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PART I - FINANCIAL INFORMATION
ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

VISION TWENTY-ONE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
Revenues:
DY E= B e F= T £ Y O o 13,
13,
Operating expenses:
Medical Claims &ttt ittt et ettt ettt et ettt eeeeeeeeeeeaeeees 9,
General and administrative ... ..ttt et e e e e e e 5,
Depreciation and amortization .........iii ittt ennneeenns
Special items:
RestruUctuUring Credit s ... it ittt ittt e ettt et e e eieeeeeneenns
Other charges and credits ...ttt ittt et eeee e eeaeenns
Total Operating EXPENSES v v ittt ittt ettt e eeneeeeeeeaneeeeeeenneeens 15,
Income (1loss) from OPEralfionS i ittt ii ittt ittt ettt eaeeeeeeeennaeens (2,
Interest eXPEeNSEe, NMEE i it it it ittt ittt ittt ittt (1,
(@ ol o XS a1 o oo (11
Income (loss) from continuing operations . .....c..iii ittt teeneeeeeennnnns (4,
Discontinued operations:
Income from discontinued operations ... ...ttt ittt tteeeeeeeeannn
Income (loss) on disposal of discontinued operations ...................
Income (loss) before extraordinary items ........ ittt eennnnns (3,
Extraordinary item-costs associated with Opticare Health Systems,
0 o X B (L ol (1,
Extraordinary item - forgiveness of indebtedness ............. i
Net INnCOME (108 S) v ittt ittt ettt ettt et et ettt et ettt te e ee e (4,

Basic and diluted income (loss) per common share:

Income (loss) from continuing operations . .....c..iiiiiitteeneeeeeennenns S
Income from discontinued operations ... ...ttt ittt ttneeeeeeeannn
Income (loss) on disposal of discontinued operations ................

Income (loss) before extraordinary items ........ ittt iieneeeeeennnnns
Extraordinary item-costs associated with OptiCare Health Systemns,

I 0 L (L @

Extraordinary item - forgiveness of indebtedness ............ .

Net income (1lo0ss) per COmMmMON Share ... ...ttt i en ettt eeeeeeeeeeennenns S

THREE MONTHS E
MARCH 31,

492,020

741,255
456,509
688,581

-0-
-0-

394,325)

814,276)
—0-

208,601)

601,382

(7,153)

614,372)

016,263)
_O_
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See accompanying notes to the condensed consolidated financial
statements.

VISION TWENTY-ONE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

DECEMBER 31,

2000
ASSETS
Current assets:
Cash and cash equivalent s ... ..ttt ittt ettt ettt e eeeeeeeeeeanenn S 2,609,973
Accounts receivable due from:
Managed health benefits PayOrs ittt ittt ettt ettt eeee e e eaennn 914,730
7 L 3,700,000
[ o o T At 241,968
Prepaid expenses and other current assets ........uiiiiiittineeeeeeennnnn 306,792
Current assets of discontinued operations ..........iiiiiitiineneeeeennnnn 1,741,693
Total CUTTEeNt ASSEL S ittt ittt it ettt ettt ettt ettt eeeeaeeenennns 9,515,156
Fixed assel S, NMEL i it ittt it ittt ettt ettt e ettt et e eeeeeeeeeeeneeeaeenns 701,253
Excess of purchase price over fair values of net assets
acquired, net of accumulated amortization of $4,959,000
and $5,364,000 at December 31, 2000 and
March 31, 2001 respeChively ittt ii ittt ettt ettt tee e eeaaeeaaaeens 42,027,315
(O] ol o F S = = = 1,175,547
Restricted Cash i ittt it it e et ettt et ettt e ettt et e e e e 1,718,844
Non current assets of discontinued operations ..........ceuiiiientnnnnnen. 513,730
] o= A = $ 55,651,845
LIABILITIES AND STOCKHOLDERS' DEFICIT
Current liabilities:
ACCOUNLS PAVAD e ittt ettt et e e ettt et e e e $ 3,707,711
ACCITUEA EXPEIISES vttt v vt o oe e e e et e eaeeeeeeeeeaeeeeeeeeneeeeeeeeaeeeeeeeens 2,088,658
Medical claims payvable . ...t ittt e e e e et et e e e e e 4,461,219
Accrued COmMPEeNSation v it ittt ittt et ettt et e e e e et et e 881,785
Accrued restructuUring Charge . ...ttt ittt ittt ettt ee et e aeeeeeeeens 324,282
Accrued interest and 1oaAn fEES . i ittt ittt ittt et et et et et e 98,078
AMoUNt dUe L0 ECCA it ittt ittt ittt ettt et et eeeeeeeaeeeeeeneeaeeeneenenn 1,531,873
Current portion of long-term debt . ... ...ttt 64,737,500
Current portion of obligations under capital leases .......ceouiiieeeennnns. 57,131
Current liabilities of discontinued operations ...........ciiiiieeeennnn. 590,216
Total current 1iabilities i ii ittt ittt e e ettt ee e et eeeeeeenns 78,478,453
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Obligations under capital leases, less current portion .................o...
Long-term debt, less current pPOrtion ... ...ttt ittt ittt eeeeeeeeeeannenn
Long-term liabilities of discontinued operations ...........cciiiiiiin..

Total 1iabilities ittt ittt ittt e e ettt et e ettt et e e

Stockholders' deficit:
Preferred stock, $.001 par value; 10,000,000 shares
authorized: no shares 1SsUEd ... ittt ittt ittt ettt ettt eeaaeeaeneens
Common stock, $.001 par value; 50,000,000 shares
authorized; 13,860,176 (2000) and
13,865,464 (2001) shares issued and outstanding ...........c.ccceeee.o...
Additional paid 1In capital ...t i ittt et e e e e e e e e et e e
Notes receilvable . ...t ittt et ettt e e e e e e e e e e e
Accumulated deficit ..t it e e e e e e e e e e e e e e e

Total stockholders' deficit ...ttt ittt ettt eeeee e

Total liabilities and stockholders' deficit ...........cc.0 ...

See accompanying notes to the condensed consolidated financial
statements.

VISION TWENTY-ONE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

104,332
_O_
641,780

79,224,565

13,860
89,030,522
(172, 984)
(112,444,118)

Three Months Ended March 3

2000

OPERATING ACTIVITIES
NEet 1NCOME (LOSS) vt ittt ettt ettt ettt ettt eeeeseeeneeneen $(4,630,635)
Adjustments to reconcile net income (loss) to net cash

provided by (used in) operating activities:

Net gain (loss) from discontinued operations ............. (594,229)
Depreciation and amortization ..........cc.iiiiiiiinnnnnn. 688,581
Extraordinary d1tems . ...ttt ittt et e e 1,016,263
Non-cash compensation expense .......c.c.c.iiieteennnnnneennn 79,098
Other amortization ... ..ttt ittt et e ittt e e ee et 192,135
Changes in operating assets and liabilities:
Accounts receivable, nNet ... ...t e e e e e (271, 986)
Prepaild expenses and other current assets ............... (94,705)
Other assets and restricted cash ...... .. (252,914)
Accounts pavable ...t e e e e e e et e e (1,164,637)
ACCIrUEA EXPEINSES ot v v vttt oeeeeeeseeaneeeeeeenneeeeeeeeanenns 536,945
Accrued compensation . ...ttt e e e e e e e 51,561
Accrued restructuring charge .........iii ittt eeennnn (72,651)
Accrued interest and loan fees ... ..ttt ittt 1,530,197
Medical claims payvable ... ...ttt et et e (403, 964)

2001

2,136,0

(654, 6
444, 7
(532, 5

13,1

209, 7
(156, 2

76, 3
(94,2
(626, 6
(108, 6
(319, 9
196, 8
(437, 6
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Net cash provided by (used) in operating activities ... (3,390,941)

INVESTING ACTIVITIES

Payments for fixed assets, net ..........iiiiiiiiiiiiineennnsn (79,804)
Net proceeds from sale O0f ASC ...ttt ittt ettt eeeeeeeeeeannens -0-
Net cash provided by (used in) investing activities ... (79,804)

FINANCING ACTIVITIES

Proceeds from credit facility ...ttt nnn 1,959,085
Payments on capital lease obligations and long term debt .... (1,520,667)
Net cash provided by (used in) financing activities ... 438,518

DISCONTINUED OPERATIONS

Operating activities ...ttt ittt ettt e (1,242,888)
Investing activities . ...ttt ettt e 4,396,168
Financing activities ...ttt it ettt e (27,872)
Cash provided by discontinued operations .................... 3,125,408
Increase in cash and cash equivalents .........c.c.ciiiiiieennn. 93,181
Cash and cash equivalents at beginning of period ............ 4,807,944
Cash and cash equivalents at end of period .................. $ 4,901,125

See accompanying notes to the condensed consolidated financial
statements

VISION TWENTY-ONE, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

MARCH 31, 2001
1. BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements
have been prepared in accordance with generally accepted accounting principles
for interim financial information and with the instructions to Form 10-Q and
Article 10 of Regulation S-X. Accordingly, they do not include all of the
information and footnotes required by generally accepted accounting principles
for complete financial statements. In the opinion of management, all adjustments
(consisting of normal recurring accruals) considered necessary for a fair
presentation have been included. Operating results for the three-months ended
March 31, 2001 are not necessarily indicative of the results that may be
expected for the year ending December 31, 2001.

The balance sheet at December 31, 2000 has been derived from the
audited financial statements at that date, but does not include all of the
information and footnotes required by generally accepted accounting principles

(149, 5
3,700,0

3,550,4

(3,766, 9

688, 7
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for complete financial statements.

The accompanying condensed consolidated financial statements should be
read in conjunction with the consolidated financial statements and footnotes
thereto included in the Company's annual report on Form 10-K for the year ended
December 31, 2000.

2. RECLASSIFICATION OF FINANCIAL STATEMENTS

As a result of the Company's exit from the physician practice
management business and the ASC/RSC business, the Company has accounted and
reported for these business segments as discontinued operations. Consequently,
prior period financial statements have been restated to reflect discontinued
operations treatment for the results of these business segments.

3. INCOME (LOSS) PER SHARE

The following table sets forth the computation of basic and diluted
income (loss) per share for income (loss) from continuing operations:

THREE MONTHS ENDED

MARCH 31,
2000

Numerator for basic and diluted income (loss)

per share-income (loss) available to common

SEOCKNOLAET S v ittt et e e e e e e e e e e e e e S (4,208,601)
Denominator for basic and diluted income

(loss) per share-weighted average shares .......... 14,879,532
Basic and diluted income (loss) per common share ... S (0.28)

There were no dilutive securities included in the computations of
income (loss) per share in the three-month period ended March 31, 2000 because
the Company incurred a loss from continuing operations. Options and warrants to
purchase shares of common stock were not included in the computation of diluted
income (loss) per share in the three-month period ended March 31, 2001 because
the effect would have been anti-dilutive.

4. SPECIAL ITEMS

During the fourth quarter of 1998, management of the Company committed
to and commenced the implementation of a restructuring plan (the "Restructuring
Plan") that was designed to facilitate the transformation

of the Company into an integrated eye care company. The Restructuring Plan
initiatives, which were composed of a number of specific projects, were expected
to position the Company to take full operational and economic advantage of

2001
$ 948,868
13,860,822
$ 0.07
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recent acquisitions. The Restructuring Plan was to enable the Company to
complete the consolidation and deployment of necessary infrastructure for the
future, optimize and integrate certain assets and exit certain markets. The
Restructuring Plan initiatives resulted in the elimination of over 100 positions
throughout the Company and were completed during 1999.

The accrued restructuring charge of approximately $324,000 at
December 31, 2000 was reduced by approximately $320,000 during the three-month
period ended March 31, 2001. The reduction was related to a reversal of
severance costs as a result of an employee settlement.

The Company settled certain trade payables for approximately $474,000
less than the carrying amount and expensed a note receivable of approximately
$173,000 during the three-month period ended March 31, 2001. The net result of
approximately $301,000 (credit) is included in other charges and credits in the
accompanying statements of operations.

5. DISCONTINUED OPERATIONS

Effective August 31, 1999, the Company completed the sale of Vision
World, Eyecare One Corp., and The Eye DRx (the "Retail Optical Chains") to Eye
Care Centers of America, Inc. ("ECCA"). In connection with this transaction, the
Company received approximately $37,300,000 in cash, of which approximately
$1,250,000 was utilized to fund an escrow arrangement between the parties
relative to terms under the agreement. Based on post-closing adjustments, the
final sales price was approximately $31,800,000, and the Company had recorded a
liability of approximately $4,032,000 to ECCA, net of escrow, with respect to
such post-closing adjustments in 1999. In September 2000, the Company and ECCA
reached a comprehensive resolution of all disputed matters which provided for,
among other things, the reduction in the post-closing adjustment liability from
$4.0 million to $1.5 million. The liability under the post-closing adjustment
will be considered satisfied upon issuance of a three-year 7% convertible note,
convertible into shares of common stock at $ .18 per share. In addition, Vision
Twenty-One had indemnified one of its former managed optometry practices for
certain partnership obligations. A charge of $200,000 was recorded to loss on
disposal of discontinued operations in 1999, with respect to this litigation. In
January 2001, litigation regarding this matter was settled for approximately
$50,000 and the Company was released from such indemnification obligations.

On October 25, 1999, the Company announced its intent to exit the
business of managing optometry and ophthalmology practices. This represented a
crucial step in the Company's strategy of focusing its corporate resources on
expanding its managed care business. The exit of the physician practice
management ("PPM") business, completed in September, 2000, was accomplished
through the sale of the practice assets back to the physicians or affiliates,
the termination of management agreements and the restructuring of certain
refractive surgery center facility access agreements. The terms of each managed
practice divestiture were subject to the prior approval of the banks under the
Company's credit facilities as well as the Company's Board of Directors.

During the third quarter of 2000, the Company announced its intent to
exit the business of owning and managing Refractive and Ambulatory Surgery
Centers. The Company sold substantially all of the assets and liabilities of
five refractive and ambulatory surgery centers to American Surgisite Management
Services Organization, Inc. and R.E.S.C., LLC, for cash consideration of
$3,700,000. The transaction closed in the first quarter of 2001 with an
effective date of December 31, 2000. The Company withdrew as a member of
Suffolk Eye Management Associates, LLC and received cash consideration of
$100,000 for its membership interest. The transaction closed in the second
quarter of 2001 with an effective date of December 8, 2000. During the second
quarter of 2001, the Company also disposed of its partnership interest in
Pasco Surgery Center, LLP for cash consideration of $550,000, and sold
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substantially all of the assets of its refractive surgery center in Phoenix,
Arizona for cash consideration of approximately $103,000. The total income of
the discontinued operations of approximately $655,000 for the three months
ended March 31, 2001, $155,000 in excess of the amount previously estimated at
December 31, 2000.

The assets and liabilities of the discontinued operations primarily
include cash, accounts receivable, fixed assets, accounts payable and accrued
liabilities.

As a result of the changes occurring in the Company's business,
including, but not limited to, the divestiture of large business units, the
shift in operating focus, changes in the Company's managed care business, the
Company's exiting the PPM and ASC/RSC businesses and issues relating to the
Company's accessibility to future working capital, the overall results should
not necessarily be relied upon as being indicative of future operating
performance.

The operating results of these discontinued operations are summarized as
follows:

THREE MONTHS ENDED

MARCH 31,
2000 2001

Revenues $4,387,017 S 0
Operating expenses 3,785,635 0
Income (loss) from discontinued

operations 601,382 0
Income (loss) on disposal (7,153) 654,645
Total income of discontinued operations $ 594,229 $654,645

The operating expenses of the discontinued operations for the three
months ended March 31, 2000 and the operating expenses on the disposal of
discontinued operations for the three months ended March 31, 2001 include an
allocation of amortization expense of intangible assets of approximately
$36,000 and $8,000 respectively.

6. EXTRAORDINARY ITEMS

As a result of the termination of the merger agreement with Opticare
Health Systems, Inc. and OC Acquisition Corp., professional fees incurred in
connection with the proposed merger of approximately $1.0 million for the three
months ended March 31, 2000 were expensed and reported as an extraordinary item.

In March 2001, the Company settled litigation with The Source Buying
Group, Inc. for $30,000. As a result of the settlement with The Source Buying
Group, Inc., the Company recognized an extraordinary gain on forgiveness of
indebtedness of $532,500 during the three month period ended March 31, 2001.
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7. LITIGATION

During the quarter for which this report is filed, there have been no
material developments to previously reported legal proceedings except for the
settlement with The Source Buying Group, Inc. Except as previously reported, the
Company is not a party to any material litigation and is not aware of any
threatened material litigation.

Management of the Company is unable to determine the impact, if any,
that the resolution of the previously disclosed pending lawsuits will have on
the financial position or results of operations of the Company. However, there
can be no assurance that the resolution of the previously disclosed pending
lawsuits will not have a material adverse effect on the Company and further
contribute to its negative financial operations.

The Company is currently attempting to restructure debt with certain of
its creditors. To the extent it is unsuccessful in achieving the same, the
Company could face material litigation which could have a material adverse
effect on the Company.

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

OVERVIEW

Vision Twenty-One, Inc. ("Vision Twenty-One" or the "Company") is a
vision care company that is mainly focused on the provision of administrative
services to managed care entities. The Company manages routine vision and
medical/surgical eye care programs through contracts with managed care
organizations and other third-party payors.

Previously, Vision Twenty-One's local area eye care delivery (LADS)
operating revenue was primarily derived from a wide range of service fees earned
through strategic affiliations with eye care clinics and retail optical
locations and through ownership interests in refractive surgery centers
("RSCs"), ambulatory surgery centers ("ASCs") and retail optical chains. LADS
also included the management of practices of optometry and ophthalmology through
the Physician Practice Management ("PPM") Division. During 2000, the Company
completed divesting itself of the PPM business in order to focus on the managed
care business. The PPM divestiture required multiple transactions involving the
sale of practice assets, typically back to the doctors or their affiliates, and
the termination of Management Agreements. This divestiture program commenced
late in the 4th quarter of 1999 and was completed by September 30, 2000. During
the third quarter of 2000 the Company announced its plans to exit the ASC/RSC
business. During the first and second quarters of 2001, the Company completed
the divestiture of eight refractive and ambulatory surgery centers. See Note 5
to Condensed Consolidated Financial Statements.

In an effort to streamline costs, the Company closed its Largo, Florida
corporate headquarters and most of its operations at the Boca Raton, Florida
managed care service center and relocated and consolidated these functions into
operations in Baltimore, Maryland.

Management Restructuring. As part of the Company's plan of
restructuring, several officers and directors resigned during fiscal year 2000
and the vacancies created by such departures were filled by promoting its MEC
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and Block Vision senior executives. In addition, a seasoned financial executive
was hired as the Company's Chief Financial Officer.

Consolidation of Managed Care Offices. The consolidation of the
Corporate Executive and Managed Care Offices was started in October 2000 and was
substantially completed by year-end 2000. Additional steps to integrate the IS
function from the Boca Raton service center into MEC's Baltimore service center
were completed during the first quarter of 2001. The Vision Twenty-One executive
offices in Largo were leased directly from the landlord to a new tenant and all
equipment was moved or sold. The lease for the Block Vision facility in Boca
Raton was terminated on April 1, 2001, and Block Vision leased smaller space in
the same building for certain of its staff. Equipment not retained at the Boca
Raton location was either moved to the Baltimore location or sold.

Credit Facilities. On November 10, 2000 the Company amended and
restated its credit agreement dated July 1, 1998, as previously amended (the
"Credit Agreement"). The $64.2 million restated and amended credit facility
consists of a $3.0 million revolving loan, $45.8 million term loan and $6.4
million convertible note with maturity dates of October 31, 2003, and a $9.0
million bridge loan which matures on October 31, 2002. Quarterly principal
repayments under the term loan of $0.5 million begin March 31, 2002. The bridge
loan was reduced to $5.3 million in the first quarter of 2001 and is required
to be further reduced by $1.0 million on June 30, 2001, by $0.5 million on
September 30, 2001 and by $0.5 million on December 31, 2001, with a balloon
payment due at maturity. Mandatory principal payments are required from 100% of
the proceeds of any asset sale. In addition, mandatory prepayments are required
from 75% of Annual Excess Funds. Annual Excess Funds are defined as EBITDA, as
determined by Generally Accepted Accounting Principles ("GAAP"), for the
immediately preceding four quarters, less payments made for interest, income
tax, capital expenditures, capital lease payments, required term loan principal
payments, and permanent revolver paydowns. For 2001 only, EBITDA shall exclude
income arising as a result of excess prior period restructuring/transition
accruals and shall be reduced by cash payments on prior period
restructuring/transition accruals. Mandatory loan prepayments will be applied
first to the permanent reduction of the Bridge Loan Commitment and second to the
Term Facility. Any Term Facility prepayments will be applied to the reduction of
the remaining scheduled amortization payments in inverse order of maturity.

On March 31, 2001, the Company entered into a First Amendment to the
Credit Agreement (the "First Amendment"). The First Amendment (i) reduced the
amount due under the bridge facility on March 31, 2001, (ii) revised certain
covenants and financial ratios, (iii) extended the date by which the Company is
required to obtain the approval of its shareholders, (the "Shareholder
Approval") of an increase in the authorized shares of the Company's capital
stock from February 28, 2001 until May 31, 2001, and (iv) waived the Company's
non-compliance with certain financial reporting obligations through May 31,
2001. On March 31, 2001, the Company also entered into a First Amendment to the
Convertible Note Agreement, Warrant Agreement, and Warrants providing for the
extension of the date by which the Company is required to obtain the Shareholder
Approval. The Company has requested a further extension of the date by which the
Shareholder Approval is required. Since the Company will not have obtained the
Shareholder Approval by May 31, 2001, if the lenders do not consent to the
extension, the Company will be in default under the Credit Agreement.

Additional Overview. Managed care revenues are derived principally from
fixed premium payments received by the Company pursuant to its managed care
contracts on a capitated or risk-sharing basis. The Company also receives fees
for the provision of certain administrative services related to its

10



Edgar Filing: VISION TWENTY ONE INC - Form 10-Q

fee-for-service plans. Pursuant to its capitated managed care contracts, the
Company receives a fixed premium payment per-member-month for a predetermined
benefit level of eye care services, as negotiated between the Company and the
payor. Profitability of the Company's capitated managed care contracts is
directly related to the specific terms negotiated, utilization of eye care
services by member patients and the effectiveness of administering the
contracts. Although the terms and conditions of the Company's managed care
contracts vary considerably, they typically have a one-year term with automatic
annual renewals unless either party elects to terminate the contract pursuant to
its terms.

10

RESULTS OF OPERATIONS

The following table sets forth, as a percentage of total revenues,
certain items in the Company's statement of operations for the periods
indicated. As a result of the changes occurring in the Company's business,
including, but not limited to the shift in operating focus, changes in the
Company's managed care business, the Company's exiting the PPM and ASC/RSC
businesses, the Company's settlement of claims with numerous unsecured creditors
and issues relating to the Company's accessibility to future working capital,
the overall results should not necessarily be relied upon as being indicative of
future operating performance.

THREE MONTHS ENDED

MARCH 31,
2000 2001
Revenues:
Managed CArE v vttt i i ittt eeneeeeeeeeeeeeeeeeeannens 100.0% 100.0%
Total FEVENUES i i ittt ittt ettt eeeeeeeeeeannns 100.0 100.0
Operating expenses:
Medical cClaims ...ttt ittt ittt eee e 72.2 66.6
General and administrative ........ ... .. . .. 40.4 19.2
Depreciation and amortization ................ ... 5.1 3.8
Special Items:
Restructuring and other charges (credit) ......... -0- (2.8)
Other charges and credits ..... ..., -0- (2.6)
Total operating EXPenSesS ...t eeeeeeeannnn 117.7 84.2
Income (loss) from operations .........c..oiiiiieennn. (17.7) 15.8
INterest EXPENSE &t ittt ittt et ettt eeeeeee e (13.4) (8.7)
Other InCOmME ..t ittt ittt et ettt et eeeeeeeeeannns 0.0 1.1
Income (loss) from continuing operations .......... (31.1) 8.2
Discontinued operations:
Income (loss) from discontinued operations ... 4.5 0.0
Income (loss) from disposal discontinued
OPEerationNS &ttt e e e e e e e e e (0.1) 5.6



Edgar Filing: VISION TWENTY ONE INC - Form 10-Q
Income (loss) before extraordinary item ........... (26.7) 13.8

Extraordinary items-costs associated with

Opticare Health Systems, Inc. .............. (7.5) -0-
Extraordinary Items - forgiveness of

Indebtedness . ...ttt e -0- 4.6

Net Income (1OSS) v it ittt ittt et ettt ettt e teteeenennn (34.2)% 18.4

Medical claims ratio .... ..ttt it e 72.2% 66.6

THREE-MONTH PERIOD ENDED MARCH 31, 2001 COMPARED TO THREE-MONTH PERIOD ENDED
MARCH 31, 2000

Revenues.

Revenues decreased 14.1% from $13.5 million for the three months ended
March 31, 2000 to 11.6 million for the three months ended March 31, 2001. This
decrease was primarily due to the termination of several non-profitable
contracts in 2000.

Medical claims expense decreased 20.8% from $9.7 million for the three
months ended March 31, 2000 to $7.7 million for the three months ended March 31,
2001. The Company's medical claims ratio decreased from 72.2% for the three

11

months ended March 31, 2000 to 66.6% for the three months ended March 31, 2001.
Medical claims expense consists of payments by the Company to its affiliated
providers for vision care. This improvement in claims expense was partially due
to the termination of certain unprofitable contacts and price increases in
others.

General and Administrative.

General and administrative expenses decreased 59.3% from $ 5.4 million
for the three months ended March 31, 2000 to $2.2 million for the three months
ended March 31, 2001. General and administrative expenses consist mainly of
salaries, wages and benefits related to management and administrative staff
located at the Company's corporate headquarters and its managed care service
centers as well as professional fees, advertising, building and occupancy costs,
operating lease expenses and other costs related to the maintenance of a
headquarters operation. Expenses as a percentage of revenue also decreased
dramatically from 40.4% for the three months ended March 31, 2000 to 19.2% for
the three months ended March 31, 2001. Management has been aggressively reducing
staff and related overhead expenses in an effort to bring overall general and
administrative expenses in line with the current run rate of the continuing
business, including the consolidation of the managed care and corporate
operations.

Depreciation and Amortization.
Depreciation and amortization expense decreased from $.7 million for
the three months ended March 31, 2000 to $.4 million for the three months ended

March 31, 2001. As a percentage of revenues, depreciation and amortization
expense decreased from 5.1% for the three months ended March 31, 2000 to 3.8%
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for the three months ended March 31, 2001 due to the consolidation of offices.
Interest Expense.

Interest expense decreased 44.5% from $1.8 million for the three months
ended March 31, 2000 to $1.0 million for the three months ended March 31, 2001.
Average borrowings were approximately $4 million higher in the first quarter of
2000 versus the same period in 2001. The remainder of the lower expense was due
to reduced interest rates.

Discontinued Operations.

During the first quarter of 2001, the Company sold five refractive and
ambulatory surgery centers for cash consideration of $3.7 million. During the
second quarter of 2001, the Company received cash consideration of approximately
$750,000 for the sale of its interests in three additional refractive and
ambulatory surgery centers.

Extraordinary Items.

The extraordinary gain of approximately $0.5 million represents
forgiveness of indebtedness as a result of a settlement agreement with The
Source Buying Group.

LIQUIDITY AND CAPITAL RESOURCES

The Company has historically funded its working capital and
capital expenditure requirements primarily through institutional borrowings and
private debt and equity financing. Net cash provided by