report on Form 10-K for
the year ended December 31, 1999).

InfoCure Corporation Employee Stock Purchase Plan (incorporated by reference to
Exhibit 10.50 filed with InfoCure's Annual Report on Form 10-KSB on April 1,
1998).

Form of Stock Option Grant Certificate and schedule of recipients of such options
(incorporated by reference to Exhibit 10.22 to the Registrant's Annual Report on
Form 10-K for the year ended December 31, 1999).

Form of Stock Option Grant Certificate and schedule of recipients of such options
(incorporated by reference to Exhibit 10.23 to the Registrant's Annual Report on
Form 10-K for the year ended December 31, 1999).



Exhibit
No.

Description

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

Tax Disaffiliation Agreement, dated as of March 5, 2001, by and between InfoCure
Corporation and PracticeWorks, Inc. (incorporated by reference to Exhibit 10.1 to
the Registrant's Current Report on Form 8K, filed with the Commission on March
20, 2001).

Employee Benefits and Compensation Allocation Agreement, dated as of March 5,
2001, by and between InfoCure Corporation and PracticeWorks, Inc. (incorporated
by reference to Exhibit 10.4 to the Registrant's Current Report on Form 8K, filed
with the Commission on March 20, 2001).

Intellectual Property License Agreement, dated as of March 5, 2001, by and between
InfoCure Corporation and PracticeWorks Systems, LLC (incorporated by reference
to Exhibit 10.5(a) to the Registrant's Current Report on Form 8K, filed with the
Commission on March 20, 2001).

Intellectual Property License Agreement, dated as of March 5, 2001, by and between
InfoCure Corporation and PracticeWorks Systems, LLC (incorporated by reference
to Exhibit 10.5(b) to the Registrant's Current Report on Form 8K, filed with the
Commission on March 20, 2001).

Assignment of Copyrights, dated as of March 5, 2001, by and between InfoCure
Corporation and PracticeWorks Systems, LLC (incorporated by reference to Exhibit
10.5(c) to the Registrant's Current Report on Form 8K, filed with the Commission
on March 20, 2001).

Assignment of Trademarks, dated as of March 5, 2001, by and between InfoCure
Corporation and PracticeWorks Systems, LLC (incorporated by reference to Exhibit
10.5(d) to the Registrant's Current Report on Form &K, filed with the Commission
on March 20, 2001).

Employment Agreement, dated July 24, 2000, by and between InfoCure Corporation
and Joseph M. Walsh (incorporated by reference to Exhibit 10.6(a) to the
Registrant's Current Report on Form 8K, filed with the Commission on March 20,
2001).

Employment Agreement, dated July 24, 2000, by and between InfoCure Corporation
and Steven N. Kahane (incorporated by reference to Exhibit 10.6(c) to the
Registrant's Current Report on Form 8K, filed with the Commission on March 20,
2001).

Employment Agreement, dated July 24, 2000, by and between InfoCure Corporation
and Michael A. Manto (incorporated by reference to Exhibit 10.6(d) to the
Regiitrant‘s Current Report on Form 8K, filed with the Commission on March 20,
2001).

InfoCure Corporation 2000 Broad-Based Stock Plan (incorporated by reference to
Exhibit 10.1 to the Registrant's Quarterly Report on Form 10-Q for the quarter ended
September 30, 2000).

Amended and Restated Warrant, originally issued to Crescent International Ltd. on
September 28, 1998, as amended and restated on March 6, 2001 (incorporated by
reference to Exhibit 10.44 to the Registrant's Annua Report on Form 10-K, filed
with the Commission on April 2, 2001).

SubLease Agreement, dated February 28, 2001, by and between InfoCure
Corporation and Southern Company Services, Inc. (incorporated by reference to
Exhibit 10.2 to the Registrant's Quarterly Report on Form 10-Q, filed with the
Commission on May 16, 2001).

Lease Agreement, dated March 13, 2001, by and between InfoCure Corporation and
Joseph V. Fisher, LLC (incorporated by reference to Exhibit 10.3 to the Registrant's
Quarterly Report on Form 10-Q, filed with the Commission on May 16, 2001).
Separation Agreement by and between InfoCure Corporation, and Frederick L. Fine,
dated June 6, 2001 (incorporated by reference to Exhibit 10.1 to the Registrant's
Current Report on Form 8K, filed with the Commission on June 6, 2001).



Exhibit
No. Description

1025 — Loan and Security Agreement by and among VitaWorks Inc. as Borrower, and
Foothill Capital Corporation as Lender, dated March 8, 2002 (incorporated by
reference to Exhibit 10.32 to the Registrant’'s Annua Report on Form 10-K, filed
with the Commission on March 29, 2002).

1026 —  VitaWorks Inc. 401(k) Profit Sharing Plan (incorporated by reference to Exhibit
10.1 to the Registrant’s Quarterly Report on Form 10-Q, filed with the Commission
on August 13, 2002).

10.27 —  VitdWorks Inc. 2002 Employee Stock Purchase Plan (incorporated by reference to
Exhibit 10.2 to the Registrant’s Quarterly Report on Form 10-Q, filed with the
Commission on August 13, 2002).

1028 — Rights Agreement, dated as of December 5, 2002 (the “Rights Agreement”),
between VitaWorks Inc. and StockTrans, Inc., as Rights Agent, including as Exhibit
B, the form of Rights Certificate and Election to Exercise (incorporated by reference
to Exhibit 4 to the Registrant’s Current Report on Form 8K, filed with the
Commission on December 9, 2002).

1029 — Form of Letter to Stockholders (incorporated by reference to Exhibit 20 to the
Registrant’s Current Report on Form 8K, filed with the Commission on December
9, 2002).

1030 — Form of Certificate of Designations of Series B Preferred Stock, included in Exhibit

C to the Rights Agreement (incorporated by reference to Exhibit 3 to the
Registrant’s Report on Form 8A12B, filed with the Commission on January 3,

2003).
*21.1 — List of Subsidiaries.
*23.1 —  Consent of BDO Seidman, LLP, independent certified public accountants.
241 — Powersof Attorney (included on signature page).
*99.1 — Caertification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section

906 of the Sarbanes-Oxley Act of 2002.
* Filed herewith

(b) Reports on Form 8-K. We filed the following reports on Form 8-K during the quarter ended December 31,
2002:

() Current Report on Form 8K filed with the Securities and Exchange Commission on November 6,
2002 with respect to our announcement that our Board of Directors has authorized the repurchase
of up to $15 million of our common stock from time to time.

(i) Current Report on Form 8K filed with the Securities and Exchange Commission on December 9,
2002 with respect to our announcement that we adopted a Stockholder Rights Plan and declared a
dividend of one Right on each share of our common stock.



VitalWorksInc.

Item 8. Financial Statements and Supplementary Data

Financial Statements:

Report of Independent Certified PUbliC ACCOUNTANES...........eevieiiiiiee e
Consolidated Balance Sheets as of December 31, 2002 and 2001 .......ccovvvneeeeeeeeeeeeeeeeeeeeieaeeeens
Consolidated Statements of Operations for the years ended December 31, 2002, 2001 and 2000
Consolidated Statements of Stockholders' Equity for the years ended

December 31, 2002, 2001 AN 2000 ....co.nneeeeeee e ————

Consolidated Statements of Cash Flows for the years ended December 31, 2002, 2001, and 2000...........

Notes to Consolidated FINANCIAl SEALEIMENTS ......uueieeee ettt e e e e e e e et e e e e e



REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors and Stockholders
VitaWorks Inc.

We have audited the accompanying consolidated balance sheets of VitalWorks Inc. and Subsidiaries as of
December 31, 2002 and 2001 and the related consolidated statements of operations, stockholders' equity, and cash
flows for each of the three years in the period ended December 31, 2002. These financial statements are the
responsibility of the Gmpany's management. Our responsibility is to express an opinion on these financia
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require hat we plan and perform the audit to obtain reasonable assurance about
whether the financia statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financia statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overal
financid statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in al materia
respects, the financial position of VitaWorks Inc. and Subsidiaries as of December 31, 2002 and 2001 and the
results of their operations and their cash flows for each of the three years in the period ended December 31, 2002,
in conformity with accounting principles generally accepted in the United States of America

Asdiscussed in Note B to the consolidated financial statements, effective January 1, 2002, the Company
adopted Statement of Financia Accounting Standards No. 142, “ Goodwill and Other Intangible Assets.”

BDO Seidman, LLP
New York, New Y ork

January 20, 2003, February 27, 2003 for Note H
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VitalWorksInc.

CONSOLIDATED BALANCE SHEETS
(In thousands, except share data)

Assets

Current assets:
Cash and Cash QUIVAIENES ...t
Accountsreceivable, net of allowances of $1,900 and $1,800..........cccueureererrereneerensereneeresereneens
Computer hardware held for rESaAlE..........cccccce s
Deferred iNCOME taXES, NEL ........c.cviccerecer st nanses
Prepaid expenses and other current assets
Headquarters buildings held for sale, at fair value

TOLAl CUMTENT ASSELS....eieeeeieeeer sttt s s ne s s aes

Property and equipment, at cost, less accumulated depreciation and

amortization Of $9,026 and $6,294..........ccvrerrrurrerririereieieese e
Goodwill, less accumulated amortization of $55,898 through 2001 ..........cccevneeneeneireinerneeneen.
Product development and deferred finance costs, |ess accumulated

amortization Of $1,049 and $A05 .......cvvvrrirerreirrirrirrisrisesre et
Deferred iNCOME TAXES, NMEL ...t e bbbt
OFNEE BSSELS ....c.ceeeeeteeeeeeesei ettt a bbbt bbbt

Liabilitiesand stockholders' equity

Current liabilities:
Accounts payable and aCCrued EXPENSES ........cccereeererireseesesessesessessesessesssssesssssssssssssssesssssnsens
Accrued employee compensation and bENefits.........ccovcirrncnsnccessrse e
ACCIUEH FESIFUCTUITNG COSES....cuveurereuireseres s s sessesessessses s
Deferred revenue, including unearned discounts of $1,478 and $1,701
Current portion of [oNg-termM debt..........cccviiiriinercrr s

Total CUMTENt HHADTHTTIES. ...ttt

(o gTe o =0 o = o U
Other liabilities, primarily unearned discounts re: outsourced printing SErvicCes...........coueenes

Commitments and conti ngencies—Notes C and H

Stockholders' equity:
Preferred stock $.001 par value; 2,000,000 shares authorized; noneissued...........coovvevereene.
Common stock $.001 par value, 200,000,000 shares authorized,

44,605,944 and 39,001, 771 ShareSiSSUEA ..o
Additional paid-in CapPItal ........cccooeeeiriceresrrre s
Notes receivable from former directors, net of allowance of $6,000 in 2001
ACCUMUIBLEA AEFICIT ...ttt a et nneas
Treasury stock, at cost, 1,985,502 and 112,500 shares
Total stockholders' equity
Total liabilities and stockholders' equity....

See accompanying notes.

December 31,

2002 2001
$ 39,474 $ 12,988
14,130 12,693
629 323
1,578 3,376
1,660 946
7,184

57,471 37,510
4,542 6,435
20,256 20,256
9,049 4,739
25,172 23,358
641 651

$ 117,131 $ 92,949
$ 10,630 $ 10,503
4,636 2,862
1,107 2,900
9,578 8,096
4,300 14,063
30,251 38,424
14,641 16,490
11,806 11,975
45 39
203,173 191,585
(4,632)

(136,313) (160,463)
(6,472) (469)
60,433 26,060
$117,131 $ 92,949




VitalWorksInc.

CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

Year Ended December 31,

2002 2001 2000
Revenues
MaiNtENANCE AN SEIVICES.......vveriesieriesiess st sss st sss s sessessssssssssssans $ 84,808 $ 85,181 $ 79,984
Software licenses and system sales 30,003 21,872 21,682
Total FEVENUES.......c.ceeeeerreeereeeeeereseseeesenes 114,811 107,053 101,666
Costsand expenses
Cost of revenues:
MaiNtENANCE BNA SEIVICES.......oreurreeireeeireeee et seaees 21,970 19,401 19,861
Software licenses and system sales, includes amortization of
product development costs Of $911 N 2002 .......c.ccvcevevreereeneereereenereeeenessessesneens 8,749 6,267 8,886
Selling, general and admMiNiStratiVe........cccvvieiiieecreescse s 49,716 54,371 70,688
Research and devel OPMENL...........cocvrereccerrese et ees 13,535 10,871 13,833
Depreciation and amortization, includes $23,135 and
$23,228 of goodwill amortization in 2001 and 2000 ........ccovereereeereeereseermeeeseenens 2,572 26,207 27,966
Loss on headquarters building held for Sale..........coovncncncceereens 1,375
Impairment charges (credits) and other nonrecurring CoStS........ocovveennecenrenennns (6,000) 8,252 6,632
ReStructuring COSLS (CreAILS)........cuiuumurmmrrirerreierisisie st ssessssesaes (501) (425) 9,338
90,041 126,319 157,204
Operating iNCOME (I GSS) ...vvvureeirererrerererisesiresesssseesesesssssesessssssesessssessessssssssessssssssenees 24,770 (19,266) (55,538)
INterest iNCOME .......cceveeeveeeeeeerereeeeeeee 1,480 562 696
Interest expense (1,938) (3,732) (3,674)
Income (loss) from continuing oper ations, before income taxes...........ccc..... 24,312 (22,436) (58,516)
Provision (benefit) fOr iNCOME tAXES .......cccceevivececrseee et 162 (9,843)
Income (10ss) from continuUiNg OPEr atioNS..........ccevereeereresenisesssesesssseesessanees 24,150 (22,436) (48,673)
L oss from discontinued operations, net of
incometax benefit of $4,399 1N 2000..........c.rureermermeeememeeeeeeree e seeeeees (5,384) (29,440)
NEL INCOME (10SS) .ucvvcvcveirisriesiesseesese e sttt essessesse s s st s st ensessessesssssnsnsans $ 24,150 $(27,820) $(78,113)
Earnings (loss) per share
Basic:
CONLINUING OPETALiONS.....oueeeerrereeereereeseeseeseesseesesseessessesssssssssesssesssssessssssessssssssnes $ 0.58 $ (0.60) $ (145
DisCONtiNUEd OPEIaLIONS ........c.cuieerieerirerereeer e sseaes (0.14) (0.88)
$ 0.58 $ (074 $ (233
Diluted:
CONLINUING OPETALIONS........coueveeeeereeereeeetes s sesssssessses s ses st sses s ssessensanes $ 0.49 $ (0.60) $ (145
DisSCONtiNUE OPEFBLIONS ......ccveeeeeeieeiereiereeer e sseaes (0.14) (0.88)

$ 049 $ (0.74) $ (233

Average number of sharesoutstanding

BaSIC....cuiiii 41,592 37,477 33,537
DITULEA... ..ottt 48,850 37,477 33,537

See accompanying notes.
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VitalWorksInc.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS EQUITY
(In thousands, except share data)
Shares Notes
Additional Receivable-
Common Treasury Common Paidin Former Accumulated  Treasury
Stock Stock Stock Capital Directors Deficit Stock Total
Balance at December 31, 1999..........ccoveviiiiiiiiiniciiee 32,202,099 $ 32 $189,837 $ (54,530 $135,339
Issuance of common stock, net of related expensefor:
2000 acquisition attributed to PracticeWorks................ 127,660 2,386 2,386
Earnout COMMItMENtS..........ccoveeeeeeivveeeeeiveeeeeeveeee e 35,384 1,100 1,100
Payment of obligations............ccccoveieiiieniiinnicesieee 68,563 418 418
Exercise of stock options and warrants...............c........ 1,723911 2 1,588 1,590
Matching contribution 401(K) plan...........ccceveveevieeennns 97,508 1,469 1,469
Tax benefit from the exercise of Options............cccceeeveene 1,413 1,413
1999 acquiSition eSCroW ClOSUre.........ccocvveeriieeniee e (18,890) (390) (390)
Treasury stock received in exchange for sale of
[iCense agreemMeNt ........covevererieieeeecee e (112,500) $ (469) (469)
Purchase price protection of previous share
ISSUBNCE ...ttt (500) (500)
Receipt of note from former directors for exercise of
stock options plus accrued iNterest..........ooeverereereenneas 6,564 $ (6,974) (410)
Issuance of promissory note from former directors plus
accrued interest, net of repayment ..........cccccvvveernenene (5,457) (5,457)
Other ..o 74 74
NELI0SS.....eoviieieriiiieieiee (78,113) (78,113)
Balance at December 31, 2000. 34,236,235 (112,500) A 203,959 (12,431) (132,643 (469) ,450
Issuance of common stock, net of related expensefor:
1998 acquisition of unit of Reynolds & Reynalds.......... 500,000 1 127 128
Matching contribution 401(k) plan..........ccccceeeveeeniieenne 462,352 1,965 1,965
Conversion of rightsto preferred stock of subsidiary...... 1,929,012 2 9,998 10,000
Exercise of stock options and warrants.............ccccceeenee 974,645 1 1,882 1,883
1999 acquisition attributed to PracticeWorks................ 887,715 1 2,327 2,328
ONEL ... 11,812 254 254
Dividend of subsidiary, PracticeWorks. ..........ccccocvverenne (28,927) (28,927)
Allowancefor 10an l0SSES..........cocvviviiiieneciesee e 6,000 6,000
L0oan paymMentS NEL .........eeeeeiiireeeiiiieee e 1,799 1,799
NEL 0SS, eee (27,820) (27,820)
Balance at December 31, 2001...........cccoueeereerierienienienienns 39,001,771 (112,500) 39 191,585 (4632 (160,463) (469) 26,060
Issuance of common stock, net of related expense for:
Matching contribution 401(K) plan ..........coccveeveeeniinenne 222,012 1 1,110 1111
Exercise of stock options and warrants.............cc.cceeenee 5,382,161 5 10,077 10,082
Repurchases of common StocK...........cceveveeeveniciniieenne (1,873,002) (6,003) (6,003)
Dividend of subsidiary, PracticeWorks adjustment .......... 401 401
Allowance for loan losses (reversed) ........ccoveveviiiiennnne (6,000) (6,000)
Loan payments NEL.........eeeeeiieieee et 10,632 10,632
NEEINCOME. ...ttt 24,150 24,150
Balance at December 31, 2002.........cccevveieerierierierienienns 44,605,944  (1,985,502) $ 45 $ 203,173 $ — $ (136,313) $(6.472) $ 60433

See accompanying notes.




VitalWorksInc.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Year Ended December 31,

2002 2001 2000

Operating activities
Income (10SS) from CONtiNUING OPEIatiONS.......cvereeerrerereereeeesseeseeseessesseesssssessessssssssessssssesens $ 24,150 $(22,436) $(48,673)
Adjustmentsto reconcileincome (loss) from continuing operations to

cash provided by operating activities:

Loss on headquarters building held for Sal€........cvvceivecscrcee s 1,375
Restructuring and other nonrecurring costs and impairment charges (credits) (6,501) 6,903 5,447
Depreciation and amortization, primarily goodwill in 2001 and 2000.................... 2,572 26,207 27,966
Provisions for bad debts, returns and diSCOUNLS..........ccoverueirirenieninirenesinereeeeeenenes 2,815 3,196 1,883
Tax benefit from the exercise of options 1,413
Gainon release of pension 1ability ... s (550)
Amortization of deferred finance costs, charged to interest expense.................. 277 638 217
Amortization of product develOpMENt COSES ........cccrmrierrrineirreerreereee e 911
Deferred income taxes (11,886)
L0431 SO OOV PT TR 255
Changesin operating assets and liabilities:
ACCOUNLS FECEIVADIE ...ttt s et (4,252) (2,031) 13,580
Computer hardware held for resale, prepaid expenses and other (802) 218 1,074
Accounts payable, accrued COStS and EXPENSES .........oceveerereerereereseneeeneeereeenees 1,536 (1,982) 9,208
INCOME tAXES PAYBDIE .......cveveceeteece st naee 3,256
DEfEITEU FEVENUE........ceceeeceetr ettt nnes 1,344 (971) 1,961
Unearned discountsre: outsourced printing SErViCES........covovvnmrerererseeererernenes (1,292) 6,503 8,215
Interest payments (income) on notes receivable from former directors..........ccovvenerveccrnenes 610 (610)
Cash provided by operating aCtiVities ... 20,758 18,230 12,756
Investing activities
Product develOPMENTE COSES ......ccvimirirririrrieireres e ses s ssss s sssssesssssssssssnssnses (4,345) (4,601)
Proceeds from sale of office buildings 7,310 800
Proceeds from sale of equipment................ 220 146
Purchases of property and qUIPMENL ..........covvvererrineresereresesesesesese s seens (771) (1,203) (4,770)
Cash received from (advanced to) PracticeWorks, INC.........covveereveeecrevenceeennn. 333 (344) (24,658)
(@431 OO 17) 738
Cash provided by (used in) iNVesting aCtiVities .......ccoocerreeeensenrein s 2,527 (5,145) (28,544)
Financing activities

Long-term debt:

(PAYMENLS)....cocueiieeeeeeirice ettt et n s s s st s s et et s s ans s s nnantas (38,597) (9,154) (6,442)

ProCeedS......c.cuieeecereereeree e 27,450 194 8,038

Exercise of stock options and warrants 10,017 1,804 1,590
Loan payments from (loansto) former dir€Ctors ..........cccouveveerreenenneeneneeneseens 10,991 1,215 (5,238)
Repurchases of COMIMON SLOCK..........ccccicceeee et (6,003)
Proceeds from convertible, redeemable preferred stock issuable..........cccoeveencncinnnnen. 10,000
Cash paid for price protection of sharesissued re: a 1998 business acquisition............. (500)
Deferred finance COStS anNd OtNEN .........ccv e (657) (125)

Cash provided by (used in) finanCing actiVitieS.....c.cvverreeeeirrece s 3,201 (6,066) 7,448
Increase (decrease) in cash and cash eqUIVAIENTS..........ccverrrerenecne e 26,486 7,019 (8,340)
Cash and cash equivalents at beginning Of YEar.........cocenenenerneee e 12,988 5,969 14,309
Cash and cash equivalents at end Of YEAr .......cccvrereneineeneenereeesee e seessessesaeees $39474 $ 12988 $ 5,969

See accompanying notes.
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A.Business

VitaWorks Inc. ("VitaWorks' or the "Company") is a leading provider of information management
technology and services targeted to healthcare practices and organizations throughout the United States. The
Company provides 1T-based slutions for general medica practices and has specialty-specific products and
services for practices such as radiology, anesthesiology, ophthalmology, emergency medicine, plastic surgery, and
dermatology. VitalWorks aso offers enterprise-level systems designed for large physician groups and networks.
The Company's range of software solutions, which include workflow features related to patient encounters,
automate the administrative, financial, and clinical information management functions for physicians and other
healthcare providers. VitalWorks provides its clients with ongoing software support, implementation, training,
electronic data interchange (“EDI”) services for patient billing and claims processing, and a variety of Web-based
services.

B. Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financia statements include the accounts of the Company, and its subsidiaries, all of
which were wholly-owned and merged into VitalWorks Inc. during 2001. All significant intercompany accounts
and transactions have been diminated.

Reclassification of Financial Satement Balances

Certain amounts in the accompanying financia statements for 2001 and 2000 have been reclassified to
conform to the 2002 presentation.

Revenue Recognition

Software license revenues and system (computer hardware) sales are recognized upon execution of the
sales contract and delivery of the software (off-the-shelf application software) and/or hardware. In all cases,
however, the fee must be fixed or determinable, collection of any related receivable must be considered probable,
and no significant post-contract obligations of the Company shall be remaining. Otherwise, the sale is deferred
until al of the requirements for revenue recognition have been satisfied. Maintenance fees for routine client
support and unspecified product updates are recognized ratably over the term of the maintenance arrangement.
Training, implementation and EDI services revenues are recognized as the services are performed. Most of the
Company’s sales and licensing contracts involve multiple elements, in which case, the Company allocates the
total value of the customer arrangement to each element based on the relative fair values of the respective
elements. The residua method is used to determine revenue recognition with respect to a multiple element
arrangement when specific objective evidence of fair value exists for al of the unddivered elements (e.g.,
implementation, training and maintenance services), but does not exist for one or more of the delivered elements
of the contract (e.g., computer software or hardware). The fair value of an element is determined by the average
price charged when that element is sold separately (e.g., the fair value of maintenance services is determined
based on the average renewal price charged to clients for continued maintenance). If evidence of fair value
cannot be established for the undelivered element(s) of an arrangement, the total value of the customer
arrangement is deferred until the undelivered element(s) is delivered or until objective evidence of fair value is
established. In the Company’s contracts and arrangements with its customers, the Company generally does not
include acceptance provisions, which would give the customer the right to accept or reject the product after the
Company ships it. However, if an acceptance provision is included, revenue is recognized upon the customer’s
acceptance of the product, which occurs upon the earlier of receipt of awritten customer acceptance or expiration
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of the acceptance period. Allowances for estimated future returns and discounts (recorded as contra-revenue), as
well as bad debts, are provided upon recognition of revenues.

Recognition of revenues in conformity with generally accepted accounting principles requires
management to make judgments that affect the timing and amount of reported revenues.

Current Assets, and Liabilities

The Company considers highly liquid investment instruments with varying terms of three months or less
to be cash equivalents and those with varying terms greater than three months but no more than a year would be
considered short-term investments. Cash equivaents are comprised primarily of investment-grade commercial
paper, time deposits, and U.S. federa, state and political subdivision obligations.

The Company’s accounts receivable are customer obligations due under norma trade terms carried at
their face value, less alowances for estimated future returns and discounts, as well as bad debts. The Company
evauates the carrying amount of its accounts receivable on an ongoing basis and establishes a valuation
allowance based on a number of factors, including specific customer circumstances, historical rate of write-offs
and the past due status of the accounts. At the end of each fiscal quarter, the allowance is reviewed and analyzed
for adequacy and is often adjusted based on the findings. The alowance is increased through a reduction of
revenues, an increase in bad debt expense and/or recovery of amounts previoudy written-off. The alowance is
reduced by write-offs of amounts deemed uncollectible and adjustments to revenue and/or bad debt expense, if
any, based on management’ s determination as to the adequacy of the recorded allowance.

All current assets and current liabilities, because of their short-term nature, are stated at cost or face value,
which approximates market value. The carrying amount of the Company’s long-term debt, which provides for
interest at floating rates, approximates market value (see Note G).

Computer Hardware Held For Resale

Computer hardware held for resale includes computer equipment and related peripherals, which are
valued at the lower of cost or redizable value. Cost is principally determined by either the first-in first-out or
average cost methods.

Goodwill Assets and Business Combinations

Goodwill represents the excess of cost over the fair value of net assets of businesses acquired and accounted for as
purchase transactions. In 2001, the Financia Accounting Standards Board (the “FASB”) issued Statement of
Financia Accounting Standards No. 142, “Goodwill and Other Intangible Assets” Statement 142 provides that,
upon adoption, the Company shall no longer amortize its goodwill assets. Rather, the Company is required to test
its goodwill for impairment of value on at least an annua basis. Pursuant to Statement 142, the Company
discontinued amortizing goodwill on January 1, 2002. The adoption of Statement 142 has not had a negative
impact on the Company’s financia statements.

Excluding goodwill amortization of $23.1 million and $23.2 million for the years ended December 31,
2001 and 2000, the net loss would have been $(4.7) million, or $(0.13) per share, and $(54.9) million, or $1.64)
per share, respectively, compared to net income of $24.2 million, or $.49 per diluted share, for 2002.

Also in 2001, the FASB issued Statement 141, “Business Combinations.” Statement 141 requires the use

of the purchase method of accounting and prohibits the use of the pooling-of -interests method of accounting for
business combinations. Statement 141 also requires that the Company recognize acquired intangible assets apart
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from goodwill if the acquired intangible assets meet certain criteria.  Statement 141 applies to al business
combinations initiated after June 30, 2001.

The Company’s business combinations were completed prior to 2000 and were accounted for using both
the pooling-of - interests and purchase methods. The pooling-of-interests method does not result in the recognition
of acquired goodwill or other intangible assets. As aresult, the adoption of Statements 141 and 142 did not affect
the results of past transactions accounted for under the pooling-of-interests method. However, al future business
combinations would be accounted for under the purchase method, which may result in the recognition of goodwill
and other intangible assets, some of which would be recognized through operations, either by amortization or
impairment charges, in the future.

Product Development and Deferred Finance Costs

The Company begins capitalizing product development costs, exclusively third-party programmer fees,
only after establishing commercial and technica viability. Annua amortization of these costs represents the
greater of the amount computed using (i) the ratio that current gross revenues for the product(s) bear to the total
current and anticipated future gross revenues of the product(s), or (ii) the straight-line method over the remaining
estimated economic life of the product(s); generaly, depending on the nature and success of the product, such
deferred costs are amortized over athree to five-year period. Amortization commences when the product is made
commercially available. Two of the five products under devel opment were made commercialy available in 2002.

Deferred finance costs ($.6 million and $.1 million, net of accumulated amortization, as of December 31,
2002 and 2001), which include charges, fees and expenses directly associated with loan origination and
underwriting, are recognized as interest expense over the expected life of the respective loan at an amortization
rate per annum that approximates the interest method.

Depreciation/Amortization

Depreciation and amortization are computed principally using the straight-line method over the estimated
economic or useful lives of the applicable assets. Leasehold improvements are amortized over the lesser of the
remaining life of the lease or the useful life of the improvements.

Sock-Based Compensation

Statement 123, "Accounting for Stock-Based Compensation,” as amended by Statement 148, “ Accounting
for Stock-Based Compensation — Transition and Disclosure — an amendment of FASB Statement No. 123
provides aternative methods of transition for a voluntary change to the fair value based method of accounting for
stock-based employee compensation. In addition, Statement 148 amends the disclosure requirements of
Statement 123 to require prominent disclosures in both annual and interim financia statements about the method
of accounting for stock-based employee compensation and the effect of the method used on reported results.

The Company accounts for stock option grants and stock awards, based on ther intrinsic value, in
accordance with Accounting Principles Board Opinion No. 25, "Accounting for Stock Issued to Employees’ and
related interpretations. Under the intrinsic value method, compensation expense is only recognized if the exercise
price of the employee stock option is less than the market price of the underlying stock on the date of grant. The
weighted-average estimated grant date fair value, as defined by Statement 123, of options granted in 2002, 2001
and 2000 was $2.34, $1.61 and $2.97, respectively, as calculated using the Black-Scholes option valuation model.
The Company prices its stock options at fair market value on the date of grant, and therefore, under Opinion 25,
no compensation expense is recognized for stock options granted. The following table illustrates the effect on
income (loss) from continuing operations and the related earnings per share if the Company had applied the fair
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value recognition provisions of Statement 123, as amended, to stock-based employee compensation (in thousands,
except per share data):

Year Ended December 31,
2002 2001 2000

Income (loss) from continuing operations,
as reported $24150 $ (22436) $ (48673
Less. total stock-based employee compensation
expense determined under fair value based
method for al awards, net of related tax effects (5,320) (10,374) (6,415)
Pro formaincome (loss) from continuing operations $ 18830 $ (32810) $ (55,089)
Earnings (loss) per share — continuing operations:

Basic - asreported $ 058 $ (060) $ (L45
Basic - pro forma $ 045 $ (08) $ (169
Diluted - as reported $ 049 $ (060 $ (145
Diluted - pro forma $ 039 $ (08 $ (@169

The fair value of the Company's employee stock options was estimated at the date of grant using the
Black-Scholes option valuation model with the following weighted average assumptions:

Year Ended December 31,
2002 2001 2000

RiSKk-free INterest rate..........ccceevveeiiieeeiiie e 2.6% 4.0% 5.2%
Expected dividend Yield..........ccoooeeiiiniiiienieeeeeee 0.0 0.0 0.0
Expected stock price volatility........cccceevveeeeiiiiieeeiiiiee. 78.7 75.4 76.7
Weighted average expected life (inyears) ........ccceevcvvveeennes 4 4 4

The Black-Scholes option valuation model was not developed for use in valuing employee stock options.
Instead, this model was developed for use in estimating the fair value of traded options, which have no vesting
restrictions and are fully transferable, which differ significantly from the Company’s stock option awards. In
addition, option valuation models require the input of highly subjective assumptions including the expected stock
price volatility.

Income Taxes

The Company povides for taxes based on current taxable income, and the future tax consequences of
temporary differences between the financia reporting and income tax carrying values of its assets and liabilities
(deferred income taxes).

Use of Estimates
The preparation of financia statements in conformity with generally accepted accounting principles

requires management to make estimates and assumptions that affect the amounts reported in the financia
statements and accompanying notes. Actual results could differ from those estimates.
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Earnings Per Share

The following table sets forth the computation of basic and diluted earnings (loss) per share (“EPS”)
(in thousands, except per share data):

Year Ended December 31,

2002 2001 2000
Numerator —income (l0ss):
Continuing operations $ 24,150 $(22,436) $ (48,673)
Discontinued operations (5,384) (29,440)
$ 24,150 $ (27,820) $ (78,113)
Denominator:
Basic EPS —weighted-average shares 41,592 37,477 33,537
Effect of dilutive securities, stock option
and warrant rights 7,258
Diluted EPS—adjusted weighted-average
shares and assumed conversions 48,850 37,477 33,537
Basic EPS:
Continuing operations $ 058 $ (0.60) $ (145
Discontinued operations (0.14) (0.88)
$ 0.58 $ (0.74) $ (233
Diluted EPS:
Continuing operations $ 049 $ (0.60) $ (145
Discontinued operations (0.14) (0.88)
$ 0.49 $ (0.74) $ (2.33)

Because their effect would be antidilutive, stock option and warrant rights for up to 1.1 million common
shares with exercise prices ranging from $6.14 to $17.31 per share were excluded from the diluted EPS
calculation for 2002. For the same reason, dl options and warrants were excluded from the diluted calculation for
years 2001 and 2000.

Comprehensive Income
Comprehensive income is a measure of all changes in equity of an enterprise that results from recognized
transactions and other economic events of a period other than transactions with owners in their capacity as

owners. For the Company, comprehensive income (l10ss) is equivaent to its consolidated net income (10ss).

Derivative Instruments and Hedging Activities

The Company does not hold derivative instruments such as foreign currency and interest rate swaps,
options, forwards, futures, collars, and warrants and has not entered into contracts embedded with derivative
instruments either to hedge existing risks or for speculative purposes.

C. Digtribution of PracticeWorks Common Stock
On March 5, 2001 (the “Distribution Date”), VitaWorks completed the distribution of the common stock
of its PracticeWorks, Inc. subsidiary (“PracticeWorks’ or “Division”), a provider of practice management

software for dental and oral surgery practices, to the Company’s stockholders in atax-free distribution. The spin-
off of PracticeWorks was effected by way of a pro rata dividend (the "Distribution” or "Spin-Off") of all of the
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issued and outstanding shares of common stock of PracticeWorks to VitaWorks stockholders of record as of
February 21, 2001 (the "Record Date"). This resulted in PracticeWorks becoming an independent, publicly-
traded company. Immediately prior to the Distribution, VitalWorks effectively transferred to PracticeWorks the
Division's assets and liabilities and, thereby, distributed $28.5 million of net assets, as adjusted, in connection
with the Spin-Off. VitaWorks stockholders received one share of PracticeWorks common stock for every four
shares of VitalWorks common stock owned as of the Record Date. No proceeds were received by VitaWorks in
connection with the Distribution.

Accordingly, the accompanying 2001 and 2000 consolidated statements of operations reflect the results of
operations of PracticeWorks as discontinued operations. For years 2001 and 2000, revenues included in the loss
from discontinued operations were $6.6 million (i.e, through the Distribution Date) and $40.0 million,
respectively.

For purposes of governing certain of the ongoing relationships between PracticeWorks and the Company,
and to provide for an orderly transition to the status of two independent companies, PracticeWorks and the
Company entered into various agreements. Among other things, these agreements define the ongoing relationship
between the parties after the Distribution. Because these agreements were negotiated while PracticeWorkswas a
wholly-owned subsidiary of the Company, they are not the result of negotiations between independent parties,
athough the Company and PracticeWorks set pricing terms for interim services believed to be comparable to
what would have been achieved through arm's-length negotiations. Following the Distribution, additiona or
modified agreements, arrangements and transactions were entered into between the Company and PracticeWorks
and such agreements and transactions were determined through arm's-length negotiations. 1n connection with the
Distribution, both companies have indemnified the other, and either may incur obligations with respect to certain
representations, warranties, commitments, and/or contingencies of the other entered into on or prior to the
Distribution Date. A brief description of certain of the material agreements follows:

Distribution Agreement

Prior to the Distribution Date, the Company and PracticeWorks entered into the Distribution Agreement,
which provided for, among other things, the principal corporate transactions required to effect the Distribution
and other agreements relating to the continuing relationship between PracticeWorks and the Company after the
Didgtribution. Pursuant to the Distribution Agreement, the Company transferred to PracticeWorks al of the assets
and liabilities relating to the Company's information management technology business for dentists, orthodontists
and oral and maxillofacial surgeons.

Pursuant to the Distribution Agreement and effective as of the Distribution Date, PracticeWorks assumed,
and agreed to indemnify the Company againgt, all liabilities, litigation and claims, including related insurance
costs, arising out of PracticeWorks business. The Company retained, and agreed to indemnify PracticeWorks
against, al liabilities, litigation and claims, including related insurance costs, arising out of the Company's
business. The foregoing obligations do not entitle an indemnified party to recovery to the extent any such liability
is covered by proceeds received by such party from any third party insurance policies.

The Distribution Agreement provides that each of the Company and PracticeWorks will be granted access
to certain records and information in the possession of the other, and will require the retention by each of the
Company and PracticeWorks for a period of eight years following the Distribution Date of all of thisinformation
in its possession. Also, the Distribution Agreement provides for a three-year period during which neither the
Company nor PracticeWorks may solicit pre-existing customers or employees of the other party.

Transition Services Agreement

The Company and PracticeWorks entered into the Transition Services Agreement on the Distribution
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Date. Pursuant to this agreement, in exchange for specified fees, the Company provided to PracticeWorks services
including insurance-related services and employee benefit services, and PracticeWorks provided to the Company
services including the preparation of tax returns, maintenance of the genera ledger, preparation of financia
statements, corporate record-keeping, and payroll for a fee of $.4 million in 2001. The fees paid pursuant to the
Transition Services Agreement were agreed upon between the parties. This agreement terminated on December
31, 2001. Management believes that the terms and conditions were as favorable to the Company as those
available from unrelated parties for a comparable arrangement.

Tax Disaffiliation Agreement

The Company and PracticeWorks entered into the Tax Disaffiliation Agreement on the Distribution Date
which identifies each party's rights and obligations with respect to deficiencies and refunds, if any, of federal,
dtate, loca or foreign taxes for periods before and after the Distribution and related matters such as the filing of
tax returns and the handling of Internal Revenue Service matters and other audits. Under the Tax Disaffiliation
Agreement, PracticeWorks will indemnify the Company for any tax liability attributable to PracticeWorks or its
affiliates for any period. PracticeWorks will also indemnify the Company for all taxes and liabilities incurred
solely because (i) PracticeWorks breaches a representation or covenant given to the law firm King & Spalding in
connection with rendering its tax opinion in the Distribution, which breach contributes to an Internal Revenue
Service determination that the Distribution was not tax-free, or (ii) a post-Distribution action or omission by
PracticeWorks or any affiliate of PracticeWorks contributes to an Internal Revenue Service determination that the
Distribution was not tax-free. The Company will indemnify PracticeWorks for all taxes and liabilities incurred
solely because (i) the Company breaches a representation or covenant given to King & Spalding in connection
with rendering its tax opinion in the Distribution, which breach contributes to an Interna Revenue Service
determination that the Distribution was not tax-free, or (ii) a post-Distribution action or omission by the Company
or any affiliate contributes to an Internal Revenue Service determination that the Distribution was not tax-free. If
the Internal Revenue Service determines that the Distribution was not tax-free for any other reason, the Company
and PracticeWorks will indemnify each other against 50% of all taxes and liabilities.

PracticeWorks will aso indemnify the Company for any taxes resulting from any interna realignment
undertaken to facilitate the Distribution on or before the Distribution Date.

Employee Benefits and Compensation Allocation Agreement

VitaWorks and PracticeWorks entered into the Employee Benefits and Compensation Allocation
Agreement on the Distribution Date, which contains provisions relating to employee compensation, benefits and
labor matters and the treatment of options to purchase VitalWorks common stock held by VitalWorks employees
who became PracticeWorks employees. This agreement provides that VitalWorks options held by VitaWorks
employees who became PracticeWorks employees immediately following the Distribution may be replaced by
PracticeWorks options. PracticeWorks employees whose VitaWorks options were fully vested as of the
Digtribution Date had the right to surrender their vested VitaWorks options for options to purchase
PracticeWorks common stock for a period of 30 days following the Distribution Date, or April 4, 2001. Any
VitaWorks employees who became PracticeWorks employees who chose not to surrender their vested
VitalWorks options during this time period continued to hold VitalWorks options which expired generally within
30 to 90 days from the Distribution Date. PracticeWorks employees who were not fully vested in VitaWorks
options as of the Distribution Date had their VitalWorks options exchanged for PracticeWorks options as of the
Distribution Date.
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D. Nonrecurring Charges (Credits)

Restructuring Costs (Credits)

The 2000 Plan. On August 1, 2000, VitalWorks announced its intention to restructure its operations through a plan of employee reductions and
consolidation of office facilities. Since then, the Company closed 14 facilities and terminated approximately 400 employees. The offices that were closed
are subject to operating leases that expire at various dates through 2005.

The 1999 Plan. In the fourth quarter of 1999, VitalWorks decided to change its product strategy to begin development of ASP applications and
Internet solutions, and begin a transition to subscription based-pricing and completed three acquisitions. Concurrently, management committed to a plan
of restructuring and reorganization related to acquisitions completed in 1999, which was completed in the second quarter of 2000, to consolidate certain
facilities and eliminate staffing redundancies involving approximately 50 employees.

A description of the nature and amount of restructuring costs (credits) and other charges incurred with respect to the 2000 and 1999 Plans is as follows (in

thousands):

Costs Costs Costs
Applied Applied Applied
Balanceat Additions Against Balanceat Adjusments  Against Balanceat Adjustments  Against Balanceat
December 31,1999  toAccrual Accrual December 31, 2000 to Accrual Accrual December 31, 2001 to Accrual Accrual  December 31, 2002

Facility closure and

consolidation............... $1,339 $4,785 $ (1,521) $4,603 $ (205) $(1,612) $2,786 $ (501) $ (1,178 $1,107
Employee severance and

other termination

benefits........ccovverennne 515 4,145 (2,429 2,231 (220) (1,897) 114 (119 —
Other asset write-downs

and CostS.......covrvevrnnne. 235 408 (643 —
2000 and 1999 Plans

Total..ooveeceeieiece $2,089 $9,338 $ (4,593 $6,834 $ (425)(a) $(3,509) $2,900 $ (501)(b) $ (1,292 $1,107(c)

(a) creditsresulting from changes in accounting estimates rel ating to facility closure and employee severance costs incurred in 2000 in connection with the 2000 Plan
(b) savingsin connection with the early termination of an office lease for afacility closed in March 2001 as part of the 2000 Plan
(c) primarily amounts accrued for outstanding |ease commitments relating to the 2000 Plan
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In June 2002, the FASB issued Statement of Financial Accounting Standards No. 146, “Accounting for
Costs Associated with Exit or Disposal Activities”  Statement 146 requires companies to recognize costs
associated with exit or disposal activities when they are incurred rather than at the date of a commitment to an exit
or disposa plan. Examples of costs covered by Statement 146 include lease termination costs and certain
employee severance costs that are associated with arestructuring, discontinued operation, facility closing, or other
exit or disposal activity. Statement 146 is to be applied prospectively to exit or disposa activities initiated after
December 31, 2002.

Impairment Charges (Credits) and Other Nonrecurring Costs

In the June and September 2002 quarters, VitaWorks received final payments from three former directors
satisfying their outstanding loans from the Company, including interest. Consequently, the Company recorded a
credit of $6.0 million, reflecting a complete reversa of the alowance for loan losses established in March 2001,
and related interest income of $1.1 million.

In 2001, the Company recognized impairment charges and incurred other nonrecurring costs of $8.3
million. These costs and expenses included the $6.0 million provision for loan losses relating to the notes
receivable from former directors, $.9 million for unused equity financing (paid in 2002), $.8 million of executive
severance for separation benefits paid to the Company’s former chairman pursuant to the terms of a mutual
separation agreement and a pre-existing employment agreement, and retention bonuses of $.2 million for
terminated employees.

In 2000, concurrent with the 2000 Plan, the Company recognized impairment charges and incurred other
nonrecurring costs of $6.6 million consisting of (i) $3.5 million relating to fixed assets that were abandoned due
to the closing of facilities; (i) $1.1 million to write-down computer hardware held for resae to its estimated net
realizable value based on a planned bulk lot disposal as a result of the Company's decision to discontinue selling
hardware and hardware support in certain of its business lines; (ii) $L.3 million for compensation and other
termination benefits; (iv) $.4 million for other asset write-downs; and (v) $.3 million for professional services and
other related costs.

In 2001, the FASB issued Statement 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets.” The adoption of Statement 144 has not had a negative impact on the Company’s financia statements.

E. Property and Equipment, and Buildings Held for Sale

Major classes of property and equipment consist of the following:

Depreciation/
Amortization December 31,
Period 2002 2001
(Years) (In thousands)
Equipment, primarily computers, and software............. 35 $10,338 $9,439
Equipment under capital lease obligations..................... 35 2,718 2,718
Furniture and Other............coeeveiee e 37 512 572
13,568 12,729
Less accumulated depreciation and amortization........... 9,026 6,294
$ 4,542 $6,435
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Depreciation and amortization expense of these assets totaled $2.6 million, $2.9 million and $3.7 million
for 2002, 2001 and 2000, respectively.

In August 2002, the Company completed the sale of a former headquarters building in Atlanta for
proceeds of $6.3 million, after closing costs. A portion of the proceeds from the sale was used to repay the $5.5
million mortgage loan on the building (see Note G). Approximately $.4 million of the proceeds is being held in
escrow to partially guarantee to the new owner the monetary performance of PracticeWorks, Inc., atenant of the
building, through December 2003 under their lease agreement. The Company spun-off PracticeWorks in March
2001 (see Note C). In connection with the sale, the Company entered into a market rate |ease with the new owner
of the building ending December 2003 for approximately 3,900 square feet of office space, or less than 5% of the
building. In 2002, the Company recognized a gain of $1 million from the sale of the building (included in
sdling, genera and administrative expenses). The amount held in escrow has been deferred and may be
recognized in 2003.

In January 2002, the Company completed the sale of its other office building in Atlanta for $1.4 million,
after closing costs.

F. Accounts Payable and Accrued Expenses

Accounts payable and accrued expenses consist of the following:

December 31,
2002 2001

(In thousands)
Cost of providing EDI Services..........ccceeeveeveenee. $2,894 $2,208
Trade accounts payable............ccccvveeeeeeeeceiccnine, 1,930 872

Legd, including settlement costs, and other

professional servicesfees.....ooovvveiiiiiiiiiienenennn. 1,428 2,253
Other accrued expenses.........cccocceeeeeeeeveccvvieeeeenn. 4,378 5,170
$10,630 $ 10503

G. Long-Term Debt

Long-term debt consists of the following:

December 31,
2002 2001
(In thousands)
Term loanwith Foothill Capital Corporation .......... $18,250
Finova Capital Corporation:
TEMI0AN......ecicieciee e $21,882
Redl estate mortgage loans............ccccveeeeviieeeenns 6,850
Capital leases (see Note H)........oeeevvviveeeiiiieeeee, 691 1,713
(@107 SRR 108
18,941 30,553
Lesscurrent portion ...........cccveeeeeeciveeeecineeeeesieeeann 4,300 14,063

$14,641 $16,490

All loan amounts with Finova were repaid in March 2002 in connection with a new four-year credit
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agreement entered into by the Company with Foothill Capital Corporation, a wholly-owned subsidiary of Wells
Fargo & Company. The new agreement included a term loan of $22.0 million at an interest rate of prime plus 2%
(6.25% at December 31, 2002), and a mortgage loan of $5.5 million. The Company repaid the mortgage loan in
August 2002 in connection with the sale of the Atlanta property (see Note E). Subject to the Company achieving
certain specified earnings targets, the margin by which the Company’s interest rate on the term loan exceeds
prime may be reduced by as much as 1.1% over the life of the loan. Interest is payable monthly in arrears.
Principd is payable over the life of the agreement, including a balloon payment in March 2006. Should the
Company decide to prepay the term loan in full prior to year four, it would incur a prepayment fee equal to 2% in
year two and 1% in year three of the then outstanding principal balance of the term loan. The prepayment fee
may be reduced should the loan be prepaid in connection with a change of control of the Company. The loans,
which are collateralized by substantialy all of the Company’s assets and intellectual property rights, subject the
Company to certain restrictive covenants, including (i) the required maintenance of minimum levels of recurring
revenues and earnings, as defined, (ii) an annua limit on the amount of capital expenditures, and (iii) the
prohibition of dividend payments to shareholders.

Maturities of long-term debt are as follows: $4.3 million in 2003, £.6 million in 2004, and $12.0 million
in 2006.

In April 2002, the FASB issued Statement 145, “Rescission of FASB Statements No. 4, 44 and 62,
Amendment of FASB Statement No. 13 and Technical Corrections.” For most companies, Statement 145 will
require gains and losses on extinguishments of debt to be classified as income or loss from continuing operations
rather than as extraordinary items as previoudy required under Statement 4. Extraordinary treatment will be
required for certain extinguishments as provided in Accounting Principles Board Opinion No. 30. Statement 145
also amends Statement 13 for certain sales-leaseback and sublease accounting. The Company is required to adopt
the provisions of Statement 145 in January 2003. The Company believes the adoption of Statement 145 will not
have a significant impact on its financial statements.

H. Commitments and Contingencies

The Company leases office and research facilities, and certain computer and other equipment under
various operating and capital |ease agreements. The leases expire at various dates through 2008.

Future minimum lease payments under al operating and capital leases with noncancellable terms in
excess of one year are asfollows:

Year Capital Operating
(In thousands)

2003 ..t $ 571 $ 2557

2004 .. 132 1,881

2005 ...t 14 1,352

2000 ...ttt 1,341

2007 e 766

THEr@after ... 337
717 8234

Less amounts included in accrued restructuring costs...... 959
717 $ 7,275

Less amounts representing interest...........oovvveeveeeenieenns 26

Present value of net minimum lease payments................ 691

L eSS CUMTeNt POItION ........ceeiveeeiiieeiiee e 550

Long-term obligations under capital leases..................... $ 141
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In addition, certain of the office leases provide for contingent payments based on building operating
expenses. Renta expenses for years 2002, 2001 and 2000 under all lease agreements totaled $2.6 million, £.5
million and $4.4 million, respectively.

In May 2002, the Company entered into a five-year agreement with a third-party provider of EDI services
for patient claims processing. For the first year of the agreement, the Company is committed to pay $.5 million
for processing services. Thereafter, the annua services feewill range from $5 millionto $.8 million based on the
Company’s volume usage in the last month of the preceding year.

In connection with the Company-sponsored employee savings plan (discussed in Note 1), the Company
has committed, for the 2003 plan year, to contribute to the plan. The Company’s matching contribution,
estimated to be approximately $.8 million, will be made hdf in cash and half in VitaWorks common stock.

In October 2001, the Company expanded its August 2000 agreement with National Data Corporation
(“NDC") for outsourcing much of the Company’s patient statement and invoice printing work. The Company
will continue, for afee, to provide printing services for its physicians under the subcontracting arrangement with
NDC. The amended arrangement, which extends for a period of up to seven and a half years, provides for, among
other things, the attainment of certain quarterly transaction processing volume levels during the term. In
exchange, the Company received $7.9 million in cash (in connection with the August agreement, the Company
received $8.8 million in 2000), which represent unearned discounts that are recognized as an offset to cost of
maintenance and services revenues as the minimum volume commitments are fulfilled.

From time to time, in the norma course of business, various claims are made against the Company.
Except for proceedings described below, there are no materia proceedings to which the Company is a party, and
management is unaware of any material contemplated actions against the Company.

On February 27, 2003, a purported class action complaint was filed in the United States District
Court for the District of Connecticut against VitaWorks Inc. and three of its executive officers. The action was
brought by plaintiff Bernard Frazier, on behalf of purchasers of securities of the Company between April 24, 2002
and October 23, 2002 (the “Class Period”). The complaint aleges, among other things, violations of Section
10(b) of the Securities Exchange Act of 1934, Rule 10b-5 promulgated thereunder and breach of fiduciary duties.
The complaint aleges that the defendants made mideading statements and omissions regarding the Company’s
business and operations, principally in press releases and public conference cals in April 2002 and July 2002,
which allegedly had the effect of artificialy inflating the market price of the Company’s common stock during the
Class Period, and that six officers of the Company, including the defendant officers, sold shares of Company
common stock during the Class Period. The plaintiff seeks recovery of an unstated amount of compensatory
damages, attorneys’ fees and costs. The Company understands that an additional lawsuit or lawsuits containing
substantially similar causes of action as the above referenced matter has been filed against VitalWorks, athough
the Company has not yet been served with any complaint.

On April 19, 2001, a lawsuit styled David and Susan Jones v. InfoCure Corporation (now known as
VitalWorks Inc.), et a., was filed in Boone County Superior Court in Indiana. The defendants removed the case
to the United States District Court for the Southern Digtrict of Indiana. The complaint alleges state securities law
violations, breach of contract, and fraud claims against the defendants. The complaint does not specify the
amount of damages sought by plaintiffs, but seeks rescission of a transaction that the plaintiffs value at $5 million,
as well as punitive damages and reimbursement for the plaintiffs attorneys’ fees and associated costs and
expenses of the lawsuit. In a decision from the Court dated October 15, 2001, the plaintiffs request for a
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preliminary injunction to preserve their remedy of rescission was denied, part of their complaint was dismissed
and the case was transferred to the Northern District Court of Georgia. On October 26, 2001, the plaintiffs filed a
notice of appeal with the 7" Circuit Court of Appeals. On November 8, 2002, the 7" Circuit Court affirmed the
denia of the preliminary injunction and dismissed the remainder of the appeal. The case is now pending in the
Northern District Court of Georgia and the plaintiffs have obtained leave of the Court to file an amended
complaint.

While management believes that the Company has meritorious defenses in each of the foregoing matters
and the Company intends to pursue its positions vigorously, litigation is inherently subject to many uncertainties.
Thus, the outcome of these matters is uncertain and could be adverse to the Company. However, even if the
outcome of these cases is adverse, management does not believe that the outcome of these cases, individually or
in the aggregate, will have a material adverse effect on the financia position of the Company. However,
depending on the amount and timing of an unfavorable resolution(s) of the contingencies, it is possible that the
Company’s future results of operations or cash flows could be materialy affected in a particular reporting
period(s).

The Company was named as a defendant as successor to CDL Healthcare Systems, Inc. (“CDL”), a
company acquired by VitalWorks in December 1999, in a complaint filed in the Circuit Court of the Eleventh
Judicial Circuit in Dade County, Florida on February 27, 2001 by Sonia Abutog, individualy, Angelo Abutog,
individually, and Sonia and Angelo Abutog, as parents and next best friends to Aaron Abutog, a minor. Gary
Weiner, former President of CDL, and his daughter, Elisha Weiner, were also named as defendants. Plaintiffs
aleged that they were injured at a time, prior to the merger between the Company and CDL, when a motor
vehicle operated by Elisha Weiner collided with plaintiff Sonia Abutog, a pedestrian. The plaintiff contended that
she and her unborn child suffered severe personal injuries as a result of the accident and ught to recover
damages in an unspecified amount in excess of $15,000, plus interest and costs. The Company’s motion for final
summary judgment dismissing the action against the Company was granted by order of the Court dated July 9,
2002. The plaintiffs did not file a Notice of Appeal of this decision and the time to do so has expired.

|. Stockholders Equity
Sockholder Rights Plan

In December 2002, the Company adopted a stockholder rights plan (the “Rights Plan”) and declared a
dividend of one right (the “Right”) on each share of VitalWorks common stock. The dividend was paid on
December 27, 2002, to stockholders of record on December 27, 2002. The Rights Plan was approved and
recommended to the Company’s board of directors (the “Board”) by a special committee of the Board consisting
of three outside members of the Board. The Rights Plan is designed to enable all VitalWorks stockholders to
realize the full value of their investment and to provide for fair and equal treatment of al VitalWorks stockholders
if there is an unsolicited attempt to acquire control of the Company. The adoption of the Rights Plan is intended as
ameans to guard against abusive takeover tactics and is not in response to any specific effort to acquire control of
the Company.

Initidly, the Rights will trade with the common stock of VitaWorks and will not be exercisable. The
Rights will separate from the common stock and become exercisable upon the occurrence of events typical of
stockholder rights plans. 1n general, such separation will occur when any person or group, without the Board's
approval, acquires or makes an offer to acquire 15% or more of VitalWorks common stock. Thereafter, separate
right certificates will be distributed and each Right will entitle its holder to purchase one one-thousandth of a
share of VitalWorks Series B Junior Preferred Stock (the "Preferred Stock™) for an exercise price of $20.00 (the
"Exercise Price"). Each one one-thousandth of a share of Preferred Stock has economic and \oting terms
equivaent to those of one share of VitaWorks common stock.
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Subject to the specific terms of the Rights Plan, in the event that any person or group, without the Board's
approval, actualy acquires 15% or more of VitaWorks common stock, then each holder of a Right (other than
such person or group) shall thereafter have the right to receive upon exercise of such Right and payment of the
Exercise Price, shares of Preferred Stock having avalue equal to twice the Exercise Price. Also, if the Company is
involved in a merger or sells more than 50% of its assets or earning power, each Right, unless previoudy
redeemed by the Board, will entitle its holder (other than the acquiring person or group) to purchase shares of
common stock of the acquiring company having a market value of twice the Exercise Price.

The Rights Plan is not intended to prevent a takeover of the Company at a full and fair price. However,
the Rights Plan may cause substantia dilution to a person or group that, without prior Board approval, acquires
15% or more of VitalWorks common stock, or unless the Rights are first redeemed by the Board. The Rights
may be redeemed by the Board for $0.005 per Right and will otherwise expire on December 5, 2012.

The Rights Plan contains an independent directors review provision whereby a committee of independent
members of the Board will review the Rights Plan at least every three years and, if a mgjority of the members of
the independent committee deems it appropriate, may recommend to the Board the continued maintenance,
modification or termination of the Rights Plan.

The Rights Plan does not weaken the Company’s financia strength or interfere with its business plans.
The issuance of the Rights has no dilutive effect, will not affect reported earnings per share, is not taxable to the
Company or its stockholders and will not change the way VitalWorks' shares are traded.

Sock Repurchase Program

In October 2002, the Company’s board of directors authorized the repurchase of up to $15 million of the
Company’s common stock from time to time. The timing and amount of any shares repurchased are determined
by the Company’s management based on its evaluation of market conditions and other factors. The repurchase
program may be suspended or discontinued at any time. Repurchased shares are available for use in connection
with stock plans and for other corporate purposes. The repurchase program is funded using the Company’s
existing cash resources. As of December 31, 2002, the Company repurchased 1,873,002 shares of its common
stock under the program.

Employee Savings Plan

The Company maintains an employee savings plan that qualifies as a cash or deferred salary arrangement
under Section 401(k) of the Internal Revenue Code. Through 2002, participating employees could defer up to
15% of their pre-tax compensation, but not more than $11,000 per caendar year. The Company may make
matching and/or profit-sharing contributions to the plan at its sole discretion. In 2002, 2001 and 2000, the
Company authorized matching contributions of $1.1 million, $.1 million and $1.3 million, respectively, to the
plan, representing up to 6% of pre-tax compensation. Except for a cash contribution of $.3 million made in 2003
with respect to the 2002 plan year, the contributions were made in VitalWorks common stock in the following
year.

Effective January 1, 2003, the Company amended the plan and has committed, for the 2003 plan year, to
make a quarterly matching contribution equal to two-thirds of each participant’s contribution, not to exceed 4% of
the participant’s pre-tax compensation for the quarter. The Company’s matching contribution will be made half
in cash and hdf in VitaWorks common stock. Employees now become fully vested with respect to Company
contributions after three years of service. The vesting term had been five years. Participating employees may
now defer up to 50% of their pre-tax compensation, but not more than $12,000 per calendar year.
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Employee Sock Purchase Plan

The Company’s 2002 Employee Stock Purchase Ran (the “ESPP’), as approved by the Company’s
shareholders in June 2002, permits eligible employees to purchase VitaWorks common stock at a discounted
price through periodic payroll deductions of up to 15% of their cash compensation. Generdly, each offering
period will have a maximum duration of six months and shares of common stock will be purchased for each
participant at the conclusion of each offering period. The price at which the common stock is purchased under the
ESPP is equd to 85% of the lower of (i) the closing price of the common stock on the first business day of the
offering period, or (ii) the closing price on the last business day of the offering period. Under the ESPP, .5
million shares of common stock of the Company have been reserved and were available for issuance at December
31, 2002. In 2002, 2001 and 2000, atotal of 56,404, 62,948 and 107,725 shares, respectively, were issued under
the Company’s prior employee stock purchase plan.

Sock Option Plans

The Company has stock option plans that provide for the grant of incentive and nonqualified options to
purchase the Company's common stock to selected officers, other key employees, directors and consultants. These
plans include the VitaWorks Inc. 2000 Broad Based Stock Plan, the VitaWorks Inc. 1996 Stock Option Plan, the
VitaWorks Inc. Length-of-Service Nonqualified Stock Option Plan and the VitalWorks Inc. Directors Stock
Option Plan. The Company has also assumed the stock options of six medical software businesses that merged
with VitaWorks in 1999. Such options were converted at the applicable rates used to issue the Company's
common stock in the mergers. The shares reserved under the Company’s stock option plans were adjusted in
connection with the Distribution (see Note C), using a conversion ratio of 2.11667, in accordance with the terms
of the respective plans.

The VitalWorks Inc. 2000 Broad Based Stock Plan (the “2000 Plan”) has 21.2 million shares of common
stock of the Company reserved for nonqualified option grants, stock appreciation right grants, or stock grants to
directors and employees. The option price for each share of stock subject to an option or stock appreciation right
may not be less than the fair market vaue of a share of stock on the date the option or right is granted. Options or
rights granted under this plan generally vest over athree to four-year period and expire ten years from the date of
grant. At December 31, 2002, there were 12.1 million shares available for grant under the 2000 Plan.

Under the VitalWorks Inc. 1996 Stock Option Plan (the “1996 Plan”), 12.7 million shares of common
stock of the Company have been reserved for option grants to directors, officers, other key employees, and
consultants. Employees of the Company may be granted incentive stock options ("ISOs’) within the dollar
limitations prescribed under Section 422(d) of the Internal Revenue Code. The exercise price of 1SOs shdl not be
less than the fair market value of the common stock as of the option grant date (110% of such value for 10%
stockholders). Nonqualified stock options may be granted to directors and consultants. Options generally vest
ratably over athree to four-year period and expire ten years from the date of grant. At December 31, 2002, there
were 5.1 million shares available for grant under the 1996 Plan.

Under the VitalWorks Inc. Length-of-Service Nonqualified Stock Option Plan (the “LOSSO Plan”), 2.1
million shares of common stock of the Company have been reserved for issuance to employees of the Company.
Employees are granted nonqualified stock options based on years of service with the Company. The exercise price
of options issued pursuant to this plan shall be no less than the fair market value of the common stock as of the
grant date. Options granted under the LOSSO Plan vest four years and expire ten years from the date of grant.
Effective July 1, 2002, the Company discontinued granting options under the LOSSO Plan.

Under the VitaWorks Inc. Directors Stock Option Plan (the “Director Plan”), .4 million shares of
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common stock of the Company have been reserved for issuance as nonqualified stock options to non-employee
directors of the Company. Upon appointment to the board of directors, a director receives an option grant of
20,000 shares and an additional option grant of 2,500 shares on each anniversary date. A director may also
receive additional option grants from time to time. One half of the options granted pursuant to this plan vest after
one year of service following the grant date and the other half vests after two years of service following the grant
date. At December 31, 2002, there were .3 million shares available for grant under the Director Plan.

A summary of stock option activity, and related information for the years ended December 31 is as
follows (shares in thousands):

Weighted
Average
Options Exercise Price

Outstanding at December 31, 1999.........ccccevivverinenne. 7,989 $10.78
Granted........coouieieiiieeie e 11,920 4.95
EXEICISEd...ceviiiiiiieeeeee e (1,627) 4.72
Forfeited or canceled............ccccvveeeeeeeiiiiiciiieeeee, (2,388) 9.28
Outstanding at December 31, 2000.........cccceeriveerinenne 15,84 6.66
Granted........coouieieiiieeie e 761 277
EXEICISEd...ceviiiiiiieeeeee e (871) 214

Forfeited or canceled............ccccvveieeeeeiiiiiciieeeee, (10,217) 7.31 (9

Conversion in order to preserveintrinsic vaue......... 9,271 €)
Outstanding at December 31, 2001..........cccevvveerunnne 14,838 249
Granted.........ooeiiieiieiiiiee e 324 3.97
EXErCiSed.....coviiiiiiiiic (5,153) 191
Forfeited or canceled............ccoooeceiiiciiiiciicc (481) 3.95
Outstanding at December 31, 2002..........ccoeeeveenennne. 9,528 $ 279
Options exercisable at December 31, 2000................. 1,882 $ 827
Options exercisable at December 31, 2001................. 6,997 $ 224
Options exercisable at December 31, 2002................. 5,503 $ 261

(@ In connection with the Spin-Off of PracticeWorksin March 2001, VitalWorks and PracticeWorks entered into
an Employee Benefits and Compensation Allocation Agreement, which contains provisions relating to employee
compensation, benefits and labor matters including the treatment of options to purchase VitaWorks common
stock as a result of the Distribution (see Note C for further discussion). PracticeWorks employees exchanged
approximately 7.4 million VitaWorks stock options with a weighted average exercise price of $7.74 for
PracticeWorks stock options, thereby canceling the VitalWorks stock options. Stock options of approximately 8.4
million with a weighted average exercise price of approximately $7.20 held by VitdWorks employees prior to the
Distribution, who did not become PracticeWorks employees subsequent to the Distribution, were converted to
approximately 17.7 million options with an average price of approximately $3.40 in order to preserve the intrinsic
value of the options.
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The following table summarizes information about the Company's outstanding stock options at December
31, 2002 (shares in thousands):

Options Outstanding

Weighted Options Exercisable

Average Weighted Weighted

Remaining Average Average

Range of Number Contractual Exercise Number Exercise
Exercise Prices Outstanding Life Price Exercisable Price

(Years)

$098- 250 7,400 7.6 $2.05 4,389 $207
251- 5.00 1,118 7.2 3.26 691 3.18
501- 7.50 634 6.9 6.74 359 6.95
751-1731 376 6.7 9.15 64 911
$ 036-17.31 9,528 7.5 $2.79 5,503 $261

Warrants

The following table summarizes information about the Company's outstanding and exercisable warrants
at December 31, 2002 (shares in thousands):

Weighted

Average Weighted

Remaining Average

Range of Number Contractual Exercise
Exercise Prices Of Warrants Life Price

(Years)

$0.79- 6.89 358 51 $4.49
6.90-17.84 203 32 7.05
$0.79-17.84 561 4.4 $5.42

There was no significant impact on the Company’s financia statements related to warrants in 2002, 2001
and 2000.
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J. Income Taxes

The Company’s provision (benefit) for income taxes for 2002 and 2000 is as follows (for 2001, the
Company did not record a provision or benefit for income taxes due to its operating losses and the change in the
vauation allowance for deferred tax assets):

Year Ended December 31,
2002 2000
(In thousands)

Current
Federal......cocovviviiiiiiiiiiiiiceen, $ 1,608
StALE. v 351
1,959
Deferred
Federal......cocovviviiiiiiiiiicicee, (1,608) $ (12,248)
S (T (189) (1,994)
(1,797) (14,242)
$ 162 $ (14,242)

In 2000, the Company did not record a current provision or benefit for income taxes as a result of its
operating losses.

The provision (benefit) for income taxes included in the accompanying statements of operations for 2002
and 2000 is asfollows:

Year Ended December 31,
2002 2000
(In thousands)

Continuing operations............c..v..... $ 162 $ (9843
Discontinued operations.................. (4,399)
$ 162 $ (14,242)

The deferred income tax benefit attributable to income from continuing operations for 2000 consists of a federa
benefit of $8.5 million and a state benefit of $1.4 million.
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Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts
of assets and liabilities for financia reporting purposes and their tax bases. Significant components of deferred
income tax assets and liabilities are as follows:

December 31,
2002 2001
(In thousands)

Deferred income tax assets:

Allowance for doubtful aCCOUNES..........ccveeieerveriiereeeeeeeeesss e $ 1,422 $ 1,390
GOoodWill @aMOITIZALION ... 8,795 10,041
ACCIUEH EXPENSES .....vcveierieieiereeie ettt ss sttt sessss e sesssssasesas 1,030 1,426
Unearned discounts re: outsourced printing SErvices ... 4,700 5,095
Net operating loss and credit carryforwards.........ccooveveevrrecennnnn. 38,823 31,303
Notesreceivable from former directors.........cveeeeeeveeeeerecveeeenne 2,517
(@)1 T OO 598 194
55,368 51,966
Lessvaluation allOWaNCE ... 25,271 23,001
$ 30,097 $ 28,965

Deferred income tax liabilities:
Product develOpment COSES........c.mmmmiirnisse s sessnens $ 3,347 $ 1,777
OENEL ettt ettt 454
3,347 2,231
Net deferred income tax asset $ 26,750 $ 26,734

The provision (benefit) for income taxes attributed to continuing operations differed from the amounts
computed by applying the statutory U.S. federal income tax rate as follows:

Year Ended December 31,
2002 2001 2000
(In thousands)

Expected taxes at federal Statutory rate.........oeeeeeeeeeeeereeeeeses e eseeenns $ 8,509 $(7,628) $(19,895)
State income taxes, net of federal benefit ... 107 (773) (2,692)
Nondeductible goodwill @amorti Zation............cccvrerrenrerrenererreseeseseeeeeens 3,091 3,223
Retained net operating losses from discontinued operations..............cc....... (1,034) (7,362)
(@1 1= R = OO (178) (162) 388
Changein valuation alOWaNCE .........cccvveeerresesesesse s sesees (8,276) 6,506 16,495

Provision (benefit) for income taxes—continuing operations................ $ 162 $ — $ (9,843)

As of December 31, 2002, the Company has net operating loss carryforwards for income tax purposes of
approximately $3.2 million, which expire a various dates through 2022. Included in the $3.2 million is
approximately $25.8 million, the benefit of which when realized, will be recorded as a credit to additional paid-in
capital, and approximately $19.0 million resulting from preacquisition tax attributes of subsidiaries, utilization of
which is subject to substantia limitations attributable to the change in ownership provisions of the Interna
Revenue Code and similar state authority.

Management has assessed the realizable value of the Company’s deferred tax assets of $65.4 million and
determined that a valuation allowance of $25.3 million was necessary as of December 31, 2002 to, along with
deferred tax liabilities of $3.3 million, reduce the net deferred tax asset to $26.8 million, an amount which
management believes is more likely than not to be realized. In reaching this conclusion, management noted that
internal projections indicate that the Company will generate sufficient taxable income to redlize the net deferred
tax assets within three to four years.
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K. Supplemental Disclosure of Cash Flow and Noncash Activities

Cash payments for interest amounted to $2.2 million, .1 million and $6 million for 2002, 2001, and
2000, respectively. The Company made cash payments for income taxes of $£1,000 in 2002. The Company
received net tax refunds of $.1 million and $3.3 million in 2001 and 2000, respectively.

In 2001, the Company distributed $28.5 million of net assets, as adjusted, in connection with the Spin-Off
of PracticeWorks (see Note C).

In 2001 and 2000, the Company acquired certain property and equipment with an aggregate value of $.2
million and $1.1 million, respectively, in exchange for indebtedness including mortgage and capital lease
obligations.

In 2001, the Company settled a note payable and price protection feature relating to the 1998 acquisition
of the Healthcare Systems unit of the Reynolds and Reynolds Company by issuing 500,000 shares of VitaWorks
common stock.

In 2002, 2001, and 2000, the Company authorized contributions of $.8 million (plus $.3 million in cash),
$1.1 million and $1.3 million, respectively, to the employee savings plan, which were made in VitaWorks
common stock in the following year.

In 2000, pursuant to a February 2000 agreement with the Company, WebMD Corporation exercised its
rights to preferred stock of a wholly-owned subsidiary of the Company into 1,929,012 shares of VitalWorks
common stock. The shares of common stock were issued on March 2, 2001.

In 2000, the Company received notes receivable of approximately $6.6 million from certain then-directors
of the Company related to the exercise of stock options. In addition, the Company received 112,500 shares of its
common stock into treasury in exchange for the grant of alicense agreement for one of the Company's products.

L. Segment Information

The Company has identified two reportable operating segments: software licenses and system sdes, and
maintenance and services. Software license fees and system revenues are derived from the sale of software
product licenses and computer hardware. Maintenance and services revenues come from providing ongoing
product support, training and transaction processing services.

The Company's president and chief executive officer evauates performance based on measures of
segment revenues, gross profit and company-wide operating results. Employee headcount and operating costs
and expenses are managed by functional areas, rather than by revenue segments. Moreover, the Company does
not account for or report to the president and CEO its assets or capital expenditures by segments.

The accompanying statements of operations and related notes disclose the financia information of the
Company's reportable segments for the three years ended December 31, 2002.

The Company markets its products and services primarily to three types of physician practices:
ambulatory imaging centers and radiology practices, as well as anesthesiology practices; large general and
emergency medicine practices, such as physician networks, clinics and managemernt service organizations that
include ten or more doctors; and small group practices of fewer than ten doctors that serve alocal community,
including ophthalmology, dermatology and general medicine practices.
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M. Quarterly Results of Operations (Unaudited)

The following is a tabulation of the unaudited quarterly results of operations for the two years ended
December 31, 2002:

2002

Total revenues

Average number of shares outstanding

Earnings per share
BBEC ..ottt

DIULEOL.....coiiiiiii e

2001

@

(b)
(©
(d)

TOtAl FOVENUE........eiiieieeiiecreec e
GrOSS PrOfit....ee it
Loss from continuing operations.
Loss from discontinued Operations...............cccceeaerenenncnne.

Average number of shares outstanding
Basicand diluted............cooeeiieniiiiieice e
Earnings (loss) per share —basic and diluted
ContinuiNg OPErationS.........coiveeeireeiieesieeeriee e e
Discontinued Operations............cceevveeiiieeeiiee e

In the June 2002 quarter and in July 2002, the Company received final payments from three former directors satisfying their outstanding loans from

GrOSS PrOfit. ..o eeeee ettt
NELINCOME.....eeiiiiiiie e e

Three Months Ended Year Ended
March 31 June30 September 30 December 31 December 31
(In thousands, except per share data)
$28,208 $ 28,902 $28,656 $29,045 $114,811
21,070 21,319 20,899 20,804 84,092
$ 7631 $ 8299 (a) $ 4135 $ 4,085 $ 24,150
39,136 40,865 43,284 43,354 41,592
47,211 49,690 50,385 47,727 48,850
$ 019 $ 020 $ 010 $ 0.09 $ 058
$ 016 $ 017 $ 008 $ 0.09 $ 0.49
$25,678 $25,924 $27,259 (c) $28,192 $107,053
19,213 19,464 21,753 (c) 20,955 81,385
(13,672)(b) (4,877) (1,668)(c) (2,219)(d) (22,436)
(5,384) (5,384)
$(19,056) $ (4,877) $ (1,668) $(2,219) $(27,820)
35,406 37,202 38,327 38,907 37,477
$ (0.39) $ (0.13) $ (0.04) $ (0.06) $ (0.60)
(0.15) (0.14)
$ (0.54) $ (0.13) $ (0.04) $ (0.06) $ (0.74)

VitaWorks, including interest. Consequently, the Company recorded a credit of $6.0 million ($3.0 million each in the March and June quarters)

reflecting a complete reversal of the allowance for loan losses established in March 2001, and related interest income of $1.1 million ($.5 millionand $.6
million inthe Marchand June quarters, respectively). The June quarter also reflects a savings of $.5 million in connection with the early termination of

an officeleasefor afacility closed in March 2001.

In the quarter, the Company recognized impairment charges and incurred other nonrecurring costs of $7.7 million consisting primarily of the $6.0 million

provision for loan losses, $.9 million for unused equity financing, and retention bonuses of $.4 million for terminated employees.

In the quarter, the Company recognized $1.6 million of EDI transaction revenues, and recovered certain EDI processing costs and legal fees of $1.0

million in connection with the settlement of a contract dispute with an EDI supplier.
In the quarter, the Company incurred and accrued settlement costs, including legal fees, of $1.4 million in connection with alegal proceeding
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
ON FINANCIAL STATEMENT SCHEDULE

Board of Directors and Stockholders
VitaWorks Inc.

The audits referred to in our report dated January 20, 2003, February 27, 2003 for Note H, relating to the
consolidated financia statements of VitalWorks Inc., and Subsidiaries, which is contained in Item 8 of this Form
10-K, included the audits of the schedule listed under Item 15(a)(2). This financial statement schedule is the
responsibility of the Company's management. Our responsibility is to express an opinion on this financia
statement schedule based on our audits.

In our opinion, such schedule presents fairly, in al material respects, the information set forth therein.
BDO Seidman, LLP

New York, New York
January 20, 2003
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Item 15(a)(2). Financial Statement Schedule
VITALWORKSINC.
SCHEDULEII -

VALUATION AND QUALIFYING ACCOUNTS
(In thousands)

Additions
Balanceat Chargedto Charged Balance at
Beginning Costsand toOther End
Description of Period  Expenses Accounts Deductions of Period
Allowance for Doubtful
Accounts, Returns and Discounts
Year ended December 31,2002 $ 1,800 1,371 1444 (@) (2715(b) $ 1,900
Y ear ended December 31, 2001 1,936 2,296 900 (&) (3,332)(b) 1,800
Y ear ended December 31, 2000 3,183 1,883 (3,130)(b) 1,936
Deferred Tax Asset Valuation
Allowance
Y ear ended December 31,2002  $23,001 10,546(d) (8,276)(e) $25271
Y ear ended December 31, 2001 16,495 6,506(c) 23,001
Y ear ended December 31, 2000 16,495(c) 16,495
Allowance for Notes Receivables
From Former Directors
Y ear ended December 31,2002  $ 6,000 $ (6,000)(f)
Y ear ended December 31, 2001 6,000 6,000

Y ear ended December 31, 2000

() Charged to revenues

(b) Write-offs, returns and discounts, net of recoveries

(c) Net operating loss carryforwards

(d) Net operating loss carryforwards relating to the exercise of employee stock options, and other adjustments of

(e) Recognition of deferred tax assets
(f) Credit due to change in accounting estimate

All financial statement schedules not listed are omitted because they are inapplicable or the requested
information is shown in the financial statements of the registrant or in the accompanying notes.
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behaf by the undersigned, thereunto duly authorized on this 27th day of
March, 2003.
VitaWorks Inc.

By: /9 MICHAEL A. MANTO

Michadl A. Manto
Executive Vice President and Chief
Financial Officer

By: /s JOSEPH M. WALSH

Joseph M. Walsh
Chairman and Chief Executive Officer

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that each person whose signature appears below constitutes
and appoints Joseph M. Wash and Michadl A. Manto, and each of them, his true and lawful attorneys-in-fact and
agents, with full power of substitution and resubstitution for him and in his name, place and stead, in any and al
capacities, to sign any and all amendments to this Annual Report on Form 10-K, and al documents in connection
therewith, with the Securities and Exchange Commission, granting unto said attorneys-in-fact and agents, and
each of them, full power and authority to do and perform each and every act and thing requisite and necessary to
be done in and about the premises, as fully to al intents and purposes as he might or could do in person, hereby
ratifying and confirming al that said attorneys-in-fact and agents or any of them, or his or their substitute or
substitutes, may lawfully do or cause to be done by virtue hereof. Pursuant to the requirements of the Securities
Exchange Act of 1934, this report has been signed below by the following persons on behalf of the Registrant in
the capacities and on the dates indicated.

Signature Title Date
/9 JOSEPH M. WALSH President, Chief Executive Officer March 27, 2003
Joseph M. Walsh and Chairman of the Board of Directors
(Principal Executive Officer)
/s MICHAEL A. MANTO Executive Vice President, March 27, 2003
Michad A. Manto Chief Financia Officer and Director
(Principa Financial and Accounting
Officer)
/sl STEPHEN N. KAHANE M.D.,M.S.  Chief Strategy Officer, Vice Chairman March 27, 2003
Stephen N. KahaneM.D., M.S. and Director
/9 KENNETH R. ADAMS Director March 27, 2003

Kenneth R. Adams
/s STEPHEN J. DENELSKY Director March 27, 2003

Stephen J. DeNelsky
/9 DAVID B. SHEPHERD Director March 27, 2003

David B. Shepherd
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CERTIFICATIONS

I, Joseph M. Walsh, Chairman and Chief Executive Officer of the Company, certify that:

1
2.

| have reviewed this annual report on Form 10-K of VitaWorks Inc,;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this annual

report;

Based on my knowledge, the financial statements, and other financia information included in this annual
report, fairly present in all material respects the financial condition, results of operations and cash flows
of the registrant as of, and for, the periods presented in this annual report;

The registrant's other certifying officers and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and
have:

a) designed such disclosure controls and procedures to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant's disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annua report (the "Evauation Date"); and

c) presented in this annua report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

The registrant's other certifying officers and | have disclosed, based on our most recent evaluation, to the
registrant's auditors and the audit committee of registrant's board of directors (or persons performing the
equivalent functions):

a) dl significant deficiencies in the design or operation of internal controls which could
adversely affect the registrant's ability to record, process, summarize and report financial data
and have identified for the registrant's auditors any material weaknesses in internal controls;
and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant's interna controls; and

The registrant's other certifying officers and | have indicated in this annual report whether or not there
were significant changes in internal controls o in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation, including any corrective actions with regard
to significant deficiencies and material weaknesses.

/s Joseph M. Walsh March 27, 2003
Joseph M. Walsh Date
Chairman and Chief Executive Officer

(principal executive officer)
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I, Michael A. Manto, Executive Vice President and Chief Financia Officer of the Company, certify that:

1

2.

I have reviewed this annual report on Form 10-K of VitalWorks Inc.;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or
omit to state a materia fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this annual

report;

Based on my knowledge, the financia statements, and other financial information included in this annual
report, fairly present in al materia respects the financial condition, results of operations and cash flows
of the registrant as of, and for, the periods presented in this annual report;

The registrant's other certifying officers and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined n Exchange Act Rules 13a-14 and 15d-14) for the registrant and
have:

a) designed such disclosure controls and procedures to ensure that materia information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared;

b) evauated the effectiveness of the registrant's disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the "Evaluation Date"); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

The registrant's other certifying officers and | have disclosed, based on our most recent evaluation, to the
registrant's auditors and the audit committee of registrant's board of directors (or persons performing the
equivalent functions):

a) dl significant deficiencies in the design or operation of internal controls which could
adversely affect the registrant's ability to record, process, summarize and report financial data
and have identified for the registrant's auditors any material weaknesses in internal controls;
and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant's interna controls; and

The registrant's other certifying officers and | have indicated in this annual report whether or not there
were sgnificant changes in interna controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation, including any corrective actions with regard
to significant deficiencies and material weaknesses.

/9 Michadl A. Manto March 27, 2003
Michag A. Manto Date
Executive Vice President and Chief Financial Officer

(principal financial officer)




Exhibit 21.1
VitalWorksInc.

List of Subsidiaries

None
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Exhibit 23.1

Consent of Independent Certified Public Accountants

VitaWorks Inc.
Ridgefield, Connecticut

We hereby consent to the incorporation by reference to the Registration Statements of VitalWorks Inc.,
formerly known as InfoCure Corporation (the "Company™), on Forms S-3, numbers 333-45480, 333-40704, 333-
37890, 333-34490, 333-88589, 333-87795, 333-73097 and 333-71109 and Forms S8, numbers 333-96665, 333-
84468, 333-72890, 333-56556, 333-40730, 333-40488, 333-39792 and 333-74773 filed with the Securities and
Exchange Commission, respectively, of our reports dated January 20, 2003, February 27, 2003 for Note H, on the
consolidated financial statements and schedule of the Company appearing in the Annual Report on Form 10-K for
the year ended December 31, 2002.

BDO Seidman, LLP
New York, New Y ork

March 27, 2003
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Exhibit 99.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, ASADOPTED PURSUANT TO SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002

In connection with this Annual Report on Form 10-K of VitaWorks Inc. (the “Company”) for the year
ended December 31, 2002 (the “Report”), the undersigned, Joseph M. Walsh, Chief Executive Officer of the
Company, and Michagl A. Manto, Chief Financia Officer of the Company, each hereby certifies, pursuant to 18
U.S.C. Section 1350, that to our knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financia condition
and results of operations of the Company.

/9 Joseph M. Walsh March 27, 2003
Joseph M. Walsh Date
Chief Executive Officer

/9 Michadel A. Manto March 27, 2003
Michadl A. Manto Date
Chief Financia Officer

A signed origina of this written statement required by Section 906 has been provided to VitaWorks Inc. and will
be retained by VitaWorks Inc. and furnished to the Securities and Exchange Commission or its staff upon
request.





