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ITEM 1. BUSINESS
Overview

CareScience, Inc. is primarily a provider of care management services to hospitals and health systems. As a company specializing in
clinical knowledge, we supply the people and technology to facilitate the delivery of quality care throughout the health care system. For over
10 years, we have helped hospitals and health systems improve their performance and prevent complications and deaths by employing a
systematic business approach to quality. We call this approach "care management." The primary goals of care management are to deliver patient
care in the correct setting and to have patients receive "error-free" access to the best treatment choices.

Our mission is to make quality the way of life in health care by providing innovative care management solutions to the health care industry.
We help hospitals and health systems improve quality by building organizational support for change, addressing underlying barriers to improved
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clinical performance, and by expanding the role of care management. We work with health care providers and health systems to manage clinical
processes surrounding the point of care so that fundamental reductions can be achieved in operating costs, clinical inefficiencies and medical
errors. We collect, share, store and analyze clinical data generated by widely used health information systems and provide the care management
services and staffing required to drive the realization of underlying clinical performance opportunities. We enable customers to apply their
clinical data to enhance patient safety and to the management of care, including quality monitoring, performance improvement, credentialing,
profiling, error tracking, case management and evidence based medicine. We also provide consulting services to health care providers that
support strategic planning and clinical operations.

We also have provided limited technology and services to the pharmaceutical and biotechnology industry. Our offerings have included data
analysis, consulting services and customized research and strategic development support. These services are now being refocused to leverage our
expertise in care management and data analysis.

Over the past decade, we have pioneered and commercialized several clinical information technologies. We developed one of the nation's
first online quality measurement and management tools, commercialized one of the first clinically based outcome risk assessment algorithms,
became established as one of the first health care application service providers, and, most recently, developed the first peer-to-peer clinical data
sharing technology.

CareScience was incorporated in 1992. In 1993, we exclusively licensed the intellectual property underlying our core analytic technology in
a 30-year agreement with the University of Pennsylvania. In 1996, we launched our first Internet-based commercial solution based on this
proprietary technology through our Care Management System . In 1999, we initiated development of the Care Data Exchange,® in
October 2000, we licensed the core clinical data exchange technology from the California HealthCare Foundation and on March 7, 2000, we
changed our name from Care Management Science Corporation to CareScience, Inc.

Our executive offices are located at 3600 Market Street, Philadelphia, Pennsylvania 19104 and our telephone number is (215) 387-9401.
‘We maintain an Internet website at www.carescience.com.

)

Care Data Exchange is a registered servicemark of the California HealthCare Foundation.

Industry Background
Health Care Market and Information Technology Sub-Sector

Health care is the largest single sector in the United States economy. According to the Centers for Medicare and Medicaid Services, or
CMS, annual health care spending in the United States grew 8.7% to $1.4 trillion in 2001, an accelerating growth rate that resulted in health care
accounting for 14.1% of the country's gross domestic product. The 2001 increase follows growth of 7.4% in 2000 and 6.1% in 1999 and marks
the fifth consecutive year of increased spending on health care. CMS projects national health care expenditures will increase to $2.4 trillion by
2008, a compounded annual growth rate of greater than 8.0%.

The health care information technology market is one of the strongest sub-sectors of the overall information technology market, in part
driven by the increased focus on quality care. The health care information technology market is estimated to have grown 2.5% to $17.6 billion in
2002 according to International Data Corporation. In 2003, spending on health care information technology is projected to increase by 9.0%,
resulting in a projected $19.2 billion in spending in 2003.

Clinical Costs are Large and Growing

Medical costs have continued to increase at rates far greater than baseline inflation in the economy despite efforts to change administrative
and financial processes, reduce systems costs, and adopt certain clinical information interventions such as computerized physician order entry
systems. Even if successful, most of these efforts do not address many of the issues that cause complications, inappropriate treatments,
duplicative tests and other forms of waste and inefficiency. The costs associated with waste and inefficiency comprise a large portion of
spending in the health care industry. As inefficiencies within the health care system continue to consume enormous resources and pose medical
risks to consumers, many constituents within the health care industry are seeking results through cost-effective solutions, including services,
information and tools to improve the quality and efficiency of care delivery.
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Concerns about Clinical Quality and Medical Errors Remain High

The delivery of clinical care usually involves complex procedures, multiple treatments and subjective judgments. Even appropriate clinical
decisions are often difficult to implement and analyze because of uncontrolled operational systems. Health care organizations have been seeking
to gain control of and measure clinical processes to increase accountability and efficiency and to improve care.

Quality problems within the health care industry have received increased attention over the past few years because of advances in the
ability to measure medical errors and complications and increasing concern about clinical care among policy-makers and the public. In addition
to being the eighth-leading cause of death in the United States according to the Institute of Medicine's 1999 report "To Err is Human," medical
errors add substantial costs to and drive consumer dissatisfaction with the delivery of care. More recently, the Institute of Medicine's 2001 report
"Crossing the Quality Chasm: A New Health System for the 21* Century" called for widespread adoption of technology and managerial methods
focused upon process improvement, to substantially reduce the occurrence of medical errors and complications. In addition to the efforts being
put forward by the Institute of Medicine, the Leapfrog Group, an employer consortium, has been pressuring hospitals and health systems to
improve quality by implementing improved information technology and better care processes. Further, the Patient Safety Improvement Act was
recently passed by the United States House of Representatives. Among other things, the Act calls for the adoption of voluntary national
standards to promote the interoperability of clinical information systems and provides for a grant program to facilitate the adoption of
information technology in health care.

Despite this increasing focus on quality of care in the United States, there remains a gap in the definition and pursuit of quality in the health
care environment. Since hospitals use disparate systems to track information from a single patient, including lab systems, radiology systems,
surgery systems, and other systems, the integration of data into a usable form is a significant challenge for health care providers as they respond
to these outside pressures.

Medical errors and complications result in unnecessary events including emergency room visits, hospitalizations, specialist referrals and
laboratory studies, all of which are used to evaluate complications and manage the consequences they create. We believe that many of the
current efforts to reduce administrative waste and improve financial performance do not address the core processes that result in clinical
inefficiencies and errors. Health care delivery systems, physicians, health plans, the government and employers are seeking information
regarding clinical quality and medical errors as well as tools to enhance clinical efficiency.

Technological and Data Fragmentation Leads to Inefficient Use of Clinical Data

In order to efficiently deliver care, information must flow within and between health care constituents. For example, in order to diagnose
and treat a patient properly, physicians need access to clinical information such as medical history data, laboratory results, x-rays and
prescriptions from various hospitals, laboratories and other providers. Health care constituents have not historically coordinated their
information technology investments due to the high cost, the number of different constituents, the lack of common technical, data and
vocabulary standards, the complexity of health care encounters and lingering concerns over confidentiality and related implications of the Health
Insurance Portability and Accountability Act of 1996.

This failure to coordinate information has resulted in the current technology infrastructure in health care remaining captive to numerous
incompatible and proprietary systems, including mainframe and client/server systems that store information in isolated databases using
non-standardized formats. Thus, providers must typically request information by phone, fax and/or patient survey and those requests may be
delayed due to disparate paper-based systems maintained by many constituents. Furthermore, the lack of timely access to accurate clinical
information, particularly in an urgent-care situation, may lead to poor clinical outcomes and excess costs in various ways including inaccurate
diagnoses, redundant test, therapies and admissions and an increased risk for medical errors or clinical complications. As a result of this
geographic, organizational and technological fragmentation, current information exchange is often incomplete or redundant, thus creating the
need for a comprehensive technology solution.

In addition to this technological fragmentation, much of the clinical information important to understanding patterns of care and overall
clinical and economic performance remains isolated in separate databases (e.g., laboratory, pharmacy, etc.). Traditional processes focused upon
individual case review supplemented with chart abstracts to collect information are too labor-intensive and otherwise costly to apply broadly and
therefore are not reliable for measuring and monitoring clinical or economic performance trends within or across organizations. Moreover, both
the volume and underlying complexity of this data make it difficult to utilize beneficially in the absence of advanced methods and techniques for
data standardization, normalization and analysis.

The CareScience Solution
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We offer the people and the technology required to make quality a reliable result of health care operations. Our solution focuses on care
management because we believe that it is fundamental to delivering improved quality. We work with our clients to gain executive support,
physician involvement, business planning, change management and results accountability. We do this by offering specialized

technology and expert people who work closely with our clients to drive organizational change and return on investment.
Our People

We offer specialized experts in care improvement, data analysis, quality procedures and technology management that supplement our
client's in-house expertise. Our support ranges from consulting and education, to staffing or complete outsourcing of organization-wide care
management functions. Our clinician-led team of executives has expertise in patient throughput, medical evidence, patient safety and
documentation. We also employ clinicians and consultants who have highly specialized knowledge in clinical processes, business accountability,
and statistical analysis. We work with our clients in the following ways:

Consulting: Engagements of episodic projects that enable customers to fill short-term gaps, or handle complex change
management or analysis challenges. Our consultants have a broad range of skills that can support many clinical improvement
or data analysis projects.

Staffing: Long-term staffing or management of an overall performance improvement program to facilitate the completion of
strategic organizational goals. Our staffing helps clients create an integrated care management infrastructure with a
results-oriented clinical leadership culture.

Care Management Strategic Sourcing: A unique partnership opportunity that allows a hospital or health system to
strategically source the operation of its entire care management and quality function to us. The partnership includes a
complete set of on-site staff, management leadership, specialized technologies and data management and analytic
capabilities.

Our Technology

Our main product offering, the Care Management System is an Internet-based suite of tools that help to automate information flow and
analysis throughout the care process. Our technology currently offers robust analytical techniques on risk-adjusted data for performance
improvement measurement and monitoring and the ability to exchange real-time clinical information within and across organizations, and it is
expected to offer in the future:

up-to-the-minute care monitoring and real-time management of key events in the care process;

customizable workflow that allows users to share important information on patients and patient populations; and

intelligently generated alerts and reminders that are based on evidence-based medicine and clinical knowledge.
Our range of Internet-based tools that support effective care management help health care professionals to:

Access Comprehensive Patient Data More Efficiently. Our technologies provide information to influence diagnostic and treatment
decisions by enabling secure information sharing among authorized health care constituents. We believe that health care providers who can
access clinical information immediately and securely at the point of care will become the standard-bearers of informed care. Since much
information is not currently available at the point of care, we have developed and are refining an Internet-based peer-to-peer technology that
allows health care organizations to share patient information across locations allowing providers direct access to patient data when and where it is
most needed at the point of care. This peer-to-peer technology provides secure, real-time Internet access to clinical results, patient demographics,
medical records and other critical data from the original source.
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Analyze Comprehensive Patient Data More Effectively. Our proprietary analytic methodologies were developed at the University of
Pennsylvania School of Medicine and The Wharton School. Our algorithms allow us to normalize clinical information across many different
parameters using sophisticated statistical analysis to provide an online evaluation of clinical performance. Unlike benchmarking, which simply
compares performance to designed protocols or averages of broad populations across a limited number of criteria, our algorithms help users
understand the underlying basis for their clinical performance. For example, when a patient experiences a clinical complication, we can help
determine the likelihood that the complication was attributable to the patient's condition rather than the physician's decisions or the hospital's
operations, and for any of these, help identify which specific treatment patterns may have contributed to the complication so that care processes
can be targeted for evaluation or change.

Apply Clinical Knowledge for Better Health Quality and Reduced Medical Expenses. The collection, standardization and analysis of
clinical data is complicated, time intensive and requires specialized capabilities. Our solutions are designed to collect and analyze
comprehensive clinical data in order to improve the delivery of care. As an application service provider, we offer our customers cost-effective
access to remotely hosted data supported by sophisticated processing technology and analysis methods.

Drive Clinical and Economic Return on Investment. Our implementation, support and consulting services seek to ensure that
organizations realize the clinical and economic opportunities that our care management technologies identify. For clients that require greater
assistance with the design, implementation or execution of effective care management strategies, we offer customized consulting services,
full-time staffing or complete care management outsourcing.

Our Value Proposition

Our solution helps clients prevent and solve real-world clinical problems. Specifically, we help clients:

improve patient throughput;

reduce complications and medical errors;

improve compliance with evidence-based medicine; and

improve documentation and information handling.

Improving Patient Throughput: Helping Hospitals with Patient Flow Congestion. Our tools and services help get patients in the right
place for their treatment, track placement-related quality or efficiency problems, identify treatment delays and avoid capacity constraints and
other problems that result in throughput inefficiencies. As many of the nation's hospitals face significant capacity constraints that impede proper
patient care and block revenue growth, the focus on enhancing patient throughput has gained increasing attention. Hospitals and health systems
also face daily challenges with patient flow congestion that result from inefficient patient placement. This may cause them to have difficulty
moving patients out of the intensive care unit to a step-down or general bed or to divert emergency room patients to other hospitals because there
are no available beds in the event a hospital admission would be required. This may further extend length of stay and produce poorer patient
outcomes, higher costs and lower revenue. We work with clients to help improve patient throughput by:

facilitating placement of patients in the correct site of care, and in the correct level of care;

identifying patterns of critical capacity constraints; and

identifying critical resource constraints (e.g., bottlenecks).
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Reducing Complications and Medical Errors: Identifying Opportunities for Improvement and Care Process Breakdowns. Our tools and
services help identify high-risk patients, detect medical and surgical complications of care, link complication problems to underlying care
processes and provide risk-adjusted comparative performance information for regulatory reporting and clinical performance improvement
efforts. Because the typical complication adds thousands of dollars to the cost of care, drives quality problems and reduces patient and clinician
satisfaction, we believe that reducing complications and process errors can produce significant improvements in organizational performance.
Widespread focus on medical errors by the Institute of Medicine and other organizations has only increased the attention surrounding this area.
We work with clients to reduce medical errors and complications by:

identifying when medical and surgical complications occur;
monitoring professional competence and volume of treatments provided by physicians and facilities;
providing risk-adjusted comparative, physician performance information for regulatory reporting and credentialing; and

enabling physicians to access and compare their pattern of care to others.

Improving Compliance with Evidence-based Medicine. Our tools and services help our clients improve their compliance with
evidence-based medicine by identifying compliant and non-compliant care patterns and tracking the resulting outcomes for each, by reporting on
required evidence-based clinical events to regulatory agencies and by tracking changes in those patterns over time. Although we have not
developed and do not intend to develop the evidence-based rules ourselves, we expect to develop a flexible environment where evidence-based
treatment rules can be housed and alerts or indicators can be triggered based upon those rules. Many hospitals and health systems have set
guidelines and treatment protocols for care but are unable to get their clinical staff to adopt and comply with their identified best practices. These
failures result in unnecessary treatment variations and a lack of standardized care processes that contribute to poor patient outcomes. We work
with clients to help develop strategies and tactics to improve compliance with evidence-based medicine by:

identifying compliant and non-compliant treatment patterns and the resulting outcomes for each; and

providing comprehensive patient data through cross-enterprise results reporting so that duplicative orders, redundant tests,
and unnecessary treatments are reduced.

We also expect to support these efforts by:

providing a flexible structure to support third-party (including client) developed treatment rules that we intend to trigger
alerts and other actions in new releases of the product; and

using pre-programmed and customized alerts and reminders that we intend to inform clinicians and care managers of the
absence of an accepted, evidence-based treatment.

Improving Documentation and Information Handling: Helping Clinicians Get Timely Access to Clinical Information at the Point of
Care. We are developing our tools and services to help our clients improve information access and documentation by integrating both internal
and cross-enterprise clinical information in a common manner. In so doing, our solutions reduce the need for manual data collection and for
manual tracking of clinical events. Further, because our solutions are vendor neutral and operate over the Internet, we enable our customers to
realize substantial incremental value from their historical investment in legacy information systems.

Historically, a heavy reliance on paper-based medical records, enterprise-wide legacy systems that do not integrate with one another, and
competitive business arrangements have prevented hospitals and
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health systems from sharing patient data at the point of care. This type of patient data fragmentation contributes to medical errors, redundant
testing, and inadequate care. We work with our clients to improve documentation and information handling by:

facilitating real-time management of patient records, lab results, pharmacy data, admission, discharge and transfer
information, and hospital-based ambulatory care reports;

reducing the likelihood of data transfer errors due to better integration with standard practices;

providing access to a wider and more complete range of data for clinical analysis and data sharing;

enabling organizations to track their clinical performance; including near-term tracking of quality performance;

improving patient consent compliance by employing an audit trail that logs transactions between providers who have viewed
patient records; and

supporting regulatory efforts such as core measures data collection and reporting.

In addition, all of these value propositions provide an insight and understanding of clinical processes that enable direct insight into the role,
use and clinical and economic benefits of drug use within the clinical process. Those insights are made available to our pharmaceutical
customers through our data analysis and consulting services.

Our Strategy

Our mission is to make quality a way of life in health care. We will attempt to accomplish that mission by leading the industry in care
management technology, services, and partnerships and by enabling our clients to manage the complete care management process, from the
individual patient to entire patient populations. In so doing, our objective is to become the leading provider of care management solutions to
facilitate improvements in health care quality and efficiency. The primary components of our strategy include:

Provide a Care Management Solution that Drives Substantial Return on Investment for Clients.  Our primary focus is to effectively
support the care management efforts of our clients with a complete solution offering the technology, services and staff required to realize
significant returns on investment from core care management functions. We believe that there is a strong business case for quality in that
perceived quality of care drives both payer preference and consumer loyalty. In addition, there is evidence that improved quality of care lowers
costs and enhances revenue. For too long, quality improvement efforts have been divorced from the strategic needs and goals of the
organization. By linking these together, and by taking accountability for the technology, services staff, or all three, we provide a solution that is
directly relevant to the strategic goals of our client organizations and that is directly tied to return on investment. It is that return on investment
that determines our success and the success of our clients.

Develop New Solutions Based on Our Proprietary Knowledge and Data Assets. We have developed a substantial and rapidly growing
proprietary online data asset encompassing millions of care encounters. We maintain proprietary, rigorously validated clinical algorithms. Our
data and knowledge bases are differentiated because of our methods, the level of clinical detail and our linkage to ongoing relationships with
active customers. We are leveraging our proprietary database to develop and introduce other Internet-based solutions. For example, in the spring
of 2002, we introduced our National Comparatives database that enables users to compare their detailed patterns of treatment and resulting
outcomes to those of other client organizations. Currently, we are developing the second generation of our Care Management System that we
expect to take advantage of real-time client data

feeds and provide workflow linkages between care managers, quality managers, clinicians and executives.

Leverage our Technology Platform. Our solutions benefit from a common technology platform, including the architecture, data structures,
analytic processing tools, clinical algorithms and telecommunication protocols. Additionally, our solutions frequently integrate with a variety of
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other vendors' products or enable direct interactions among those products. By serving as a centralized application service provider, we believe
that our solution provides significant value to our customers. Furthermore, since our solutions are technologically intensive and connect
disparate industry segments, customers cannot replicate our solutions without incurring substantial costs.

Pursue Targeted Strategic Relationships. We intend to pursue strategic relationships that could expand our care management service
offerings to customers or bolster our distribution channels. As organizations begin to better understand that core care management functions
encompass a broader range of activities, including regulatory reporting, credentialing, performance improvement, throughput management, case
management and loss prevention, we believe that targeted relationships with other care management specialty providers will be beneficial as
they help to expand our ability to offer a more comprehensive solution without the need to develop each and every component internally.

In executing those components of our strategy, we attempt to leverage our organizational assets to:

Gain clinician buy-in. Health systems have trouble translating potential quality improvement opportunities into real changes in the care
delivery process because they lack physician engagement and involvement. We believe successful care management is led by clinicians because
they are the best positioned to analyze and apply clinical and financial information to their decisions. Our analytic methods and technologies
support and streamline clinical operations:

our proven analytic techniques have been published in clinically relevant peer-reviewed literature;

our risk-assessment and complication-identification methodologies help drive clinical predictions that are considered
important predictors of patient outcomes;

our clinical vocabulary is standardized so that treatments can be tracked and compared; and

we employ clinician executives and clinical consultants that help drive organizational support of quality improvement efforts
at the executive and physician executive level.

Establish a proven track record. 'We have been in business for over 10 years and have become a trusted provider of care management
solutions to the health systems sector. Our track record is evidenced by the following:

over 160 hospital facilities currently use our technology and/or services;

since inception, we have performed several hundred consulting projects; and

since inception, our customer renewal rate has been greater than 90% across all hospital and health system customers.

Employ advanced technologies. Our technology is designed by clinicians and executives who have real world, clinical operations
expertise. We offer customizable data integration and analysis tools, and expect to offer workflow communication tools to help customers
manage the entire care management process. Our technology embeds our unique knowledge of research methodologies and clinical operations
expertise. We offer:

risk assessment methodologies developed at the University of Pennsylvania's School of Medicine and the Wharton School of
Business that overcome biases inherent in traditional categorical severity methods;

complication identification methodologies that can distinguish between newly occurring complications and pre-existing
conditions and identify when complications occur unexpectedly, giving clients the ability to target and prevent costly,
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systemic errors;
throughput algorithms that help customers develop customized patient placement maps;

vocabulary standardization that is based on the widely accepted Unified Medical Language System maintained by the
National Library of Medicine and promotes more accurate performance comparisons by mapping facility-specific terms to
standardized clinical vocabulary for easier analyses; and

controlled data access and data sharing across enterprise organizations that offer data owners the ability to restrict and
control data access using a peer-to-peer data sharing protocol.

Remain cost effective. There is a great deal of interest in how technology can address the challenges that hospitals and health care systems
face. However, many technologies require enormous capital and operating investments in order to succeed. Our solutions are designed to
leverage existing information system investments so they can be used more effectively.

As an application service provider, we offer our clients cost-effective access to hosted data, data processing, analysis
methods and browser-based interfaces.

We offer a cheaper and more cost effective way to share patient information across enterprise organizations via peer-to-peer
networking which requires no central infrastructure.

We have been able to secure unique partnerships with philanthropies and academic institutions to lower our development
costs.

Align ourselves with our customers' needs. In addition to supplying technology, we also work closely with our clients to define mutually
agreed upon strategic goals and metrics. These jointly established incentives and metrics foster an active partnership with our clients and tie our
own success with that of our clients. We offer:

on-site staffing and outsourcing that enable us to work side-by-side with our clients to achieve mutually agreed upon goals;
at-risk contracting to align a portion of our payment with client success metrics;
ongoing education and training so that our customers are involved in the latest care management techniques; and

long-term partnerships with our pharmaceutical clients and offer hospitals and health systems partnering opportunities with
pharmaceutical companies to help accelerate improvements in their patient outcomes.

Health Care Provider Services and Solutions

We provide an integrated suite of Internet-based solutions designed to access, analyze and apply clinical information to improve the
processes surrounding the point of care. Our customers use these solutions to improve the quality and delivery of clinical care. To date, we have
deployed solutions for both health care providers and for pharmaceutical and biotechnology companies. For health care providers, we currently
offer our Care Management System, Care Data Exchange, consulting services, staffing and care management outsourcing.

An overview of our health care provider solution offerings and their future direction can be seen below:
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Care Management System

Our Care Management System applies cutting-edge analysis methods to clinical data in order to help health care provider organizations
improve their clinical performance by allowing users to:

improve patient throughput;

reduce medical errors and complications;

improve compliance with evidence-based medicine; and

improve documentation and information handling.

The Care Management System helps health care provider organizations take advantage of the vast data resources that often remain trapped
or underused within organizations. The Care Management System's Internet-based interface is intended to enable medical officers, clinical
analysts, physicians and health care professionals to perform their jobs more effectively.

We typically sell the Care Management System pursuant to three- to five-year contracts. Contract pricing is based upon a per-encounter
basis with services, staffing or outsourcing priced on an as configured basis. Customers typically have unlimited access to data and are supported
by an array of telephone and email help, data validation and management, training classes and ad-hoc services.

10
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Key Product Benefits

The key benefits of the Care Management System are its robust analytical techniques. Specifically, the Care Management System uses
proven risk assessment techniques on retrospective data for performance improvement. Our risk-assessment methodologies overcome intrinsic
limitations and biases inherent in categorical severity methods. These methods were developed at the University of Pennsylvania via
collaboration between the School of Medicine and the Wharton School of Business. The Care Management System is one of the only available
products that can distinguish between newly occurring complications and pre-existing or comorbid conditions across a broad range of medical
and surgical diagnoses and identifies when complications occur unexpectedly, giving clients the ability to target and prevent costly, systemic
errors.

Current Features
Features of the Care Management System include:

Query Ad Hoc Reporting A tool is embedded into the Care Management System that allows users to generate customizable clinical and
business reports that probe virtually any element in the database using a set of common-language terms. It supplies drill-down, interactive
reporting for a faster response to clinical analyses and more insightful clinical inquiry.

National Comparatives A module is offered within the Care Management System that allows users to compare their clinical and financial
outcomes and resource patterns against national norms. The module offers a quick and simple method to assess a client's resource utilization and
practice patterns, and provides users with a national, patient data sample to use as a benchmark for outcomes and resource comparison.

Select Practice  As a built-in feature of the Care Management System, the Select Practice function allows users to view outcome reports
based on comparisons to the performance of a select group of hospitals with excellent outcomes for both clinical outcomes (mortality,
complication frequency and complication morbidity) and length of stay measures. For each disease grouping, hospitals are ranked for quality
and efficiency separately. To be classified "Select Practice" for a given disease area, a facility must be ranked in the top two quintiles of both
rankings, resulting in approximately 16% of facilities nationwide achieving Select Practice for each separate disease area.

Core Measures Reporting Solution The Core Measures Reporting Solutions is a data abstraction, processing, and reporting solution that
allows hospitals to comply with the Core Measure reporting requirements of the Joint Commission on Accreditation of Healthcare
Organizations. Core Measures reporting offers clients a flexible data extraction platform, immediate access to data, and rigorous data validation
through an online validation data management tool. The reporting tool offers greater flexibility for data abstraction and submission of core
measure indicators by offering both flat file and real-time Web-based submission of data. Data can be submitted from anywhere in the hospital
using a secure Internet connection. This reporting solution also provides customized reporting via an ad hoc query tool.

Future Enhancements
We are currently developing enhancements to the Care Management System that we expect to provide the following future benefits:

Real-time or Batch Access to Clinical Data: We are developing real-time clinical data access in order to monitor patient events and/or
interventions as they occur.

User-specific Portals: We currently offer tools specialized for use by quality managers for population analyses, and clinicians and
consumers for clinical data access via the Care Data Exchange.

11

We are in the process of beginning to integrate these functions together and expect that over time, the Care Management System will offer five
specialized user portals with customizable functionality for efficient and effective communication supported by institution-specific workflow.
The system is intended to meet the needs of disparate users within a health care organization by making cross-departmental data available to
help streamline and coordinate the entire care management process so that patients receive the highest quality of care.
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Embedded Clinical Knowledge and Best Practice Identification: Future enhancements are expected to provide alerts and reminders that
incorporate support for evidence-based protocols and best practices as defined in the literature or through other sources that clients deem to be
appropriate for their care delivery processes. Currently, the Care Management System provides analytic tools to help clients define their own
facility-specific best practices and compare them to a large national sample.

Patient-Centric Clinical Results Delivery: Future enhancements are expected to offer a truly patient-centric view of clinical results from
multiple sources using a peer-to-peer network data-sharing model. A patient's clinical results will be able to be extracted from multiple
information systems within the enterprise.

Care Data Exchange

The Care Data Exchange is a regional clinical data-sharing solution that is designed to provide a patient-centric view of clinical information
from multiple, disparate data sources using a peer-to-peer data-sharing model. The Care Data Exchange securely indexes, locates, and provides
access to clinical data from original source systems across enterprise boundaries.

Key Product Benefits

The key benefits of the Care Data Exchange are:

Automation of the Sharing of Patient Information: It automates the sharing of patient data without building a costly centralized data
repository.

Regional or Cross-Enterprise Data Sharing: It offers a lower cost solution to enterprise and cross-enterprise/regional data sharing.

Comprehensive View of Patient Data: It brings the full patient experience to the point of care, providing a patient-centric view of clinical
results from multiple data sources using a network data-sharing model.

Controlled Data Access: It provides access to results, but source data remains within the health care organization that stewards it.

Inexpensive/Low Cost Availability: It uses public Internet connectivity and peer-to-peer architecture/file-sharing to access results and
offers a low cost alternative to software integration.

Health Insurance Portability and Accountability Act of 1996 Enabler: 1t supports policies and procedures for setting up cross-enterprise
data-sharing contracts that are compliant with the rules and regulations promulgated under the Health Insurance Portability and Accountability
Act of 1996.

The Care Data Exchange gives individual health care organizations the ability to store and manage their own data while making it
accessible to all authorized users within a designated network locally, regionally or nationally. This peer-to-peer approach reduces the cost of
data sharing while minimizing the competitive issues surrounding data ownership and access privileges. The Care Data Exchange was developed
and is currently being deployed in Santa Barbara County, California, a result of a project funded by the California HealthCare Foundation, a
non-profit philanthropic organization.
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Consulting for Health Care Providers

Our consulting services lead and anchor the technology component of our solutions and drive the linkage between strategic goals, care
management initiatives, clinical process and return on investment. We are helping health care leaders build customized care management
functions and processes to enable the continuous generation of clinical performance change. We do this through customized consulting
engagements, long-term dedicated staffing, and recently, through complete departmental business process outsourcing where we provide all
staff, technology and management for a fixed fee and an opportunity to earn bonus payments if our clients hit targeted success metrics.

We approach each client from a multidisciplinary perspective to evaluate that organization's strategic quality plan, establish specific goals,
targets and metrics that link care management strategies to that strategic plan, assess data availability and care management tool usage, identify
organizational capability gaps in achieving the strategic plan and then setting a step-wise plan for filling those gaps in order to achieve the
strategic quality plan. As described above, we support implementation of our Care Management System, with or without the cross-enterprise
data sharing capabilities of our Care Data Exchange product, and provide ongoing consulting services as desired by the client.
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We have also provided feasibility assessment services related to community-wide clinical data sharing initiatives in several communities
and offer implementation services including business rules, technology assessment and business structure for those initiatives.

Pharmaceutical and Biotechnology Organization Services and Solutions

In the fall of 2002, due to lack of perceived interest in the pharmaceutical marketplace, we discontinued the active sale of our Lifecycle
Decision System . We may at some point in the future again decide to offer the Lifecycle Decision System for sale; however, there are no plans
at this time to do so. In addition, we believe that competitive pressures and consolidation in the pharmaceutical marketplace have reduced the
demand for and profitability of pharmacoeconomic consulting services and as a result, we have elected to minimize the remaining
pharmaceutical consulting resources and move those resources from pharmacoeconomic consulting to data analysis and other activities
consistent with our core care management business.

Customers

We have entered into long term relationships with over 160 hospitals and health systems and more than 40 pharmaceutical and
biotechnology companies. Representative customers for our solutions and services include:

Ascension Health;

Bon Secours Hampton Roads Health System;
MedStar Health;

Providence Health System;

Rush System for Health;

Sansum-Santa Barbara Medical Foundation Clinic;
Santa Barbara Regional Health Authority;

Sisters of Mercy Health System; and

University of Pennsylvania Health System.

Our operations are conducted in one business segment and sales are primarily made to health care providers. During the years ended
December 31, 2001 and 2000, we generated 12% and 20%, respectively, of our revenue from our contract with the California HealthCare
Foundation. No other customer comprised 10% or more of our revenues during the last three fiscal years.
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We had one customer as of December 31, 2002 and 2001, respectively, which accounted for 18% and 12%, respectively, of our total
accounts receivable.

Technology

We have developed a technology platform and approach that underlies all of our solutions. The core asset of all of our applications is the
clinical data that supports the effective delivery of care. Therefore, the direction of our technological advances is aimed at the efficient
organization, handling and delivery of data. The three major areas of our technology infrastructure are:

data hosting and storage;
data movement and normalization; and

data access, analysis and reporting.
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Data Hosting and Storage

We use large volumes of data in our clinical analysis and applications. Much of this data is supplied by our clients and we transform that
data into information that can be applied to improve patient throughput, reduce complications and medical errors, improve compliance with
evidence based medicine and improve documentation and information handling. To support those functions, we enable the aggregation of
several years of patient records to support querying for both user-defined patient populations and individual cases at a given organization and
entire disease classes across a group of hospitals from multiple markets. When we couple this data with the business rules from our client
organizations regarding the handling of data, our data processing and storage strategy must be precise yet flexible. Our approach to this
challenge has two primary thrusts:

centralized hosting and storage of data; and

distributed storage of data in clinical data repositories.

Our data center is organized for managing and storing terabytes of data entrusted to us from our clients. We maintain separate environments
for data storage during processing and production access including a mixture of direct attached storage and storage area networks that allow us
to keep data in the most appropriate and cost-effective manner for its particular processing stage. As data move through our processing steps and
is transformed toward its end-use, our level of data preservation escalates in terms of the amount of disk and server redundancy used to increase
its availability and preservation. Our storage solutions utilize what we believe are best-of breed vendors to achieve configurations that are
compliant with common industry standards. Our central hosting environment is scalable to handle growth in data volume as our business
environment evolves. We employ a number of security measures to protect data, including protecting against unauthorized discovery,
corruption, access disruption, and loss. This data hosting model is employed for the vast majority of our clients, including all of our Care
Management System clients, who contract with us to warehouse their data within our hosting facility.

By contrast, the nature of the business relationships and technology model established in our peer-to-peer Care Data Exchange relationships
necessitates more flexibility in the hosting model. We accommodate these unique needs by adding distributed data storage to our offering in
addition to our standard centralized storage model. We, therefore, have a standard clinical data repository, which allows us to aggregate data
remotely, with an indexing service for performing remote queries. We maintain the required infrastructure by creating a server "appliance" that
we provide to organizations to install and use without the need for them to provide material storage configuration and tuning in order to support
our applications. These server-appliances contain a scaled version of our Clinical Information Architecture, allowing us to integrate remote data
sources into our integrated application suite.
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Data Movement and Normalization

We have developed a strategy and supporting technologies that enable the acquisition of data from different source systems. This
technology, called the Clinical Information Architecture, is a computer-to-computer interface that uses standard Internet protocols, such as
HTTPS. The Clinical Information Architecture enables the secure transfer of clinical and administrative data from originating systems to us in
both batch and real time modes. The Clinical Information Architecture supports interfacing to a wide variety of systems that can provide updates
to the Care Management System and Care Data Exchange.

The Clinical Information Architecture can collect all required data and can be customized to fit a particular organization's infrastructure
needs by being deployed in one of two primary methods:

Hosted Relay Model A relay interface installed at a customer's site collects the data directly from an integration engine, or
customer source system. It then sends the encrypted information, via the Internet, to our data center. A secure server
validates the inbound data, applies any analytic processing or other transformation steps and then adds it to the Care
Management System database. This method is typically employed in a streaming data configuration, sending patient data in
a transactional manner.

Secure Transfer Model A secure staging server, installed in our data center, accepts the transmission of data files in a batch

format. This is useful if a batch extract of data is more practical than a message-based interface, either as a supplement or an
alternative to real time data transfer.
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The Clinical Information Architecture includes a data management utility, which applies a data validation process to incoming data. As the
data is fed through the Clinical Information Architecture, the data management utility checks data for proper format, content errors, and
omissions and also reports data related issues, if any, back to the customer. The data management utility also allows the customer to correct data
errors using a browser-based interface. In addition, we apply standard vocabularies across clinical organizations to standardize data for
comparative and analytic reasons. In Care Data Exchange implementations, patient identities are reconciled in an attempt to eliminate
duplication of those different identities for the same person across multiple organizations.

Data Access, Analysis and Reporting

Ultimately, clients use our tools to change their care processes, with information supplied via reports, alerts and other means. To that end,
we have developed a combination of methods to make information accessible to our customers. Retrospective analytic reports deliver clinical
insight for populations of patients to support the hospital quality measurement, monitoring and improvement functions. These reports are
accessed using a standard Internet browser. We also integrate an ad-hoc query function that makes use of an industry-leading
business-intelligence engine to provide full-client application capabilities against our centrally-hosted data repository. Our ongoing movement to
real time data integration is anticipated to enable online analytic processing to be extended beyond these population-based objectives and to
enable the support of clinical care directly. We expect these to include alerts incorporating web alarms, email to critical staff, and escalation
across multiple user roles to deliver information in time-critical situations. We believe that this integration of multiple user agendas will become
an enabler for improved hospital workflow focused around care management.

Strategic Relationships

We have developed strategic relationships with organizations that supply important inputs into our solutions. We have a long-standing
license relationship with the University of Pennsylvania related to our core analytic methods. The University and CareScience management
began a relationship in 1987 which has grown over time as several new methods and properties have been added to our portfolio. From time to
time, faculty of the University of Pennsylvania have provided informal advice and consultation regarding refinement of our existing
methodologies and/or advice regarding potential areas

15

of new development. This informal advice is not material to our results of operations. T