lan Benjamin, CPA, Managing Director
American Express Tax and Business Services Inc.

American Health Quality Association
New Orleans
March 10, 2004
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IAudit Firm LLP

2500 Main Street
Anywhere, USA

Report of Independent Auditors

The Board of Directors
HealthQIO Inc.

We have audited the accompanying statements of financial position of HealthQIO Inc. as of
July 31, 2003 and 2002, and the related statements of activities and cash flows for the
years then ended. These financial statements are the responsibility of HealthQIO Inc. s
management. Our responsibility is to express an opinion on these financial statements
based on our audits.

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

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of HealthQIo e, at July 31, 2003 and 2002, and the results
of its operations and its cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States.

Uudit Finm LLP

October 10, 2003

03100473727 1
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Statements of Financial Position

Assets
Current assets:
Cash and cash equivalents
Investments
Accounts receivable:
Government
Other

Prepaid expenses
Total current assets

Furniture and equipment, net of accumulated depreciation
Total assets

Liabilities and net assets
Current liabilities:
Accounts payable and accrued expenses
Employee compensation and related taxes
Total current liabilities

Net assels:
Unrestricted:
Undesignated
Board-designated:
Research and development
Operating reserves
Total Board-designated
Total net assets
Total liabilities and net assets

See accompanying notes.

0310-0473727

July 31

2003 2002
$1,214,483  $1.393.060
3,476,747 2,970,467
489,660 320,476
30,730 2.465
520,390 322,941
23,394 20,252
5,235,014 4,706,720
74,757 98,597
$5,309,771  $4.805.317
$ 210,101 $ 42,293
319,828 401.002
529,929 443,295
1,275,074 857,254
1,304,768 1,304,768
2,200,000 2,200,000
3,504,768 3,504,768
4,779,842 4,362,022
$5,309,771  $4.805.317

[§S]




Statements of Activities

Revenue
Government contract
Interest income
Other

Expenses

Salaries, employee benefits, and payroll taxes
Professional services

Rentals and maintenance

Supplies and postage

Travel and meetings

Telephone

Depreciation

Insurance

Miscellaneous expense

Excess of revenue over expenses

Net realized and unrealized investment gains (losses)
Change in net assets

Net assets at beginning of year

Net assets at end of year

See accompanying notes.

O3-473727

Year Ended July 31

2003 2002

$5,820,550 $5.614.825
8,009 15.157
56,261 34,045
5,884,820 5,664,027
4,082,666  4.200,768
571,703 339,531
447,833 403,485
217,228 205,958
317,039 320,663
34,720 30,926
36,431 30,031
28,591 19.617
84,130 82.130
5820341 5.633.109
64,479 30,918
353,341 (317.905)
417,820 (286,987)
4362,022  4.649.009
$4,779.842  $4362.022




Statements of Cash Flows

Year Ended July 31
2003 2002

Operating activities
Change in net assets $ 417,820 S (286.987)
Adjustments to reconcile change in net assets to net cash

(used in) provided by operating activities:

Depreciation 36,431 30,031
Net realized and unrealized (gains) losses in fair value
of investments (378,843) 288,702
Changes in operating assets and liabilities:
Accounts receivable (197,449) 589,079
Prepaid expenses (3,142) 15,676
Accounts payable and accrued expenses 86,634 179.826
Deferred compensation and deferred revenue - (239.306)
Net cash (used in) provided by operating activities (38,549) 577,021

Investing activities
Board-designated investments:

Sale of investments 199,958 237,166

Purchase of investments (327,395) 94
Purchase of furniture and equipment (12,591) (112.615)
Net cash (used in) provided by investing activities (140,028) 124,645
(Decrease) increase in cash and cash equivalents (178,577) 701,666
Cash and cash equivalents at beginning of year 1,393,060 691,394
Cash and cash equivalents at end of year $1,214,483  $1,393.060

See accompanying notes.

03100473727 4
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Notes to Financial Statements
July 31, 2003

1. Organization

HeathQIO Ine. s a not-for-profit organization. Its principal purpose is to maintain quality
health care at a reasonable cost through enhancing the delivery of quality health care for
consumers through education, training, research. and cooperative efforts with health care
professionals, facilities, and others in the public, private, and independent sectors.
HealhQIO Tne.  has a contract from the Centers for Medicare & Medicaid Services (CMS).
a subdivision of the United States Department of Health and Human Services (HHS).
HealthOIO Inc.  entered into a $18,663,085 cost plus fixed fee reimbursement contract with
CMS covering the three-year period beginning November 1. 2002 and ending October 31,
2005. This contract is the organization’s primary source of revenue.

2. Significant Accounting Policies

Net Asset Classifications

All net assets of HealthQIOIe.  are unrestricted. Unrestricted net assets represent funds
which are fully available at the discretion of the management and the Board of Directors.
The Board of Directors has designated $1,304.768 and $2.200,000 of the unrestricted net
assets for business development activities and for approximately six months of operating
reserves, respectively.

Cash Equivalents

HealthQIO Inc.  considers all highly liquid investments with a maturity of three months or
less when purchased to be cash equivalents.

Investments
Investments, which consist entirely of mutual funds, are carried at fair value, based on

quoted market prices, when available, or estimates of fair value. Realized and unrealized
investment gains and losses are recognized in the period in which they occur.

03100473727
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Notes to Financial Statements (continued)

2. Significant Accounting Policies (continued)

Furniture and Equipment

Furniture and equipment owned by HeathQIOne.  are stated at cost. Depreciation is
computed by the straight-line method over estimated useful lives of either two or three
years. Title to furniture and equipment purchased and agreed upon under the existing
contract with CMS remains with the federal government. Assets purchased under this
contract are not recorded on the financial statements of HedhQIO Inc.

Income Taxes

HealthQIC Inc. is exempt from income taxes under Section 501(c)(3) of the
Internal Revenue Code and is therefore not subject to federal and state income taxes.

Revenue Recognition
HealhQIO Inc.  recognizes contract revenue with CMS based upon the occurrence of
allowable costs (for reimbursement awards) and ratably over the term of the services

under the agreement for the fixed price element of the award.

HealthGIO Inc.  also recognizes revenue as services are provided or products delivered for
other sources of revenue.

Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States requires management O make estimates
and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates.

Reclassification

Certain 2002 amounts have been reclassified to conform with the 2003 presentations.

AULAETITYY



Notes to Financial Statements (continued)

3. Investments

Net realized and unrealized investment gains and losses consist of:

Dividend income reinvested

Realized and unrealized investment gains (losses)
Investment fees

Net realized and unrealized investment gains (losses)

Investments at fair value are comprised of the following:

Mutual funds:
Bond funds
Equity funds

4. Furniture and Equipment

Furniture and equipment consist of the following:

Office furniture and equipment
Data center equipment
Leasehold improvements

Less accumulated depreciation

0310-0473727

2003 2002

$ 73,607 S 80.469
304,734 (367,124)
(25,000) (31,250)

$353,341 $(317,905)

2003 2002

$ 794,087 S 886,506
2,682,660 2,083.961

$3.476.747  $2.970.467

July 31
2003 2002

$ 629,145 $ 625,727
321,269 312,096
193,139 193.139

1,143,553 1,130,962
1,068,796 1,032,365

$ 74757 § 98,597
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Our Not-for-Profit Services Group

The Not-For-Profit Services Group of American Express Tax and Business Services Inc. (“TBS") provides accounting, tax and consulting services for not-for-
profit organizations throughout the United States. We help not-for-profit organizations achieve their business objectives without losing sight of their mission.

Our 40 years of experience and Specialized Knowledge™ enables us to fulfill the unique requirements of socia service and healthcare agencies, trade
associations, educational institutions, government entities, cultura institutions, foundations, and other non-profit agencies.

We provide a comprehensive range of services, including accounting, tax compliance, financial reporting, government grant compliance, compensation and
benefits planning, executive recruiting, and more. For more information about how our Not-for-Profit Services Group can help your organization, contact one
of the following Managing Directors.

Illinois New York

William O’ Brien, CPA lan J. Benjamin, CPA
(312) 634-4519 (212) 372-1480
Massachusetts Washington, DC
Robert Langley, CPA Daniel Whelan, CPA
(617) 542-8880 (301) 545-6800

Ohio

Timothy Novotny, CPA
(216) 522-1126

American Express Tax and Business Services is a wholly owned subsidiary of American Express, a publicly owned company. American Express employs CPAs but is not a licensed CPA firm.i



Audit Services Are Offered Through The Following
Affiliated Accounting Firms
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lan J. Benjamin, CPA

lan J. Benjamin, CPA

Managing Director

Not-for-Profit Services

American Express Tax and Business
Services Inc.

1185 Avenue of the Americas

New York, NY

10036

(212) 372-1480

ian.j .benjamin@aexp.com

Mr. lan J. Benjamin, CPA, is amanaging director in the Not-
for-Profit Services Group in the New Y ork office of American
Express Tax and Business Services Inc. and a partner of
Goldstein Golub Kessler LLP. Mr. Benjamin has more than
twenty-five years experience serving not-for-profit
organizations.

Mr. Benjamin is Chair of the Professional Ethics Committee of
the New Y ork State Society of CPAs. Heisaso amember of
the FASB working group on combinations of not-for-profit
organizations and of the Not-for-Profit Organizations
Committee of the NYSSCPA. Heisaso amember of the
Technica Standards Subcommittee of the American Institute of
CPASs Professiona Ethics Executive Committee.

Mr. Benjamin is aregular speaker on issues affecting the not-
for-profit community including not-for-profit accounting, GAO
Independence Rules and the impact on recipients of Federal
funds, the impact of Sarbanes-Oxley on not-for-profit
organizations.

A native of the United Kingdom, Mr. Benjamin is a Fellow of
the Ingtitute of Chartered Accountantsin England and Wales,
and earned his Bachelor of Arts degreein law from the
University of Kent at Canterbury, England.

Mr. Benjamin isalicensed certified public accountant in the
states of New Y ork, New Jersey and Connecticut.



