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U. S. SECURITIES AND EXCHANGE COMMISSION

Washington, D. C. 20549
FORM 10-Q
(Mark One)
b QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the Three Months Ended September 30, 2007
OR
0 TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF THE EXCHANGE ACT
Commission File Number: 001-15667
ACCESS PLANS USA, INC.
(Exact name of business issuer as specified in its Charter)
OKLAHOMA 73-1494382
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
4929 WEST ROYAL LANE, SUITE 200 75063
IRVING, TEXAS (Zip Code)

(Address of principal executive offices)
(866) 578-1665
(Issuer s telephone number)

Indicate by check mark whether the Registrant: (1) has filed all reports required to be filed by Section 13 or 15(d)
of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes p No o

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of accelerated filer and large accelerated in Rule 12b-2 of the Exchange Act.

Large Accelerated filer: 0~ Accelerated filer: o Non-accelerated filer: p

Indicate by checkmark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes o No p

As of November 19, 2007 the Registrant had outstanding 20,269,145 shares of Common Stock, $.01 par value.
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PARTI FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS (UNAUDITED)

Our financial statements which are prepared in accordance with Regulation S-X are set forth in this report beginning
on page 26.

ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following discussion is qualified in its entirety by the more detailed information in our 2006 Annual Report on
Form 10-K and the financial statements contained in this report, including the notes thereto, and our other periodic
reports filed with the Securities and Exchange Commission since December 31, 2006 and our Schedule 14A Proxy
Statement filed with the Commission on December 29, 2006 (collectively referred to as the Disclosure Documents ).
Certain forward-looking statements contained in this report and in the Disclosure Documents regarding our business
and prospects are based upon numerous assumptions about future conditions that may ultimately prove to be
inaccurate and actual events and results may materially differ from anticipated results described in the
forward-looking statements. Our ability to achieve these results is subject to the risks and uncertainties discussed in
the Disclosure Documents. Any forward-looking statements contained in this report represent our judgment as of the
date of this report. We disclaim, however, any intent or obligation to update these forward-looking statements. As a
result, the reader is cautioned not to place undue reliance on these forward-looking statements.

We as Access Plans USA, Inc. develop and distribute quality affordable consumer driven healthcare programs for
individuals, families, affinity groups and employer groups across the nation. Our products and programs are designed
to deal with the rising costs of healthcare. They include health insurance plans and non-insurance healthcare discount
programs to help provide solutions for the millions of Americans who can no longer afford or do not have access to
traditional health insurance coverage.

On August 19, 2007 Peter W. Nauert, the Company s Chief Executive Officer and Chairman of the Board, passed
away after a brief illness. Mr. Nauert s management skills, reputation and contacts within the insurance industry were
key elements of our business plans. The ultimate effect and consequences of the loss of Mr. Nauert s services are not
currently determinable. See Item 2. Management s Discussion and Analysis of Financial Condition and Results of
Operations and Item 5. Other Information for further discussion.

The current organization of our business, including our new Insurance Marketing Division, is a result of our
January 30, 2007 merger with Insurance Capital Management USA, Inc. ( ICM ). As a result of this merger, and to
properly reflect our broadened mission of providing access to affordable healthcare for all Americans, we changed our
name from Precis, Inc. to Access Plans USA, Inc. Beginning in 2007, our operations are organized under three
business divisions:

Consumer Plan Division. Our Consumer Plan Division, which operates as The Capella Group, Inc. ( Capella ) and
was previously referred to as the Consumer Healthcare Savings segment, develops and markets non-insurance medical
discount programs and defined benefit plans through multiple distribution channels under a number of brand names.

Insurance Marketing Division. Our Insurance Marketing Division, which operates as Insuraco USA LLC
( Insuraco ), provides web-based technology, specialty products and marketing of individual health insurance products
and related benefit plans, primarily through a broad network of independent agency channels.

Regional Healthcare Division. Our Regional Healthcare Division, which operates as Foresight TPA ( Foresight )
and was previously referred to as the Employer and Group Healthcare Services segment, offers third-party claims
administration, provider network management, and utilization management services for employer groups that utilize
partially self funded strategies to finance their employee benefit programs. Foresight is the assumed name of Access
HealthSource, Inc.

Summary Results of Operations

For the third quarter, we reported revenue of $10,254,000, an increase of $4,955,000 or 93.5%, compared to
$5,299,000 during the comparable quarter in 2006. Third quarter 2007 revenue included $5,536,000 attributable to the
insurance marketing operations acquired in the merger with ICM on January 30, 2007, which more than offset revenue
declines in the company s Consumer Plan and Regional Healthcare divisions.
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As of September 30, 2007, we performed our annual assessment of the carrying value of goodwill. Previously, we
had performed this assessment as of our fiscal year end, December 31. However, we determined that it was preferable
to perform the annual assessment as of September 30, as well as in subsequent years, to allow us to incorporate into
that financial analysis, and give most
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timely effect to, the budgets and forecasts for the coming year that we develop during our fourth quarter budgeting
process. Additionally, performing the assessment of goodwill for impairment as of September 30 will reduce the

burden on us and our professional advisors during following our year-end, when we also prepare our audited financial
statements and evaluate our internal controls over financial reporting pursuant to Sarbanes-Oxley Section 404. As the
result of this assessment of the carrying value of goodwill, we recorded a non-cash charge of $7,977,000 during the
three months ended September 30, 2007, of which $3,377,000 related to impairment of goodwill of our Consumer

Plan Division and $4,600,000 related to impairment of goodwill of our Insurance Marketing Division. These
impairments are discussed in more detail below under Critical Accounting Policies and in the Notes to our Condensed
Consolidated Financial Statements.

Additionally, the results from our third quarter were impacted by charges for stock compensation plans of $52,000
and higher than normal litigation expenses in our Consumer Plan Division and Regional Healthcare Division of
$122,000 and $213,000, respectively, as discussed below.

Our net loss for the third quarter of 2007 was $7,763,000 or $(.38) per fully diluted share, compared to a net loss of
$185,000 or $(.01) per fully diluted share for the comparable quarter in 2006. Excluding the goodwill charge and other
charges noted above, we would have had an operating loss of $143,000, before taxes, for the third quarter of 2007. We
generated $192,000 of cash from operating activities during the third quarter of 2007.

For the first nine months of 2007, we reported revenues of $28,655,000 compared to $17,041,000 for the same
period of 2006, a year-over-year increase of 68.2%. Revenue for the first nine months of 2007 included $14,169,000
attributed to the insurance marketing operations which was included in operations after the acquisition of ICM on
January 30, 2007. We reported a loss from continuing operations of $14,033,000, or $(.76) per fully diluted share,
compared to income from continuing operations in first nine months of 2006 of $519,000 or $.04 per fully diluted
share. Financial results for the first nine months of 2007 were impacted by the second and third quarter goodwill
charges and the other charges and higher than normal litigation expenses. Excluding those charges and expenses, we
would have generated pre-tax operating income of $71,000 in the first nine months of 2007. We have generated
year-to-date cash from operating activities of $1,076,000.

On October 1, 2007, the Company completed its acquisition of Protective Marketing Enterprises, Inc. ( PME ).
Under the terms of the acquisition, PME becomes a wholly owned subsidiary of the Company. PME offers, as a
wholesaler, discount medical service products, provides back office support through its use of various operating
systems, maintains a customer service facility, and develops products from both its proprietary and third party
provider networks.

The consideration for the acquisition, paid in cash, consisted of $1,075,000, plus contingent consideration of up to
$250,000 to be paid if certain membership targets from existing PME business are met. The purchase price is,
however, subject to adjustment based upon the net value of certain of PME s tangible assets at closing (a formula
determined by the terms of the Purchase Agreement and not in accordance with generally accepted accounting
principles that amounted to a reduction in the purchase cost of $52,000). Any adjustment to the purchase price is
expected to be made by December 18, 2007. At closing, the Company also made a cash deposit to PME s parent,
Protective Life Corporation ( PLC ), of $125,000, representing one-half of the contingent consideration. The
membership targets will be assessed at November 30, 2007. The contingent consideration will then be determined
based on that assessment, by either paying up to an additional $125,000 or by PLC returning all or a portion of the
$125,000 deposit. The operations of PME will be assimilated into our Consumer Plan Division.

Critical Accounting Policies

Basis of Presentation. The consolidated financial statements have been prepared in accordance with generally
accepted accounting principles and include the accounts of the Company s wholly-owned subsidiaries, Capella,
Insuraco, and Foresight. All significant inter-company accounts and transactions have been eliminated. Certain
reclassifications have been made to prior period financial statements to conform to the current presentation of the
financial statements.

Use of Estimates. The preparation of financial statements in conformity with generally accepted accounting
principles requires us to make estimates and assumptions that affect the amounts reported in the financial statements
and accompanying notes. Certain significant estimates are required in the evaluation of goodwill and intangible assets
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for impairment. Actual results could differ from those estimates and the differences could be material.

Fair Value of Financial Instruments. The recorded amounts of short-term investments, accounts receivable,
income taxes receivable, notes receivable, accounts payable, accrued liabilities, income taxes payable, capital lease
obligations and debt approximate fair value because of the short-term maturity of these items.

Recently Issued Accounting Standards. In September 2006, the Financial Accounting Standards Board ( FASB )
issued Statement of Financial Accounting Standards ( SFAS ) No. 157, Fair Value Measurements, which provides
enhanced guidance for
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using fair value measurements in financial reporting. While the standard does not expand the use of fair value in any
new circumstance, it has applicability to several current accounting standards that require or permit entities to measure
assets and liabilities at fair value. This standard defines fair value, establishes a framework for measuring fair value in
U.S. Generally Accepted Accounting Principles ( GAAP ) and expands disclosures about fair value measurements.
Application of this standard is required beginning in 2008.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities Including an Amendment of FASB Statement No. 115, which is effective for fiscal years beginning after
November 15, 2007. This statement permits an entity to choose to measure many financial instruments and certain
other items at fair value on specified election dates. This election, which may be applied on an instrument by
instrument basis, is typically irrevocable once elected. Subsequent unrealized gains and losses on items for which the
fair value option has been elected will be reported in earnings.

Management is currently assessing the potential impact, if any, the application of these standards could have on our
financial statements.

Revenue Recognition. Revenue recognition varies based upon source.

Consumer Plan Division Revenues. We recognize Consumer Plan program membership revenues, other than initial
enrollment fees, on each monthly anniversary date. Membership revenues are reduced by the amount of estimated
refunds. For members that are billed directly, the billed amount is collected almost entirely by electronic charge to the
members credit cards, automated clearinghouse or electronic check. The settlement of those charges occurs within a
day or two. Under certain private label arrangements, our private label partners bill their members for the membership
fees and our portion of the membership fees is periodically remitted to us. During the time from the billing of these
private-label membership fees and the remittance to it, we records a receivable from the private label partners and
records an estimated allowance for uncollectible amounts. The allowance of uncollectible receivables is based upon
review of the aging of outstanding balances, the credit worthiness of the private label partner and its history of paying
the agreed amounts owed.

Membership enrollment fees, net of direct costs, are deferred and amortized over the estimated membership period
that averages eight to ten months. Independent marketing representative fees, net of direct costs, are deferred and
amortized over the term of the applicable contract. Judgment is involved in the allocation of costs to determine the
direct costs netted against those deferred revenues, as well as in estimating the membership period over which to
amortize such net revenue. We maintains a statistical analysis of the costs and membership periods as a basis for
adjusting these estimates from time to time.

Insurance Marketing Division Revenues. The revenue of our Insurance Marketing Division is primarily from sales
commissions due from the insurance companies we represent. These sales commissions are generally a percentage of
the commissionable insurance premium and other related amounts charged and collected by the insurance companies.
Commission income and policy fees, other than enrollment fees, and corresponding commission expense payable to
agents, are generally recognized at their gross amount, as earned on a monthly basis, until such time as the underlying
policyholder contract is terminated. Advanced commissions received are recorded as unearned commission revenue.
Initial enrollment fees are deferred and amortized over the estimated lives of the respective policies. The estimated
weighted average life for the policies sold ranges from 18 to 24 months and is based upon our historical policyholder
contract termination experience.

Regional Healthcare Division (Foresight) Revenues. The principal sources of revenues of our Regional Healthcare
Division, Foresight (formerly Access HealthSource, Inc.) include administrative fees for third-party claims
administration, network provider fees for the preferred provider network and utilization and management fees. These
fees are based on monthly or per member per month fee schedules under specified contractual agreements. Revenues
from these services are recognized in the periods in which the services are performed and when collection is
reasonably assured.

Commission Expense Commission expense varies based upon source.

Consumer Plan. Commissions on Consumer Plan Division revenues are accrued in the month in which a member
has enrolled in the program. These commissions are only paid to our independent marketing representatives in the
month following our receipt of the related membership fees have been received by us. In 2007, we began issuing
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advances of commissions on certain Consumer Plan programs to increase sales representative recruitment.

Insurance Marketing. Commission expense is generally recognized as earned on a monthly basis until the
underlying policyholder s contract is terminated. Advances of commissions up to one year are paid to agents in the
Insurance Marketing Division based on certain insurance policy premium commissions. Collection of the
commissions advanced may be accomplished by withholding amounts due to the agents for future commissions on the
policy upon which the advance was made, commissions on other policies sold by the agent or, in certain cases,
commissions due to agents managing the agent to whom advances were made. We periodically assess the collectibility

of the amounts outstanding for commission advances and records an estimated allowance for
5
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uncollectible amounts. This allowance for uncollectible advances is based upon review of the aging of outstanding
balances and estimates of future commissions expected to be due to the agents to whom advances are outstanding and
the agents responsible for their management.

Acquisition Costs. Certain policy acquisition costs, including such as lead expenses are capitalized and amortized
over the estimated lives of the respective policies. The estimated weighted-average life for the policies sold ranges
from 18 to 24 months and is based upon our historical policyholder contract termination experience.

Stock Option Expense and Option-Pricing Model. Recognized compensation expense for stock options granted to
employees includes: (a) compensation cost for all share-based payments previously granted, but not yet vested, based
on the grant date fair value estimated in accordance with the original provisions of SFAS No. 123, Accounting for
Stock-Based Compensation, and (b) compensation cost for all share-based payments currently granted based on the
grant date fair value estimated in accordance with the provisions of SFAS No. 123(R), Share-Based Payment. The
Binomial Lattice option-pricing model is used to estimate the option fair values. The option-pricing model requires a
number of assumptions, of which the most significant are expected stock price volatility, the expected pre-vesting
forfeiture rate and the risk-free interest rate. Expected volatility was calculated based upon actual historical stock price
movements over the most recent period ended September 30, 2007 equal to the expected option term. Expected
pre-vesting forfeitures were estimated based on actual historical pre-vesting forfeitures over the most recent period
ended September 30, 2007 for the expected option term. The risk-free interest rate was based on the interest rate of
zero-coupon United States Treasury securities over the expected option term.

Intangible Asset Valuation. Our intangible assets as of September 30, 2007, consisted of $5,487,000 of goodwill
and other intangible assets of $3,147,000, all primarily attributable to our January 2007 ICM acquisition. Goodwill
represents the excess of acquisition costs over the fair value of net assets acquired. Goodwill is not amortized. The
other intangible assets represent the estimated value, at the date of their acquisition, of policies in force ( Customer
Contracts ) and certain agent relationships ( Agent Relationships ), net of amortization to date of $553,000. The
intangible asset amount initially allocated to Customer Contracts was $1,800,000 and the amount allocated to Agent
Relationships was $1,900,000. These assets are being amortized on a straight-line basis over three years and eight
years, respectively.

As of the end of 2007 third quarter, we performed our annual assessment of the carrying value of goodwill, as
mentioned above. Previously, we had performed this assessment as of the end of our fiscal year (December 31).
However, we determined that it was preferable to perform the annual assessment as of September 30 of this and
subsequent years, to allow us to incorporate into that analysis, and give most timely effect to, the budgets and
forecasts for the coming year that we develop during our fourth quarter budgeting process. Additionally, performing
the assessment of goodwill for impairment as of September 30 of each year will reduce the burden on us and our
professional advisors during the period immediately following our fiscal year-end, when we prepare our audited
year-end financial statements and evaluation of our internal controls over financial reporting pursuant to
Sarbanes-Oxley Section 404.

Income Taxes. Income taxes are provided for the tax effects of transactions reported in the financial statements and
consist of taxes currently due plus deferred taxes related primarily to differences between the basis of assets and
liabilities for financial and income tax reporting. The net deferred tax assets and liabilities represent the future tax
return consequences of those differences, which will either be taxable or deductible when the assets and liabilities are
recovered or settled. During the three months ended September 30, 2007, we evaluated the probability of recognizing
the benefit of deferred tax assets through the reduction of taxes otherwise payable in the future. We determined that a
valuation allowance to fully offset deferred tax assets remained appropriate as of September 30, 2007.

Accounts Receivable. Accounts receivable generally represent commissions and fees due from insurance carriers
and plan sponsors. Accounts receivable are reviewed on a monthly basis to determine if any receivables will be
potentially uncollectible. An allowance is provided for any accounts receivable balance where recovery is considered
to be doubtful. Bad debt is written off as incurred.

Advanced Agent Commissions. Our Insurance Marketing segment advances agent commissions for certain
insurance programs. Repayment of the advanced commissions is typically accomplished by withholding earned
commissions from the agent until such time as the outstanding balance, plus accumulated interest, has been fully
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repaid. Advanced agent commissions are reviewed on a quarterly basis to determine if any advanced agent
commissions will likely be uncollectible. An allowance is provided for any advanced agent commission balance
where recovery is considered doubtful. Any bad debt is written off when determined non-collectible.

Fixed Assets. Property and equipment are carried at cost less accumulated depreciation and amortization.
Depreciation and amortization are provided using the straight-line method over the estimated useful lives of the
related assets for financial reporting purposes and principally on accelerated methods for tax purposes. Leasehold
improvements are depreciated using the straight-line method over their estimated useful lives or the lease term,
whichever is shorter. Ordinary maintenance and repairs are charged to expense as incurred. Expenditures that extend
the physical or economic life of property and equipment are capitalized.

Acquisitions. On January 30, 2007, we completed our merger with ICM. Under the terms of the merger, the
shareholders of ICM received our common stock shares based on the adjusted earnings before income taxes,
depreciation and amortization ( adjusted EBITDA ) of ICM and its subsidiary companies. On January 30, 2007, the
ICM shareholders were issued 4,498,529 common stock shares. Furthermore, on May 31, 2007, the ICM shareholders
were issued an additional 2,257,853 common stock shares as a result of the acquired ICM companies achieving
adjusted EBITDA (earnings before income taxes, depreciation and amortization) of $1,250,000 over the four
consecutive calendar quarters ended on December 31, 2006.

6
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On October 1, 2007, we completed our acquisition of Protective Marketing Enterprises, Inc. ( PME ). Under the
terms of the acquisition, PME became a wholly owned subsidiary of the Company. PME offers, as a wholesaler,
discount medical service products, provides back office support through its use of various operating systems,
maintains a customer service facility, and develops products from both its proprietary and third party provider
networks. The operations of PME will be assimilated into our Consumer Plan Division. See the subsequent events
discussion in Item 5. Other Information section and in Notes to the Condensed Consolidated Financial Statements.

Reclassifications. Certain prior period amounts have been reclassified to conform to the current period s
presentation.

Results of Operations
Consumer Plan Division. The operating results for our Consumer Plan Division were as follows:

For the Three Months Ended For the Nine Months Ended September
September 30, 30,
Dollar Percent Dollar  Percent

Dollars in Thousands 2007 2006 Change Change 2007 2006 Change Change
Revenues $ 3,120 $3457 $ (337) 9.7%) $ 9,445  $11,283  $(1,838) (16.3%)
Operating expenses:
Commissions 810 848 (38) (4.5%) 2,334 2,757 (423) (15.3%)
Cost of operations 1,363 1,361 2 0.1% 3,973 4,214 (241) (5.7%)
Sales and marketing 216 262 (46) (17.6%) 698 1,013 (315) (31.1%)
General and
administrative 549 1,022 (473) (46.3%) 2,796 3,235 (439) (13.6%)
Goodwill Impairment 3,377 3,377 3,377 3,377
Total operating
expenses 6,315 3,493 2,822 80.8% 13,178 11,219 1,959 17.5%

Operating income $@3,195) $ 36) $@3,159) 8,775.0% $ (3,733) $ 64  $(3,797) (5,932.8%)

Percent of revenue:

Revenues 100% 100% 100% 100%
Operating expenses:

Commissions 26.0% 24.5% 24.7% 24.4%
Cost of operations 43.7% 39.4% 42.1% 37.3%
Sales and marketing 6.9% 7.6% 7.4% 9.0%
General and

administrative 17.6% 29.6% 29.6% 28.7%
Goodwill impairment 108.2% 0.0% 35.8% 0.0%
Total operating

expenses 202.4%  101.1% 139.6% 99.4%
Operating income (102.4%) (1.1%) (39.6%) 0.6%
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Service Revenues. Our Consumer Plan Division programs have been under continuing pressure from increasing
competition and regulatory scrutiny, as well as the unwillingness of some healthcare providers to accept our savings
cards based on concerns over assurance of payment. In late 2002, we implemented an escrow account requirement to
address provider concerns over assurance of payment. While this feature had shown limited success in improving
acceptance by providers, it made our programs more complex and difficult to sell. As of December 2006, we
discontinued these Personal Medical Accounts ( PMAs ) and returned the funds that we held in those accounts to our
customers. However, by that point many of our independent marketing representatives had switched to selling other
products and services. In some of the states in which we have a significant number of members, especially Florida,
Texas and California, our healthcare savings products are under scrutiny by state regulators and officials. This
regulatory scrutiny has impaired our ability to market these products in those states and elsewhere, further
contributing to the decline in membership enrollments and increases in terminated memberships. The table below
reflects the decline in our Consumer Plan Division program membership over the preceding eleven fiscal quarters.
The decline is somewhat offset by the addition of the supplementary insurance program (AmeriValue Plan) member
counts, with third quarter revenue of $326,000 and nine months year-to-date revenue of $646,000, as a result of the
acquisition of ICM in January 2007:

2005 2006 2007

1st Qtr 2nd Qtr  3rd Qtr 4th Qtr 1st Qtr 2nd Qtr  3rd Qtr 4th Qtr 1st Qtr 2nd Qtr

51,895 46,514 41,958 37,952 37,281 35,823 34,020 31,826 30,649 28,965

(8.88%) (10.37%) (9.79%) (9.54%) (1.77%) (3.91%) (5.03%) (6.45%) (3.70%) (5.49%)

$ 2570 $ 2624 $ 2616 $ 2403 §$ 2386 $ 2254 $ 2240 § 2232 $ 2451 $ 2374

7

Table of Contents 13

3r

27

(

$ 2



Edgar Filing: Access Plans USA, Inc. - Form 10-Q

Table of Contents

Commencing in the first quarter and continuing through the third quarter of 2007, the Consumer Plan Division
concentrated resources on three functions designed to increase sales later in the year as follows:
new product development and product packaging, in which new features were added to existing products and
new product lines were created, including defined benefit programs that provide limited insured benefits;

identification and targeting of new distribution channels, including tele-sales call centers and a new
independent agent distribution program; and

enhanced systems applications to streamline processing of business to facilitate a wider range of distribution
channels and expand the company s web-based technology capabilities.

These efforts resulted in significantly higher costs that were charged to general and administrative expenses as
discussed below, and have yet to produce significant growth in revenue. Consequently, our expectations for future
revenues and earnings in this segment are lower than previously thought. This has resulted in the impairment charge
for goodwill discussed below.

Commissions. The decrease in commissions from the three months ended September 30, 2006 to the three months
ended September 30, 2007 and for the nine months ended September 30, 2006 to the nine months ended
September 30, 2007 were due to the decreased membership revenue discussed previously, offset by the addition of the
AmeriValue Plan commissions of $119,000 and 224,000 for the three months ended and nine months ended,
respectively. The increase in commissions as a percentage of revenues is primarily due to higher commission rates on
the new call center and independent agent programs.

Cost of Operations. The increase in cost of operations from the three months ended September 30, 2006 to the
three months ended September 30, 2007 was due primarily to reduction in variable costs of $182,000 related to
decreased membership revenues as discussed previously and decrease in customer service costs of $78,000 related to
outsourcing customer service functions that was implemented in December 2006, offset by addition of the
AmeriValue Plan of $190,000 as discussed previously and increase in system enhancement cost for new product
initiatives of $65,000.

The decrease in cost of operations from the nine months ending September 30, 2006 to the nine months ending
September 30, 2007 was due to reduction in variable costs of $618,000 related to decreased membership revenue as
discussed previously and decrease in customer service costs of $299,000 related to outsourcing customer service as
discussed previously, offset by the addition of the AmeriValue Plan of $397,000 as discussed previously and an
increase in short-term system enhancement costs for new applications to support new product initiatives of $259,000.
The increase in cost of operations as a percent of revenue was primarily due the increase in systems costs and the
addition of the AmeriValue Plan.

Sales and Marketing Expenses. The decrease in sales and marketing expenses from the three months ended
September 30, 2006 to the three months ended September 30, 2007 was due primarily to decrease in consulting and
other marketing costs primarily due to third quarter of 2006 initiatives that were discontinued in 2007. The decrease in
sales and marketing expenses from the nine months ended September 30, 2006 to the nine months ended
September 30, 2007 was primarily due to these same higher consulting costs for various sales and marketing activities
during 2006.

General and Administrative Expenses. . The decrease in general and administrative expenses from the three months
ended September 30, 2006 to the three months ended September 30, 2007 was due primarily to decreases in staffing,
occupancy and other related costs of $492,000 as the result of the outsourcing, office relocation and other
management initiatives, offset by an increase in legal costs of $57,000 related to the Zermino lawsuit discussed in
Notes to Condensed Consolidated Financial Statements of this report. The decrease in general and administrative
expenses as a percent of revenue is due to the reasons discussed previously.

The decrease in general and administrative expenses from the nine months ended September 30, 2006 to the nine
months ended September 30, 2007 was primarily due to outsourcing and office relocation and other management
initiatives implemented in the fourth quarter of 2006 of $1,300,000, offset by costs related to new product
development and marketing initiatives that have not generated earnings of $522,000 and legal and legal settlement
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costs of 328,000 that were incurred in the second quarter of 2007. The decrease in general and administrative expenses
as a percent of revenue was due to the reasons discussed previously.

Intangible Asset Valuation. As previously discussed, at the end of the third quarter of 2007 we performed our
annual assessment of the carrying value of goodwill. As the result of this assessment we recorded a non-cash charge of
$3,377,000 related to impairment of goodwill in our Consumer Plan Division reporting unit. This impairment charge
resulted primarily from the failure of certain new product and marketing initiatives to achieve expected results.

8
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Insurance Marketing Division. The operating results for our Insurance Marketing Division were as follows:

For the Three Months Ended September For the Nine Months Ended September

30, 30,
Dollar  Percent Dollar  Percent

Dollars in Thousands 2007 2006 Change Change 2007 2006 Change Change
Revenues $ 5,536 $ $ 5,536 $14,169 $ $ 14,169
Operating expenses:
Commissions 3,975 3,975 10,041 10,041
Cost of operations 130 130 368 368
Sales and marketing 767 767 2,331 2,331
General and
administrative 487 487 1,356 1,356
Goodwill impairment 4,600 4,600 4,600 4,600
Total operating
expenses 9,959 9,959 18,696 18,696
Operating income $ (4,423) $ $ (4,423) $ (4,527) $ $ 4,527)
Percent of revenue:
Revenues 100.0% 100.0%
Operating expenses:
Commissions 71.8% 70.9%
Cost of operations 2.3% 2.6%
Sales and marketing 13.9% 16.5%
General and
administrative 8.8% 9.6%
Goodwill impairment 83.1% 32.5%
Total operating
expenses 179.9% 132.1%
Operating income (79.9%) (32.1%)

Operating results for the Insurance Marketing Division are included only from February 2007 forward, after the
completion on January 30, 2007 of the acquisition of ICM. However, ICM s 2006 results prior to acquisition are
discussed below for comparative purposes.

Service Revenues. Revenues for the three months ended September 30, 2007 of $5,536,000, an increase of 29%
over the prior year pre-acquisition third quarter revenue of $4,300,000, resulted primarily due to growth in major
medical insurance sales through the AHCP agency channel. Year-to-date revenues of $14,169,000 are also
approximately 28% higher than the corresponding prior year pre-acquisition period for the same reasons previously
discussed.

Commissions and Cost of Operations. Commissions and cost of operations, as a percentage of revenues
approximate 74% for both the third quarter and year to date.
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General and Administrative Expenses. General and administrative expenses from the nine months ended
September 30, 2007 include an asset impairment charge of $174,000 attributable to an unsuccessful tele-sales
marketing initiative. Without this charge, combined sales, marketing and general and administrative costs would have
aggregated $1,182,000, level with the pro-rated corresponding amount for the nine month period ended September 30,
2007.

Intangible Asset Valuation. As previously discussed, at the end of the third quarter of 2007 we performed our
annual assessment of the carrying value of goodwill. As the result of this assessment of the carrying value of goodwill,
we recorded a non-cash charge of $4,600,000 related to impairment of goodwill in our Insurance Marketing Division
reporting unit. This impairment charge resulted primarily from significant declines in sales of Medicare supplemental
policies.

Operating Income. Operating loss for the three months ended September 30, 2007 of $4,423,000 includes the
impairment charge of $4,600,000 previously discussed. Without the impairment charge, operating income for the third
quarter 2007 would have been $177,000.

9
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Regional Healthcare Division. The operating results for our Regional Healthcare Division were as follows:

For the Three Months Ended For the Nine Months Ended September
September 30, 30,
Dollar Percent Dollar Percent

Dollars in Thousands 2007 2006 Change Change 2007 2006 Change Change
Revenues $ 1,594 $1,827 $ (233) (12.8%) $ 5,011 $5,686 $ (675) (11.9%)
Operating expenses:
Cost of operations 1,130 1,306 (176) (13.5%) 3,376 3,689 (313) (8.5%)
Sales and marketing 119 207 (88) (42.5%) 396 526 (130) (24.7%)
General and
administrative 415 157 258 164.3% 1,099 463 636 137.4%
Goodwill impairment 4,092 4,092
Total operating
expenses 1,664 1,670 ©6) (0.4%) 8,963 4,678 4,285 91.6%
Operating income $ (70) $ 157 $ (227) (144.6%) $(3,952) $1,008  $(4,960) (492.1%)
Percent of revenue:
Revenues 100.0% 100.0% 100.0% 100.0%
Operating expenses:
Cost of operations 70.9% 71.5% 67.4% 64.9%
Sales and marketing 7.5% 11.3% 7.9% 9.3%
General and
administrative 26.0% 8.6% 21.9% 8.1%
Goodwill impairment % % 81.7% %
Total operating
expenses 104.4% 91.4% 178.9% 82.3%
Operating income (4.4%) 8.6% (78.9%) 17.7%

Service Revenues. The primary element of our Regional Healthcare Division is our wholly-owned subsidiary,
Foresight, through which we offer full third-party administration services. Through Foresight, we provide a wide
range of healthcare claims administration services and other cost containment procedures that are frequently required
by state and local governmental entities and other large employers that have chosen to self fund their required
healthcare benefits. Foresight helps us offer a more complete suite of healthcare service products. Also through
Foresight, we provide individuals and employee groups access to preferred provider networks, medical escrow
accounts and full third-party administration capabilities to adjudicate and pay medical claims.

During June and July of 2007, we received notice that our contracts with two of our major customers would not be
renewed. Together, these contracts account for approximately $3,300,000 or 50% of Foresight s total annual revenue.
The loss of revenue from those contracts is expected to adversely impact our results of operations beginning 2008,
when the non-renewed contracts expire. The loss of these contracts along with other events contributed to the
re-evaluation of the carrying value of Foresight s goodwill as discussed below.

Table of Contents 18



Edgar Filing: Access Plans USA, Inc. - Form 10-Q

Regional Healthcare Services revenues from the three months and nine months ended September 30, 2006 to the
three months and nine months ended September 30, 2007 decreased primarily due to the decline in the number of lives
covered in the plans of one of our major customers.

Cost of Operations. The decreases in cost of operations from the three and nine months ended September 30, 2006
to the three and nine months ended September 30, 2007 were due primarily to decreased revenues discussed
previously. The increases in cost of operations as a percent of revenue were because fixed costs did not decline
proportionately with the revenue decline discussed above.

Sales and Marketing Expenses. The decreases in sales and marketing expenses from the three months and nine
months ended September 30, 2006 to the three months and nine months ended September 30, 2007 were primarily due
to decreases in sales and public relations activities. Foresight maintains direct relationships with its large self-funded
clients in the El Paso market and does not utilize advertising or outside sales forces.

General and Administrative Expenses. The increases in general and administrative expenses from the three months
and nine months ended September 30, 2006 to the three months and nine months ended September 30, 2007 are due
primarily to substantially greater legal fees and settlements in 2007 related to the investigation of Foresight as
discussed below in the Notes to Condensed Consolidated Financials Statements.

Goodwill Impairment. During the second quarter, and in July 2007, we announced several adverse events related to
the loss of two major customers and possible loss or non-renewal of another major customer beyond contract
expirations in 2007. Further, we reported on the status of an investigation that we believe involves allegations of
executive officer corruption relating to contract procurement by Foresight and other companies from certain local
governmental entities. Failure to obtain these contract renewals and

10
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other events are expected to result in a substantial decline in revenues. That decline in revenue represents a significant
adverse change in the business climate that will adversely affect the value of Foresight. Accordingly, as of June 30,
2007, we re-evaluated the carrying value of goodwill related to Foresight and determined that an impairment charge
for the recorded amount of $4,092,000 was appropriate.

Corporate and Other. The operating costs for our corporate and other activities were as follows:

For the Three Months Ended For the Nine Months Ended September
September 30, 30,
Dollar  Percent Dollar  Percent

Dollars in Thousands 2007 2006 Change Change 2007 2006 Change Change
Revenues $ 4 $ 15 $ (1) (73.3%) $ 31 $ 72 $ 40D (56.9%)
Operating expenses:
Commissions 3 3 10 10
Cost of Operations 11 11 100.0% 15 15 100.0%
Sales and Marketing 3 3) (100.0%) 30 30) (100.0%)
General and
administrative 537 421 116 27.6% 1,826 1,338 488 36.5%
Goodwill Impairment 100.0% 100.0%
Total operating
expenses 551 424 127 30.0% 1,851 1,368 483 35.3%
Operating loss $ (547) $ (409) $ (138) 33.7%  $(1,820) $(1,296) $ (524) 40.4%

Until December, 2006 we reported the financial results of our wholly-owned subsidiary Care Financial of Texas,
L.L.C. (Care Financial) as a separate segment, Financial Services. Financial Services included two divisions Care
Financial which offered high deductible and scheduled benefit insurance policies and Care 125 which offered life
insurance and annuities, along with Healthcare Savings Accounts (HSAs), Healthcare Reimbursement Arrangements
(HRAs) and medical and dependent care Flexible Spending Accounts (FSAs). Care 125 was discontinued in
December 2006 and Care Financial is now included with Corporate and Other.

Service Revenues and Commissions. Revenues for Care Financial continue to decline as we have de-emphasized
this product line.

General and Administrative Expenses. The increase in general and administrative expenses from the three months
ended September 30, 2006 to the three months ended September 30, 2007 was primarily due to increase in
management personnel costs related to integration of ICM.

The increase in general and administrative expenses from the nine months ended September 30, 2006 to the nine
months ended September 30, 2007 was primarily due to stock options awarded to officers and directors of $260,000
during the first quarter 2007 and the increases in management personnel costs related to integration of ICM.

Income Tax Provision

SFAS 109, Accounting for Income Taxes , requires the separate recognition, measured at currently enacted tax
rates, of deferred tax assets and deferred tax liabilities for the tax effect of temporary differences between the financial
reporting and tax reporting bases of assets and liabilities, and net operating loss carry forward balances for tax
purposes. A valuation allowance must be established for deferred tax assets if it is more likely than not that all or a
portion will not be realized. At September 30, 2007 and December 31, 2006, we had non-current deferred tax assets of
$128,000 and $387,000, respectively, and current deferred tax liabilities of $128,000 and $387,000, respectively. The
non-current deferred tax asset is primarily due to the net operating loss carry-forward that if not utilized will expire at
various dates through 2027. The deferred tax liability is primarily related to prepaid assets deducted for tax purposes
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in the year of payment. At September 30, 2007 and December 31, 2006, we had valuation allowances of $308,000 and
$862,000, respectively, to fully offset net deferred tax assets on these dates.

On July 14, 2006, the FASB issued Interpretation No. 48 (FIN 48), Accounting for Uncertainty in Income Taxes,
an Interpretation of SFAS No. 109, Accounting for Income Taxes. FIN 48 prescribes guidance to address
inconsistencies among entities with the measurement and recognition in accounting for income tax positions for
financial statement purposes. Specifically, FIN 48 addresses the timing of the recognition of income tax benefits. FIN
48 requires the financial statement recognition of an income tax benefit when the company determines that it is
more-likely-than-not that the tax position will be ultimately sustained. We adopted the provisions of FASB
Interpretation No. 48, Accounting for Uncertainty in Income Taxes (FIN 48) on January 1, 2007. We have analyzed
all filing positions in federal and state tax jurisdictions where we are required to file income tax returns. Our major tax
jurisdictions include the federal jurisdiction and the state of Texas. Tax years open to examination include 2003
through 2006 for the federal return. A federal audit for 2004 has been completed with no change to our tax liability.
The Texas franchise tax audits for Capella for the years 2002-2005 have been concluded with no material change to
our tax provision. We have elected to recognize

11
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penalties and interest related to tax liabilities as a component of income tax expense and income taxes payable. As of
September 30, 2007, income taxes payable included $118,000 of accrued interest expense and $26,000 of accrued
penalties related to state tax liabilities. We plan to settle the state tax liabilities and pay any related interest and
penalties during 2007.

Liquidity and Capital Resources

Operating Activities. Net cash provided by operating activities for the three months ended September 30, 2007 was
$192,000 and net cash used for the three months ended September 30, 2006 was $293,000. The increase in net cash
provided by operating activities of $485,000 was due primarily to a federal tax refund of $994,000 received in the
third quarter of 2006 offset by a state franchise tax refund of $372,000 in the third quarter of 2007.

Net cash provided by operating activities for the nine months ended September 30, 2007 and the nine months
ended September 30, 2006 was $1,076,000 and $1,579,000, respectively. The decrease in net cash provided by
operating activities of $503,000 was due primarily to a receipt of a state franchise tax refund of $133,000 in first
quarter of 2006 and the federal and state tax refunds discussed previously.

Investing Activities. Net cash used by investing activities for the three months ended September 30, and for the
three months ended September 30, 2006 was $315,000 and $76,000, respectively. The increase in net cash used in
investing activities of $239,000 was due primarily to the increase in advanced agent commissions in the third quarter
of 2007.

Net cash provided by investing activities for the nine months ended September 30, 2007 was $80,000 and net cash
used for the nine months ended September 30, 2006 was $2,208,000. The increase in net cash from investing activities
of $2,288,000 was due primarily to cash used in the first quarter of 2006 for a business combination (contingent
consideration) related to our acquisition of Foresight of $521,000 and cash provided by the decrease in the
requirement to maintain restricted short-term investments $1,170,000.

Financing Activities. Net cash used in financing activities for the three months ended September 30, 2007 and the
three months ended September 30, 2006 was $227,000 and $54,000, respectively. The increase in cash used in
financing activities was due primarily to payments on debt offset by increases in deferred commissions.

Net cash used in financing activities for the nine months ended September 30, 2007 and the nine months ended
September 30, 2006 was $882,000 and $190,000, respectively. The increase in net cash used in financing activities of
$692,000 was primarily due to reduction of outstanding debt by $591,000.

On September 30, 2007, June 30, 2007 and December 31, 2006 we had working capital of $1,249,000, $1,544,000,
and $3,996,000, respectively. The decrease in working capital from June 30, 2007 of $137,000 was due primarily to
an increase in accrued liabilities related to legal fees and settlement costs in the Consumer Plan and Regional
Healthcare segments as discussed previously. The decrease in working capital from December 31, 2006 to
September 30, 2007 of $2,497,000 is due primarily to the assumption of liabilities related to the January 2007 ICM
acquisition and legal fees previously discussed.

We have obtained line of credit facilities and short-term notes from a commercial banking institution, specialty
lending corporation and a promissory note from related party (Peter Nauert Estate). The commercial bank outstanding
balance at September 30, 2007 of $810,000 comprises credit facilities in which the proceeds are used to fund the
advancing of agent commissions for certain programs.

These debt obligations are collateralized by certain future commissions and fees. Interest is charged at prime plus
1.5%. We are the primary party on the loan agreement but Peter Nauert, our former Chairman, had executed a
personal guarantee. Mr. Nauert passed away on August 19, 2007. As a result, amounts outstanding to the commercial
bank became due immediately.

As part of the ICM acquisition, we also assumed a three-year loan that was obtained in November 2006, from a
specialty lending corporation in the amount of $600,000 of which $503,000 remains outstanding at September 30,
2007. All of the outstanding balance has been classified as short-term debt. The loan bears interest at prime plus 5.0%.
We are the primary party on the loan agreement and Peter Nauert, our former Chairman, had executed a personal
guarantee. As stated above, Mr. Nauert passed away on August 19, 2007. As a result, amounts outstanding to that
lender became due immediately.

Table of Contents 22



Edgar Filing: Access Plans USA, Inc. - Form 10-Q

On September 28, 2007, we entered into a loan arrangement with the Peter W. Nauert Revocable Trust U/A/D
8-71978 (the Nauert Trust ). Under this arrangement, the Nauert Trust lent us $500,000 as evidenced by the Revolving
Promissory Note (the Note ). The Note matures September 28, 2008 and all principal and interest will be due and
payable. The outstanding principal balance of the Note accrues interest at a rate of 0.5% below the Prime Rate charged
by a designated local bank (9.0% at September 30, 2007). Based upon the current interest rate, the Note requires 12
monthly principal and interest payments of $43,321. The proceeds from this loan were used to partly finance the PME

acquisition discussed below.
12

Table of Contents 23



Edgar Filing: Access Plans USA, Inc. - Form 10-Q

Table of Contents

We continue to work with the commercial bank, the specialty lending corporation and Mr. Nauert s estate to
arrange alternative financing arrangements. There is no assurance that we will be able to arrange alternative financing
or that we will have future borrowings available to us from the commercial bank, the specialty lending corporation or
Mr. Nauert s estate on terms satisfactory to us or advantageous to our stockholders. As a result, we may face
substantial difficulty in obtaining sufficient capital to finance our funding of advanced agent commissions.

Except as discussed below, we do not have any capital commitments. We have pledged $1,100,000 of cash and
investment securities to secure our arrangements with banks and clearing agencies for clearing our credit card and
automated clearing house charges, which are the principal means of collecting revenue in our consumer card division.
Additionally, on October 1, 2007 we used $1,075,000 of our cash and cash equivalents to acquire PME. Further, we
may utilize our other capital resources for additional strategic acquisitions should the opportunities present
themselves. We require working capital to advance commissions to our agents prior to our receipt of the underlying
commission from the insurance carrier. Additionally, while we have generated cash from operating activities in the
past, the decline in revenues in certain of our operating divisions or increases in the cost of our corporate activities
may reduce cash provided from operations or lead to the use of cash in operating activities and depletion of our cash
and cash equivalents. While we believe that we currently have access to a sufficient amount of working capital to meet
our needs, our ability to grow the Insurance Marketing Division will depend on our ability to gain access to increasing
amounts of working capital sources. We believe that our existing cash and cash equivalents, and cash provided by
operations, will be sufficient to fund our normal operations and capital commitments for the next 12 months.
However, growth in our Insurance Marketing Division, loss of access to borrowing arrangements or losses incurred in
operations may necessitate additional financing to fund future growth of our operations.

Because our capital requirements cannot be predicted with certainty, there is no assurance that we will not require
any additional financing during the next 12 months, and if required, that any additional financing will be available on
terms satisfactory to us or advantageous to our stockholders.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We do not have any investments in market risk sensitive instruments.

ITEM 4. CONTROLS AND PROCEDURES

Our Interim Chief Executive Officer and our Chief Financial Officer are primarily responsible for establishing and
maintaining disclosure controls and procedures designed to ensure that information required to be disclosed in our
reports filed or submitted under the Securities Exchange Act of 1934, as amended (the Exchange Act ) is recorded,
processed, summarized and reported within the time periods specified in the rules and forms of the U.S. Securities and
Exchange Commission. These controls and procedures are designed to ensure that information required to be
disclosed in our reports filed or submitted under the Exchange Act is accumulated and communicated to our
management, including our principal executive and principal financial officers, or persons performing similar
functions, as appropriate to allow timely decisions regarding required disclosure.

Furthermore, our Interim Chief Executive Officer and our Chief Financial Officer are responsible for the design
and supervision of our internal controls over financial reporting that are then effected by and through our board of
directors, management and other personnel, to provide reasonable assurance regarding the reliability of our financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. These policies and procedures

pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of our assets;

provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that our receipts and expenditures

are being made only in accordance with authorizations of our management and directors, and

provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or
disposition of our assets that could have a material effect on our financial statements.
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In connection with our quarter end close process and the preparation of this report, an evaluation was performed
under the supervision and with the participation of management, including our Interim Chief Executive Officer and
our Chief Financial Officer, of the effectiveness of the design and operation of our disclosure controls and procedures
over financial reporting. Based on that evaluation, the Interim Chief Executive Officer and Chief Financial Officer
have concluded that the Company s disclosure controls and procedures were not effective at September 30, 2007. The
Chief Executive Officer and Chief Financial Officer concluded that our
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disclosure controls and procedures were not effective due to one material weakness in internal control over financial
reporting noted below. Our management reported to our auditors and the audit committee of our board of directors
that, other than the changes being implemented to remediate the material weakness noted below, no other change in
our disclosure controls and procedures and internal control over financial reporting occurred during the third quarter
of 2007 that would materially affect or was reasonably likely to materially affect our disclosure controls and
procedures or internal control over financial reporting. The discovery, in August 2007, of the failures in February
through June to completely and accurately record a portion of our commission expense related to one of our insurance
products, as described below, indicates that the remediation of the previously identified material weakness that we
believed had been accomplished was not completely effective. Efforts to remediate that material weakness are still
underway. Therefore, the Interim Chief Executive Officer and the Chief Financial Officer have concluded that our
disclosure controls and procedures were not effective at September 30, 2007, due the material weakness in internal
control over financial reporting noted below.

Changes to Internal Control over Financial Reporting

During the first quarter of 2007 and the subsequent evaluation of disclosure controls and procedures effective as of
March 31, 2007, management recognized a material weakness related to processes and controls for the recording of
commission revenues and related commission expenses for the Insurance Marketing Division acquired during the
quarter that were not sufficient to provide for the timely recording of revenue transactions. We attempted to remediate
that weakness during the second quarter through the implementation of interim manual control procedures pending the
replacement of our automated processes. However, the discovery during August 2007 of the failure to record a portion
of our commission expense related to one of our products and the related restatement of our financial statements
revealed that those interim manual control procedures were not sufficient to ensure that all commission related
transactions were completely and accurately captured and recorded. That processing failure resulted from a change in
the data gathering process resulting in a failure to record a portion of our commission expense for one of our products
in the newly acquired Insurance Marketing Division beginning in February this year. The data input oversight resulted
from a change in the data gathering process, relied upon for purposes of calculating commissions for the particular
product. The errors were not detected on a timely basis due in part to transitions in responsibility immediately
following our acquisition of the Insurance Marketing Division in January 2007. This resulted in an underpayment and
an underreporting of commission expense.

Since the discovery of the commission underpayment we have taken steps to consolidate the disparate Insurance
Marketing Division commission processing functions into a single unit and to implement additional controls for the
verification of commission calculations. However, as of the date of this report, we have not concluded that the
material weakness in internal control over financial reporting related to such commission expenses has been fully
remediated.

PARTII OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

Except as provided below, there have been no material developments in legal proceedings reported by us in our
Annual Report on Form 10-K and on our Quarterly Reports on Form 10-Q/A for the first and second quarters of 2007.
There were no new material legal proceedings that arose during the quarter ended September 30, 2007.

Kirk, et al v Precis, Inc. and David May. On September 8, 2003, the case styled Robert Kirk, Individually and
D/B/A US Asian Advisors, LLC, et al vs. Precis, Inc. and David May, Defendants was initiated in the District Court
of Tarrant County, Texas, Case No. 236 201 468 03. The plaintiffs alleged that they were not allowed to exercise
certain stock options and warrants in May 2003 due to actions and inactions of Mr. May and that these actions and
inactions constitute fraud, misrepresentation, negligence and legal malpractice. Plaintiffs sought damages equal to the
difference between the exercise price of the stock options or warrants and the market value of our common stock on
May 7, 2002 (presumably the closing sale price of $15.75) or an aggregate sum of $1,592,050, plus exemplary
damages and costs. On July 13, 2005, the court entered a judgment in our favor, ordering that the plaintiffs take
nothing by way of their lawsuit. The order set aside a previous jury verdict in favor of the plaintiffs. The trial court s
judgment was affirmed by the Court of Appeals for the Second Judicial District of Texas and, in July 2007, the Texas
Supreme Court declined to review the case and the plaintiffs did not apply for a writ of certiorari to the Supreme Court
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of the United States. Therefore, by mandate of the Court of Appeals for the Second District of Texas, the matter was
terminated in our favor on September 10, 2007.

We are a party to various other claims and legal proceedings arising out of the normal course of its business.
Although there can be no assurance, in the opinion of management, the ultimate outcome of these other claims and
lawsuits should not have a material adverse effect on our consolidated financial condition, results of operations or
liquidity
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ITEM 1A. RISK FACTORS
Our Risk Factors
The matters discussed below and elsewhere in this report should be considered when evaluating our business
operations and strategies. Additionally, there may be risks and uncertainties that we are not aware of or that we
currently deem immaterial, which may become material factors affecting our operations and business success. Many
of the factors are not within our control. We provide no assurance that one or more of these factors will not:
adversely affect the market price of our common stock,

adversely affect our future operations,

adversely affect our business,

adversely affect our financial condition,

adversely affect our results of operations,

require significant reduction or discontinuance of our operations,
require us to seek a merger partner, or

require us to sell additional stock on terms that are highly dilutive to our shareholders.
THIS REPORT CONTAINS CAUTIONARY STATEMENTS RELATING TO FORWARD LOOKING
INFORMATION.

We have included some forward-looking statements in this section and other places in this report regarding our
expectations. These forward-looking statements involve known and unknown risks, uncertainties and other factors that
may cause our actual results, levels of activity, performance or achievements, or industry results, to be materially
different from any future results, levels of activity, performance or achievements expressed or implied by these
forward-looking statements. Some of these forward-looking statements can be identified by the use of
forward-looking terminology including believes, expects, may, will, should or anticipates or the negative the:
other variations thereon or comparable terminology, or by discussions of strategies that involve risks and
uncertainties. You should read statements that contain these words carefully because they:

discuss our future expectations,

contain projections of our future operating results or of our future financial condition, or

state other forward-looking information.

We believe it is important to discuss our expectations. However, it must be recognized that events may occur in the
future over which we have no control and which we are not accurately able to predict. Any forward-looking
statements contained in this report represent our judgment as of the date of this report. We disclaim, however, any
intent or obligation to update these forward-looking statements. As a result, the reader is cautioned not to place undue
reliance on these forward-looking statements.

DURING THE FIRST NINE MONTHS OF 2007 AND DURING 2006, 2005 AND 2004 WE INCURRED
LOSSES FROM OPERATIONS AND THESE LOSSES MAY CONTINUE.

During the nine months ended September 30, 2007 and the years ended December 31, 2006, 2005 and 2004 we
incurred losses from continuing operations of $13,540,000, $6,814,000, $13,229,000 and $1,657,000, respectively and
net losses of $13,540,000, $7,724,000, $13,371,000 and $1,956,000, respectively. As part of those operating losses
and net losses, we incurred goodwill impairment charges of $12,069,000, $6,866,000 including tax considerations of
$426,000, $12,900,000 and $2,000,000 in 2007, 2006, 2005 and 2004, respectively. In 2007, we recorded goodwill
impairment charges of $4,092,000 for Foresight due to the loss of significant contracts, $3,377,000 for Capella due to
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the failure of certain new product and marketing initiatives to achieve expected results, and $4,600,000 for the
Insurance Marketing Division due to significant declines in sales of Medicare supplemental policies. In 2006, we
recorded goodwill impairment charges of $4,066,000 including tax considerations of $426,000 for Foresight and
$2,800,000 for Capella, respectively. In 2005, we recorded a goodwill impairment charge of $12,900,000 related to
Capella. In 2004, we recorded a goodwill impairment charge of $2,000,000 related to Foresight. The operating loss
before goodwill impairment charges in 2005 was primarily attributable to the continuing costs associated with our
medical savings program. There is no assurance that losses from our medical savings program will not continue or that
our other operations will become or continue to be profitable in 2007 or thereafter.
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WE ARE DEPENDENT UPON THE INSURANCE CARRIERS WHOSE POLICIES WE SELL FOR TIMELY,
COMPLETE AND ACCRUATE COMMISSION INFORMATION AND THE FAILURE OF THOSE
INSURANCE CARRIERS TO PROVIDE TIMELY, COMPLETE AND ACCURATE INFORMATION TO US
COULD HAVE A MATERIAL ADVERSE EFFECT ON OUR ABILITY TO PAY COMMISSIONS AND
PRESENT FINANCIAL RESULTS.

Our processing and recording of commission revenues earned and commission expenses payable to agents are key
determinants of material revenues and expenses reported in our financial statements. Such processing and recording of
commission revenue and expense, together with the accurate and timely disbursement of commission payments to
certain agents, is dependent upon our timely receipt of complete and accurate information about such commissions
from the insurance carriers whose policies we sell. Our failure to receive such commission information in a timely,
complete and accurate fashion could adversely impact our ability to pay commissions in a timely and accurate manor
or to state revenues or expenses in our financial statements in a materially correct manor.

OUR REVENUES IN THE CONSUMER PLAN DIVISION ARE LARGELY DEPENDENT ON THE
INDEPENDENT MARKETING REPRESENTATIVES, WHOSE REDUCED SALES EFFORTS OR
TERMINATION MAY RESULT IN SIGNIFICANT LOSS OF REVENUES.

Our success and growth depend in large part upon our ability to attract, retain and motivate the network of
independent marketing representatives who principally market our Care Entrée medical savings program and the USA
Healthcare Savings products that we are introducing in 2007. Our independent marketing representatives typically
offer and sell the Care Entrée program on a part-time basis, and may engage in other business activities. These
marketing representatives may give higher priority to other products or services, reducing their efforts devoted to
marketing our Care Entrée program. Also, our ability to attract and retain marketing representatives could be
negatively affected by adverse publicity relating to our Care Entrée program and operations.

Under our network marketing system, the marketing representatives downline organizations are headed by a
relatively small number of key representatives who are responsible for a substantial percentage of our total revenues.
The loss of a significant number of marketing representatives, including any key representatives, for any reason, could
adversely affect our revenues and operating results, and could impair our ability to attract new distributors.

A LARGE PART OF OUR CONSUMER PLAN DIVISION REVENUES ARE DEPENDENT ON KEY
RELATIONSHIPS WITH A FEW PRIVATE LABEL RESELLERS AND WE MAY BECOME MORE
DEPENDENT ON SALES BY A FEW PRIVATE LABEL RESELLERS.

Our revenues from sales of our independent marketing representatives have declined and continue to decline. As a
result, we have become more dependent on sales made by private label resellers to whom we sell our discount medical
programs. If sales made by our independent marketing representatives continue to decline or if our efforts to increase
sales through private label resellers succeed, we may become more dependent on sales made by our private label
resellers. Because a large number of these sales may be made by a few resellers, our revenues and operating results
may be adversely affected by the loss of our relationship with any of those private label resellers.

DEVELOPMENT AND MAINTENANCE OF RELATIONSHIPS WITH PREFERRED PROVIDER
ORGANIZATIONS ARE CRITICAL AND THE LOSS OF SUCH RELATIONSHIPS COULD HAVE A
MATERIAL ADVERSE EFFECT ON OUR BUSINESS.

As part of our business operations, we must develop and maintain relationships with preferred provider
organizations within each market area that our services are offered. Development and maintenance of these
relationships with healthcare providers within a preferred provider organization is in part based on professional
relationships and the reputation of our management and marketing personnel. Because many members that receive
healthcare services are self-insured and responsible for payment for healthcare services received, failure to pay or late
payments by members may negatively affect our relationship with the preferred provider organizations. Consequently,
preferred provider organization relationships may be adversely affected by events beyond our control, including
departures of key personnel and alterations in professional relationships and members failures to pay for services
received. The loss of a preferred provider organization within a geographic market area may not be replaced on a
timely basis, if at all, and may have a material adverse effect on our business, financial condition and results of
operations.
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WE CURRENTLY RELY HEAVILY ON ONE KEY PREFERRED PROVIDER ORGANIZATION AND THE
LOSS OF OR A CHANGE IN OUR RELATIONSHIP WITH THIS PROVIDER COULD HAVE A MATERIAL
ADVERSE EFFECT ON OUR BUSINESS.

Private Healthcare Systems ( PHCS ), a division of MultiPlan, Inc., is the preferred provider organization through
which most of our members obtain savings on medical services through our Care Entrée program. The loss of PHCS
as a preferred provider organization or a disruption of our members access to PHCS could affect our ability to retain

our members and could, therefore,
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adversely affect our business. While we currently enjoy a good relationship with PHCS and MultiPlan, there are no
assurances that we will continue to have a good relationship with them in the future, or that MultiPlan, having recently
acquired PHCS, may choose to change its business strategy in a way that adversely affects us by either limiting or
terminating our members access to the PHCS network or by entering into agreements with our competitors to provide
their members access to PHCS.

WE FACE COMPETITION FOR MARKETING REPRESENTATIVES AS WELL AS COMPETITIVE
OFFERINGS OF HEALTHCARE PRODUCTS AND SERVICES.

Within the healthcare savings membership industry competition for members is becoming more intense. We offer
membership programs that provide products and services similar to or directly in competition with products and
services offered by our network-marketing competitors as well as the providers of such products and services through
other channels of distribution. Some of our private label resellers have chosen to sell a product that is competitive to
ours in order to maintain multiple sources for their products. Others may also choose to sell competing products.
Furthermore, marketing representatives have a variety of products that they can choose to market, whether competing
with us in the healthcare market or not.

Our business operations compete in two channels of competition. First, we compete based upon the healthcare
products and services offered. These competitors include companies that offer healthcare products and services
through membership programs much like our programs, as well as insurance companies, preferred provider
organization networks and other organizations that offer benefit programs to their customers. Second, we compete
with all types of network marketing companies throughout the U.S. for new marketing representatives. Many of our
competitors have substantially larger customer bases and greater financial and other resources.

We provide no assurance that our competitors will not provide healthcare benefit programs comparable or superior
to our programs at lower membership prices or adapt more quickly to evolving healthcare industry trends or changing
industry requirements. Increased competition may result in price reductions, reduced gross margins, and loss of
market share, any of which could adversely affect our business, financial condition and results of operations. There is
no assurance that we will be able to compete effectively with current and future competitors.

GOVERNMENT REGULATION AND RELATED PRIVATE PARTY LITIGATION MAY ADVERSELY
AFFECT OUR FINANCIAL POSITION AND LIMIT OUR OPERATIONS.

In recent years, several states have enacted laws and regulations that govern discount medical program
organizations (DMPOs). The laws vary in scope, ranging from registration to a comprehensive licensing process with
oversight over all aspects of the program, including the manner by which discount medical programs are sold, the
price at which they are sold, the relationship of the DMPO licenses or registrations for both subsidiaries in our
Consumer Plan Division. We hold these licenses in every jurisdiction where such a license or registration is held and
where the respective subsidiary conducts business. Because these laws and regulations are relatively new, we do not
know the full extent of how they will affect our busine