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STATEMENT OF FORWARD LOOKING STATEMENTS

This Annual Report on Form 10-K contains certain "forward-looking"
statements (as such term is defined in the Private Securities Litigation Reform
Act of 1995) and information relating to Coram Healthcare Corporation ("CHC")
and its subsidiaries (collectively "Coram" or the "company") that are based on
the beliefs of the management of Coram, as well as, assumptions made by and
information currently available to the management of Coram. Coram's actual
results may vary materially from the forward-looking statements made in this
report due to important factors, including, but not limited to: the
uncertainties related to the ongoing bankruptcy proceedings of Coram Healthcare
Corporation and Coram, Inc., including actions taken by the appointed Chapter 11
trustee (Arlin M. Adams, Esquire) and parties who may be adverse to the
bankruptcy estates; Coram's ability to maintain continued compliance with the
provisions of the Omnibus Budget Reconciliation Act of 1993 (commonly referred
to as "Stark II"); Coram's lack of profitability; uncertainties associated with
the outcomes of certain pending legal proceedings; the company's significant
level of outstanding indebtedness; the company's need to obtain additional
financing or equity; the company's ability to obtain necessary financing to fund
a pending settlement with the Internal Revenue Service; uncertainties associated
with the dilution that would occur if the company's existing debt holders
exercise their equity conversion rights; the company's limited liquidity; the
company's ability to successfully implement significant additions to or
modifications of its company-wide information systems; the company's need for
financing related to additions to, and upgrades of, current information
technology systems; the company's dependence upon the prices paid by third-party
payvers for the company's services; adverse changes in the average wholesale
prices paid for drugs Coram provides to its patients; uncertainties associated
with the changes in state and federal regulations and the impact on healthcare
services businesses, as well as, enhanced regulatory oversight of the healthcare
industry; and certain other factors, all of which are described in greater
detail in this report in Item 7. under the caption "Risk Factors." When used in
this report, the words "estimate," "project," "believe," "anticipate," "intend,"
"expect" and similar expressions are intended to identify forward-looking
statements. Such statements reflect the current views of management with respect
to future events based on currently available information and are subject to
risks and uncertainties that could cause actual results to differ materially
from those contemplated in such forward-looking statements. For a discussion of
such risks, see Item 7. "Management's Discussion and Analysis of Financial
Condition and Results of Operations: Risk Factors." Readers are cautioned not to
place undue reliance on these forward-looking statements, which speak only as of
the date hereof. Management does not undertake any obligation to publicly
release any revisions to these forward-looking statements to reflect events or
circumstances after the date hereof or to reflect the occurrence of
unanticipated events.

PART T
ITEM 1. BUSINESS
GENERAL OVERVIEW
Lines of Business. During 2001, Coram was engaged primarily in the business
of furnishing alternate site (outside the hospital) infusion therapy and related

services, including non-intravenous home health products such as durable medical
equipment and respiratory therapy services. Other services offered by Coram
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included centralized management, administration and clinical support for
clinical research trials.

In December 1999, Coram announced that it was repositioning its business to
focus on its core alternate site infusion therapy business and the clinical
research business operated by its wholly-owned subsidiary, CTI Network, Inc.
Accordingly, Coram's primary business strategy is to focus its efforts on the
delivery of its core infusion therapies, such as nutrition, anti-infective
therapies, intravenous immunoglobulin ("IVIG"), therapy for persons receiving
transplants, pain management and coagulant and blood clotting therapies for
persons with hemophilia. Coram has also implemented programs focused on the
reduction and control of the costs of providing services and operating expenses,
assessment of under-performing branches and review of branch efficiencies.
Accordingly, several branches have been closed or scaled back to serve as
satellites for other branches and personnel have been eliminated (see Note 6 to
the company's Consolidated Financial Statements). Additionally, the company's
pharmacy benefit management and specialty mail-order pharmacy services
businesses were sold during the year ended December 31, 2000 (see Note 5 to the
company's Consolidated Financial Statements). Most of the company's alternate
site infusion therapy net revenue is derived from third-party payers such as
private indemnity insurers, managed care organizations and governmental payers.
Management's objective is to continue to provide services that consistently
achieve desired clinical outcomes and maintain Coram's consistent high level of
patient satisfaction while focusing on disciplined enhancements to the service
model. By establishing best demonstrated practice benchmarks for nursing,
pharmacy and clinical operations personnel, cost reductions have been achieved
while simultaneously improving the quality and consistency of care. Furthermore,
management throughout Coram is continuing to concentrate on reimbursement for
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services rendered by enhancing billing procedures, documentation and cash
collections methods, assessing systems support for reimbursement personnel and
concentrating Coram's expertise and managerial resources into fewer
reimbursement locations.

Prior to August 1, 2000, the company delivered pharmacy benefit management
and specialty mail-order pharmacy services through its Coram Prescription
Services ("CPS") business, which provided services and mail-order prescription
drugs for chronically ill patients from one primary mail order facility, four
satellite mail order facilities and one retail pharmacy. CPS's pharmacy benefit
management services were delivered through a network of retail pharmacies, which
provided on-line claims administration, formulary management and certain drug
utilization review services. CPS's specialty mail-order pharmacy services were
delivered through its six facilities, which provided distribution, compliance
monitoring, patient education and clinical support to a wide variety of
patients. In connection with Coram's repositioned business focus, on July 31,
2000 the company completed the sale of CPS to Curascript Pharmacy Services, Inc.
and Curascript PBM Services, Inc., which were newly formed affiliates of GTCR
Golder Rauner, L.L.C. and are led by certain members of the former CPS
management team. See Note 5 to the company's Consolidated Financial Statements.

Prior to January 1, 2000, the company provided ancillary network management
services through its wholly-owned subsidiaries, Coram Resource Network, Inc. and
Coram Independent Practice Association, Inc. (collectively the "Resource Network
Subsidiaries" or "R-Net"), which managed networks of home healthcare providers
on behalf of HMOs, PPOs, at-risk physician groups and other managed care
organizations. R-Net served its customers through two primary call centers and
three satellite offices. In April 1998, the company entered into a five-year
capitated agreement with Aetna U.S. Healthcare, Inc. ("Aetna") (the "Master
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Agreement") for the management and provision of certain home health services,
including home infusion, respiratory therapy, durable medical equipment, hospice
care and home nursing support for several of Aetna's disease management
programs. Effective July 1, 1998, the company began receiving capitated payments
on a monthly basis for members covered under the Master Agreement. The company
also assumed financial risks for certain home health services and began
providing management services for a network of home health providers through
R-Net. The agreements that R-Net had for the provision of ancillary network
management services have been terminated and R-Net is no longer providing any
ancillary network management services. Coram and Aetna were previously involved
in litigation over the Master Agreement; however, the litigation was amicably
resolved and the case was dismissed on April 20, 2000. The Resource Network
Subsidiaries filed voluntary bankruptcy petitions on November 12, 1999 with the
United States Bankruptcy Court for the District of Delaware (the "Bankruptcy
Court") under Chapter 11 of the United States Bankruptcy Code (the "Bankruptcy
Code") . The Resource Network Subsidiaries are being liquidated pursuant to such
proceedings. See Note 4 and 13 to the company's Consolidated Financial
Statements.

While management believes the implementation of its overall business
strategy has improved operating performance throughout the company, no
assurances can be given as to its ultimate success. See Item 7. "Management's
Discussion and Analysis of Financial Condition and Results of Operations."

COMPANY HISTORY:

Coram was formed on July 8, 1994 as a result of a merger by and among T2
Medical, Inc., Curaflex Health Services, Inc., Medisys, Inc., and
HealthInfusion, Inc., each of which was a publicly-held national or regional
provider of home infusion therapy and related services. The merger was accounted
for as a pooling of interests.

Coram made a number of acquisitions since operations commenced, the most
significant of which was the acquisition of certain assets of the home infusion
business of Caremark, Inc., a wholly-owned subsidiary of Caremark International,
Inc., effective April 1, 1995. In addition, Coram acquired H.M.S.S., Inc., a
leading regional provider of home infusion therapies based in Houston, Texas,
effective September 12, 1994. As a result of these acquisitions, Coram became a
leading provider of alternate site infusion therapy services in the United
States.

CHC and its first tier wholly-owned subsidiary, Coram, Inc. ("CI")
(collectively the "Debtors"), filed voluntary petitions under Chapter 11 of the
Bankruptcy Code on August 8, 2000. Commencing on such date, the Debtors began
operating as debtors-in-possession subject to the jurisdiction of the Bankruptcy
Court. None of the company's other subsidiaries is a debtor in the proceeding.
After the Bankruptcy Court's denial of the Debtors' Second Joint Plan of
reorganization in December 2001, the Bankruptcy Court appointed a Chapter 11
trustee to oversee the Debtors during their reorganization process on March 7,
2002. With the appointment of a Chapter 11 trustee, the Debtors are no longer
debtors—-in-possession under the Bankruptcy Code. See Note 3 to the company's
Consolidated Financial Statements and Item 7. "Management's Discussion and
Analysis of Financial Condition and Results of Operations: Risk Factors."

DELIVERY OF ALTERNATE SITE INFUSION SERVICES

General. Coram delivers its alternate site infusion therapy services through
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77 branch offices located in 40 states and Ontario, Canada. Additionally, Coram
delivers alternate site infusion therapy services through joint venture and
partnership agreements at several other geographic locations. Infusion therapy
involves the parenteral administration of nutrition, anti-infective therapy,
intravenous immunoglobulin ("IVIG") blood factor therapies, pain management,
chemotherapy and other therapies, as well as, the provision of enteral
nutrition.

Infusion patients are primarily referred to Coram following the diagnosis of
a specific disease or upon discharge from a hospital. The treating physician
generally will determine whether the patient is a candidate for home infusion
treatment. Typically, a hospital discharge planner, the patient's physician or a
managed care payer will recommend or determine the infusion company to which a
patient is referred even though the patient ultimately has the freedom to choose
his or her own service provider. Because drugs administered intravenously tend
to be more potent and complex than oral drugs, the delivery of intravenous drugs
requires patient training, specialized equipment and clinical monitoring by
skilled nurses and pharmacists. Many therapies require either a gravity-based
flow control device or an electro-mechanical pump to administer the drugs. Some
therapies are administered continuously; however, most are given for prescribed
intermittent periods of time. Coram nurses and pharmacists work with the
patient's physician to monitor and assess the patient's condition and update the
therapy as necessary. The duration of the patient's treatment may last from a
few days to as long as the patient's life.

Branch Facilities. The delivery of infusion services is coordinated through
local or regional infusion branches. A typical full service branch provides the
following functions:

(1) patient intake and admission;

(ii) sterile product preparation by pharmacists and pharmacy technicians;

(1ii) clinical pharmacy services;

(iv) clinical nursing services;

(v) collaborative clinical monitoring and disease management;

(vi) materials management, including drug and supply inventory and
delivery;

(vii) assistance to specialized reimbursement personnel regarding billing,

collections and benefit verification;

(viii) marketing to local referral sources, including doctors, hospitals and
payers; and

(ix) general management.

A typical full service branch has a fully equipped infusion pharmacy,
offices for clinical and administrative personnel and a storage warehouse. It
also employs a branch manager, licensed pharmacists, pharmacy technicians,
registered nurses, dietitians, and sales and administrative personnel. Such a
branch also serves the market area in which it is located, generally within a
two-hour driving radius of the patients served, as well as, outlying locations
where it can arrange appropriate nursing services. Smaller satellite locations
contain limited supplies and pharmacy operations and are used as support centers
to respond to patient needs in specific geographical areas. Coram's full service
branches and satellite locations are leased and range from 185 to 32,000 square
feet of space, primarily in suburban office parks, often in close proximity to
major medical facilities.
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In-Home Patient Care. Before accepting a patient for home infusion
treatment, the staff at the local branch works closely with the patient's
physician or clinician and hospital personnel in order to assess the patient's
suitability for home care. This process includes, among other things, assessment
of the patient's physical and emotional status, as well as, assessment of
certain social factors such as the safety and cleanliness of the home
environment and the availability of family members or others to assist in the
administration of the patient's therapy, if necessary. Patient review also
includes a verification of the patient's eligibility based upon established
admission criteria and the patient's benefits package available from his or her
insurance carrier, managed care provider or governmental payer.

When a patient's suitability for home care has been confirmed, the patient
and/or their designated carepartner receive training and education concerning
the therapy to be administered, including the proper infusion technique and the
care and use of intravenous devices and other equipment used in connection with
the therapy. The patient and the patient's carepartner are also trained to
monitor the patient's response to the therapy in order to identify changes of
which the healthcare team should be notified. Nurses employed or overseen by
Coram generally perform the initial patient assessment and training.

Prior to the patient receiving treatment services from Coram, the treating
physician develops the patient's plan of treatment and communicates it to the
local branch's clinical support team, including its nurses and pharmacists. The
team develops a plan of care and works with the treating physician and the payer
case manager, if applicable, to provide care and to monitor the patient's
progress and response to treatment. The Coram pharmacist speaks with the patient
or carepartner prior to dispensing the prescribed therapy and performs a
prospective review of the patient's condition, medical history and use of other
physician-prescribed medications. Throughout the patient's therapy, the local
branch's clinical support team will regularly provide the treating physician and
the payer case manager with reports on the patient's condition, creating an
information flow that allows the treating physician to actively manage the
patient's care. The treating physician always directs the patient's care,
including changing the plan of treatment in accordance with the patient's needs
and responses.

Upon the patient's arrival home, a nurse performs an initial patient
assessment, which includes a comprehensive physical examination and
environmental assessment. Typically, the administration of the patient's first
home infusion treatment is overseen during that visit. Thereafter, the frequency
of nursing visits depends upon the particular therapy the patient is receiving,
as well as, the level of independence the patient or carepartner has achieved
with regard to the administration and monitoring of the prescribed therapy.
During these subsequent visits, the nurse performs an assessment of the
patient's intravenous lines and related equipment, obtains blood samples,
changes the pump settings and/or drug administration, assesses the patient's
condition and compliance with the plan of care and provides ongoing teaching and
support. The patient's supplies and drugs are typically delivered on a weekly
basis depending on the therapy and the type of drugs being administered. The
treating physician and the payer case manager remain actively involved in the
patient's treatment by monitoring the success of the plan of treatment and
revising it as necessary.

ALTERNATE SITE INFUSION THERAPY: PRODUCTS AND SERVICES
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General. Coram provides a variety of infusion therapies, principally
nutrition, anti-infective therapies and IVIG, as well as, coagulant and blood
clotting therapies for patients with hemophilia. A physician, based upon a
patient's diagnosis, treatment plan and response to therapy, determines the
initiation and duration of these therapies. Certain therapies, such as
anti-infective therapy, are generally used in the treatment of temporary
infectious conditions, while others, such as nutrition or coagulants, may be
required on a long-term or permanent basis. The patient, the designated
carepartner or an employee of Coram administers infusion therapies at the
patient's home. In some patient groups, such as immuno-suppressed patients
(e.g., AIDS/HIV, cancer, transplant patients, etc.), blood coagulant therapies
or anti-infective therapies may be provided periodically over the duration of
the primary disease or for the remainder of the patient's life, generally as
episodic care.

Nutrition Therapy. Total parenteral nutrition therapy ("TPN") involves the
intravenous feeding of life-sustaining nutrients to patients with impaired or
altered digestive tracts due to inflammatory bowel disease, short bowel syndrome
or other gastrointestinal illnesses. The therapy is generally administered
through a central catheter surgically implanted into a major blood vessel to
introduce the nutrient solution into the bloodstream. The nutrient solution may
contain amino acids, dextrose, fatty acids, electrolytes, trace minerals or
vitamins. In many cases, the underlying illness or condition from which
parenteral nutrition patients suffer is recurrent in nature requiring periodic
re-hospitalization for treatment followed by resumption of parenteral nutrition
at home. Some patients must remain on TPN for life and other patients may
require short-term TPN therapy to augment nutritional status, such as patients
with a diagnosis of cancer, hyperemesis, HIV, eating disorders, and other
diseases and treatments.

Enteral nutrition therapy is administered through a feeding tube into the
gastrointestinal tract to patients who cannot eat as a result of an obstruction
to the upper gastrointestinal tract or other medical conditions. Enteral
nutrition therapy is often administered over a long period, often for six months
or longer.

Anti-Infective Therapy. Anti-infective therapy is the infusion of
antibacterial, anti-viral or anti-fungal medications into the patient's
bloodstream for the treatment of a variety of infectious episodes, such as
osteomyelitis (bone infections), bacterial endocarditis (infection of the heart
valves), wound infections, infections associated with AIDS, cancer, post-kidney
transplant treatment protocols and infections of the kidneys and urinary tract.
Intravenous anti-infective drugs are delivered through a peripheral catheter
inserted in a vein in the patient's arm or via a centrally placed catheter.
Anti-infective drugs are often more effective when infused directly into the
bloodstream rather than taken orally.

Intravenous Immunoglobulin. IVIG therapy involves the administration of
blood derivative products (gammaglobulins), which are administered to patients
with immune deficiency or altered immune status. IVIG therapy is most commonly
administered to patients with primary immune deficiencies or autoimmune
disorders. Patients receiving IVIG therapy for primary immune deficiencies
usually receive the therapy for life. Depending on the severity of their
condition, patients receiving IVIG therapy for autoimmune disorders are treated
intermittently over a period of months. IVIG products are delivered through a
peripheral catheter inserted in a vein in the patient's arm or via a centrally
placed catheter over one to five days, depending on the type of disorder being
treated.
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Pain Management. Pain management services encompass the treatment of pain
and the management of related symptoms, resulting from either malignant or
non-malignant diseases. Unrelieved pain and related symptoms are major
contributors to emergency room visitations, as well as readmissions and extended
stays in hospitals. Pain management drugs are typically delivered by
intravenous, subcutaneous or intraspinal (e.g., epidural) therapy, often in
connection with the delivery of other core therapies.

Coagulant and Blood Clotting Therapies. Coagulation or factor replacement
therapy is the intermittent administration of a blood clotting factor. Blood
clotting factors are generally administered to persons with hemophilia or
related genetic disorders which affect the blood's ability to clot. In these
disorders, one or more of the normal blood clotting factors is not produced in
sufficient amounts by the body. The absence of these clotting factors makes it
difficult or impossible for a patient to stop bleeding. Severe hemophiliacs can
suffer from spontaneous bleeding episodes without trauma. Repeated bleeding
episodes can cause permanent loss of mobility in the Jjoints putting the patient
at further risk medically and impacting their ability to live a normal life.
Factor replacement products are administered via a centrally inserted or
peripherally inserted intravenous catheter over a short period of time
(approximately 10 minutes). Factor is infused when bleeding episodes occur or on
a routine preventative basis (prophylaxis). Most patients (even children) and/or
their carepartners learn to start their own intravenous catheter and administer
their blood clotting factor. Persons with hemophilia and others who have
inherited clotting disorders will require these products throughout their lives.

The ability to acquire factor product under normal conditions is volatile,
but currently the international demand for certain factor products far exceeds
the supply. Availability of factor product from manufacturers is inconsistent,
thereby requiring the company to purchase through the blood broker market where
pricing may not be favorable and product availability can change significantly
from day to day. During such times of shortages, prices increase dramatically
with limited availability to pass these additional costs on to patients. Due to
the nature of factor manufacturing processes, intermittent product shortages may
be experienced from time to time, which may make it difficult for Coram to meet
the needs of its patients and may have an adverse impact on Coram's future
results of operations. These shortages could be due to insufficient donor pools,
failed production lots, contamination, etc. Moreover, a single patient's
requirements may, at any given time, expend what would otherwise be adequate
inventory for multiple patients. During March 2001, the company began
experiencing difficulties obtaining recombinant factor VIII (rVIII) due to a
nationwide shortage of this product which was precipitated by Federal Drug
Administration requirements exceeding the expectations of manufacturing. Coram
currently has a supply of this factor product in inventory to meet immediate
patient demands; however, management is proactively taking steps to secure
inventory of this product at levels sufficient to meet anticipated future
demands. Under normal circumstances, limited allocations of products from
manufacturers greatly impact the company's ability to expand its customer base,
but management believes this current factor shortage is likely to impair the
company's ability to grow this segment of its business.

Transplant Services. Coram developed a specific program and is providing
therapies and services to pre-—and post bone marrow, blood cell and organ
transplant patients. This clinically focused care management program includes,
among other things, proprietary patient and environmental assessment and
monitoring protocols, patient education tools and clinical training programs.
The most common therapy for transplant patients is anti-infective therapy,
including antibiotics, anti-viral and anti-fungal agents, most often prescribed
intravenously to prevent or treat an infection due to the patient's
immuno-compromised status. Other prescribed therapies include TPN, IVIG,
biologic response modifiers, immunosuppressive therapies and blood products.



Edgar Filing: CORAM HEALTHCARE CORP - Form 10-K

Durable Medical Equipment and Respiratory Therapy Equipment. Certain Coram
branches provide durable medical and respiratory therapy equipment to patients
for use at home. Durable medical and respiratory equipment include, but are not
limited to, hospital beds, wheelchairs, walkers, oxygen systems, home
ventilators, sleep apnea equipment and nebulizers. Coram's integrated service
approach allows patients to access infusion therapy or other therapy services
and the necessary medical equipment through a single source.

Other Therapies. Coram provides other technologically advanced therapies
such as antineoplastic chemotherapy, intravenous inotropic therapy for patients
with congestive heart failure or for those who are awaiting cardiac transplants,
intravenous anti-coagulant therapy for the prevention of blood clots, and
anti-nausea therapy for chemotherapy induced emesis or hyperemesis gravidarum.
Hydration therapy is often administered in conjunction with intravenous
chemotherapy. Other therapies, as described herein, amounted to less than 5% of
the company's infusion therapy net revenue for each of the years ended December
31, 2001, 2000, and 1999.

ALTERNATE SITE INFUSION THERAPY: ORGANIZATION AND OPERATIONS

General. Coram's alternate site infusion therapy business operations are
currently conducted through 77 branches. During the year ended December 31,
2001, the branches were divided into two geographic areas. Each area has a
Senior Vice President of Operations who reports directly to the President, and
an Area Vice President of Sales who reports to the Senior Vice President of
Sales, who reports to the President. Coram's organizational structure was
designed to create greater operating and decision-making efficiencies associated
with managing the company. Management believes that the functional approach to
management facilitates high quality local decision-making, which allows Coram to
attract and retain experienced local managers and be responsive to local market
needs. Management continuously reviews operations, focusing on cost effective
delivery of quality patient care. For example, Coram established a Hemophilia
Services Division and specialty hemophilia distribution centers in Malvern,
Pennsylvania, Albuquerque, New Mexico and Sacramento, California. Each center
utilizes existing Coram branches and resources and concentrates experienced
company clinicians and management on addressing the unique needs of hemophilia
patients and their carepartners.

Operating Systems and Controls. An important factor in Coram's ability to
monitor its operating locations is its management information systems. Besides
routine financial reporting, the company has developed a performance model for
monitoring the field operations of its infusion business. Actual operating
results derived from the management information systems can be compared to the
performance model, enabling management to identify opportunities for increased
efficiency and productivity. Management believes that the use of standardized,
specific performance matrices and the identification and monitoring of best
demonstrated practices facilitate operational improvements.

Coram endeavors to ensure that its local managers have the appropriate
authority and ability to perform effectively by providing training, education,
policies and procedures and standardized systems. Coram has designed various
management incentive plans that reward performance based on revenue growth,
accounts receivable collection, inventory control and contribution of earnings
before interest expense, income taxes, depreciation and amortization ("EBITDA").
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ALTERNATE SITE INFUSION THERAPY: QUALITY ASSURANCE/PERFORMANCE IMPROVEMENT

Coram maintains accreditation for its infusion therapy business that is
consistent with its service standards and enables the company to monitor whether
the objectives of those standards are met. In 1999, Coram began triennial
re-surveys conducted by the Joint Commission on the Accreditation of Health Care
Organizations ("JCAHO"). As of December 31, 1999, the corporate office and 30
branches, including related satellite locations, successfully completed the
triennial survey process. During 2000, an additional 32 branches were
successfully resurveyed by JCAHO. The company successfully completed its entire
triennial survey of all locations with JCAHO in 2001.

In anticipation of the beginning of a new triennial period and as a normal
course of business, Coram evaluated its options for accreditation by a
nationally recognized independent organization. In connection therewith, Coram
elected to pursue recurring national accreditation from the Accreditation
Commission on Health Care, Inc. ("ACHC"). To prevent a lapse in accreditation,
Coram underwent its corporate survey with ACHC in December 2001 and received
Accreditation with Commendation, which applies to all services provided at all
locations effective January 1, 2002. ACHC will conduct ongoing surveys at Coram
locations to monitor continued compliance with ACHC standards throughout the
three-year accreditation term.

An integral part of Coram's quality efforts is the national and branch
specific Performance Improvement activities, which are fully integrated into the
daily business model. The Performance Improvement program serves to:

(1) evaluate branch programs, policies and procedures and amend protocols
as needed;

(ii) provide ongoing direction to performance improvement efforts;

(iii) measure patient and customer satisfaction and analyze trends,
responding as necessary to achieve better customer service;

(iv) monitor clinical outcome measures, including access device related
outcomes and rehospitalizations, analyze trends and act as necessary
to improve customer outcomes;

(v) assist in the development of new programs or procedures to meet
recognized needs within the branch or the community that it serves;

(vi) evaluate the branch staff efforts related to professional and
clinical issues such as clinical monitoring of patients; and

(vii) identify, monitor and modify key performance areas of operations.

Further, Coram's Clinical Operations Department assists branch management in
assessing the levels of service being provided to patients. Coram's integrated
approach to performance improvement is designed to identify national, area,
regional and branch specific trends related to high volume, high risk, problem
prone and new activities. It encompasses continuous assessment and measurement
of patient and customer satisfaction at both local and national levels, as well
as, the comprehensive tracking, measuring and monitoring of important clinical
outcomes. It also encompasses the measurement of management's success in
achieving the desired operational and fiscal benchmarks that are key to the
company's success.

10



Edgar Filing: CORAM HEALTHCARE CORP - Form 10-K

DURABLE MEDICAL EQUIPMENT AND RESPIRATORY THERAPY EQUIPMENT

Coram provides a full line of durable medical and respiratory therapy
equipment including, but not limited to, hospital beds, wheelchairs, walkers,
oxygen systems, home ventilators, sleep apnea equipment and nebulizers to serve
the needs of its home care patients through branches located in San Diego,
California; Indianapolis, Indiana; Lenexa, Kansas; Detroit, Michigan; and
Casper, Wyoming. Coram also provides these services through one of its
partnerships with three locations in Wisconsin. In 2002, Coram completed the
sale of its durable medical equipment business located in New Orleans,
Louisiana. (See Note 3 to the company's Consolidated Financial Statements).
Durable medical and respiratory therapy equipment is available to patients for
purchase or rent. There are many synergies between the company's durable medical
and respiratory therapy equipment product line and its base infusion business
that benefit both the company and its customers. Coram primarily benefits from
the opportunity to provide durable medical and respiratory therapy equipment to
patients who are already receiving infusion or other therapy services and
patients and payers principally benefit from the opportunity to obtain
healthcare services and equipment through a single source.

CLINICAL RESEARCH

Coram has been providing support services for clinical research studies
since 1995. In 1998, the company created a Clinical Research division and began
devoting additional resources to, and actively marketing, its capabilities in
this area. This division is operated through the company's wholly-owned
subsidiary, CTI Network, Inc. ("CTI"). Utilizing integrated information systems
and Coram's national network of approximately 700 full-time equivalent alternate
site infusion nurses and pharmacists, as well as, contracted nurses from
non-Coram agencies, CTI can offer its customers the opportunity to expeditiously
complete some of the most challenging aspects of a clinical trial by:

(1) providing single source contracting through a central office for
national services;

(ii) assisting in the identification of potential investigators;

(iii) providing nurse study coordinators at the physician's office;

(iv) providing alternate site healthcare services such as therapy
administration, specimen collection, patient education and training,
patient assessments and data collection;

(v) providing alternate site pharmacy services;

(vi) providing patient screening and surveying services; and

(vii) providing product acquisition and national distribution services.

CPS: PHARMACY BENEFIT MANAGEMENT AND SPECIALTY MAIL-ORDER PHARMACY SERVICES

On July 31, 2000, the company completed the sale of CPS to Curascript
Pharmacy Services, Inc. and Curascript PBM Services, Inc. (collectively, the
"Buyers"). The Buyers were newly formed affiliates of GTICR Golder Rauner, L.L.C.
and were led by certain members of the former CPS management team. See Note 5 to
the company's Consolidated Financial Statements.

CPS offered HMO, PPO, at-risk physician groups, self funded employer benefit
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plans, labor organizations and other managed care customers pharmacy benefit
management and specialty mail-order pharmacy services. The pharmacy benefit
management services included on-line claims administration, formulary management
and drug utilization review and were provided through a nationwide network of
over 51,000 retail pharmacies. The company generally maintained approximately 60
such arrangements in place for pharmacy benefit management services. CPS's
specialty mail-order pharmacy service included centralized distribution,
compliance monitoring, patient education and clinical support to patients with
specialized needs. In particular, CPS focused its marketing efforts on patients
with organ transplants, HIV/AIDS, growth deficiencies and other chronic
conditions. As of July 31, 2000, CPS had approximately 6,200 active patients
receiving its specialty mail-order pharmacy services.

RESOURCE NETWORK SUBSIDIARIES: ANCILLARY NETWORK MANAGEMENT SERVICES

The Resource Network Subsidiaries offered ancillary network management
services to HMOs, PPOs, at-risk physician groups and other managed care
organizations for the home health services offered under their benefits plans.
As of January 1, 1999, R-Net was providing its services to its customers' plans
that covered approximately 3.5 million lives. Typically, a network of home
health service vendors managed by R-Net included providers of home infusion,
home nursing, durable medical equipment, respiratory therapy, home hospice,
medical supplies, women's health, orthotics, prosthetics and other home health
services identified by the customer. Each network provider contracted with R-Net
and received referrals of patients from R-Net. Where appropriate, the company's
infusion and CPS divisions participated in the provider networks established by
R-Net.

The agreements that R-Net had for the provision of ancillary network
management services have been terminated and R-Net is no longer providing any
ancillary network management services. The Resource Network Subsidiaries are
being liquidated pursuant to certain Chapter 11 bankruptcy proceedings that are
currently pending in the Bankruptcy Court. The Chapter 11 proceedings were
originally initiated with the filing on August 19, 1999 of an involuntary
bankruptcy petition against Coram Resource Network, Inc. in such court.
Subsequently, both Resource Network Subsidiaries filed voluntary petitions for
relief on November 12, 1999. See Item 3. "Legal Proceedings."

All of the R-Net locations have been closed in connection with its pending
liquidation. Additionally, all Coram employees who were members of the Resource
Network Subsidiaries' Board of Directors resigned during the year ended December
31, 2000, and currently only the Chief Restructuring Officer appointed by the
Bankruptcy Court remains on the Board of Directors to manage and operate the
liquidation of the R-Net business. Coram classifies the operating losses of this
business as discontinued operations in the consolidated financial statements.
See Item 3. "Legal Proceedings" and Notes 4 and 13 to the company's Consolidated
Financial Statements for more information regarding discontinued operations and
the amicable resolution of certain disputes between Aetna, the company and the
Resource Network Subsidiaries.

In November 2001, the Official Committee of Unsecured Creditors of the
Resource Network Subsidiaries filed an adversary complaint in the Bankruptcy
Court, both on its own behalf and as assignee for causes of action that may
belong to the Resource Network Subsidiaries, which named as defendants the
Debtors, several non-debtor subsidiaries, several current and former directors,
current executive officers of CHC and several other current and former employees
of the company. This complaint also named as defendants Cerberus Partners, L.P.,
Goldman Sachs Credit Partners, L.P., Foothill Capital Corporation and Foothill
Income Trust, L.P., the Debtors' principal lenders. The complaint alleges that
the defendants violated various state and federal laws in connection with
alleged wrongdoings related to the operation and corporate structure of the
Resource Network Subsidiaries, including, among other allegations, breach of

12



Edgar Filing: CORAM HEALTHCARE CORP - Form 10-K

fiduciary duty, conversion of assets and preferential payments at the detriment
of the Resource Network Subsidiaries' estates, misrepresentation and fraud,
conspiracy, fraudulent concealment and a pattern of racketeering activity. The
complaint seeks damages in the amount of approximately $56 million and
additional monetary and non-monetary damages, including the disallowance of the
Debtors' proof of claim against the Resource Network Subsidiaries, punitive
damages and attorneys' fees. The Debtors objected to the complaint in the
Bankruptcy Court because management believes that the complaint constitutes an
attempt to circumvent the automatic stay protecting the estates of the Debtors;
however, the non-debtor subsidiaries have no such protection and, accordingly,
they plan to vigorously contest the allegations. The company notified its
insurance carrier of the complaint and intends to avail itself of any
appropriate insurance coverage for its directors and officers, who are also
vigorously contesting the allegations. Principally due to the early stages of
this matter and the issues pending before the Bankruptcy Court, the company
cannot predict the

outcome of this case nor can it predict the scope and nature of any
indemnification that the directors and officers may have with the company's
insurance carrier.

REIMBURSEMENT OF SERVICES

Virtually all of Coram's operating revenue is derived from third-party
payers, including private insurers, managed care organizations such as HMOs and
PPOs, at-risk physician groups and governmental payers such as Medicare and
Medicaid. Like other medical service providers, Coram experiences lengthy
reimbursement periods in certain circumstances as a result of third-party
payment procedures. Consequently, management of accounts receivable through
effective patient registration, billing, documentation, collection and
reimbursement procedures is critical to financial success and continues to be a
high priority for management. Coram continues to focus on the appropriate
processing of claims and the careful screening of new patients to determine that
adequate reimbursement will be available and will be received in a timely
manner.

In certain instances, fixed fee or capitated fee arrangements are utilized.
Under a capitated fee arrangement, Coram would agree to deliver or arrange for
the delivery of certain home health services required under the payer customer's
health plan in exchange for a fixed per member per month service fee. The total
per member per month fee is calculated using all members enrolled in the
particular health plan as of certain dates. Before establishing the appropriate
per member per month fee, Coram typically reviews utilization data provided by
the payer customer and/or other available utilization data. In some instances,
the per member per month rates will be adjusted or reconciled periodically to
reflect actual utilization to prevent excess losses by the company or excess
expense outlays by the payer customer. As of December 31, 2001, the company was
a party to only four capitated contracts. Such agreements represented
approximately 6%, 4% and 2% of the company's consolidated net revenue from
continuing operations for the years ended December 31, 2001, 2000 and 1999,
respectively. Of the capitated revenue agreements, approximately 90% of the 2001
activity (5.5% of the company's total net revenue for 2001) relates to an
agreement that provides services to members in the California marketplace. The
aforementioned capitated agreement's risk to the company is somewhat mitigated
by the inclusion of contractual stop-loss provisions that protect the company
when member utilization for identified therapies exceeds contractual thresholds.
Once stop-loss provisions are met in any given month, the services provided by
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Coram are reimbursed at agreed-upon fee-for-service rates. See Item 7.
"Management's Discussion and Analysis of Financial Condition and Results of
Operations: Background."

Reimbursement payments are provided through various sources, such as
insurance companies, self-insured employers, patients and the Medicare and
Medicaid programs. The Centers for Medicare and Medicaid Services ("CMS")
(formerly the Health Care Financing Administration) has developed, for use in
the Medicare Part B program, a national fee schedule for respiratory therapy,
home medical equipment and infusion therapy, which provides reimbursement at 80%
of the amount of any fee on the schedule. The remaining 20% co-insurance portion
is the obligation of secondary insurance and/or the patient. A substantial
amount of the revenue Coram earns under the Medicare program originates from the
Part B program. Private indemnity payers typically reimburse at a higher amount
for a given service and provide a broader range of benefits than governmental
and managed care payers, although net revenue and gross profit from both private
and other third-party non-governmental payers have been affected by continuing
efforts to contain or reduce reimbursement for healthcare services. An
increasing percentage of Coram's net revenue has been derived in recent years
from agreements with HMOs, PPOs, managed care providers and other contracted
payers. Although these agreements often provide for negotiated reimbursement at
reduced rates, they generally result in lower bad debts and provide
opportunities to generate greater volume than traditional indemnity referrals.

Laws and regulations governing the Medicare and Medicaid programs are
complex and subject to interpretation and revision. Management is aware of
certain ongoing audits and reviews with respect to prior reimbursements from
Medicare and Medicaid. While management believes that the company is in
substantial compliance with all applicable laws and regulations, compliance with
such laws and regulations can be subject to future government review and
interpretation, as well as, significant regulatory action, including fines,
penalties, and exclusion from the Medicare and Medicaid programs. See Item 7.
"Management's Discussion and Analysis of Financial Condition and Results of
Operations: Risk Factors."

For most of the drugs that Coram provides to its patients, it is reimbursed
by governmental and third party payers according to rate schedules that are
based on the Average Wholesale Price ("AWP") of the drugs as published by
commercial pricing services. For example, the Medicare program's allowable
payment amount is generally 95 percent of the published AWP of a drug. AWP is an
industry term that is typically understood to represent a suggested price for
wholesale sales to pharmacies. The AWP does not necessarily reflect the price
paid by either pharmacies or other end-user purchasers.

In the past several years, state and federal government enforcement agencies
have conducted ongoing investigations of manufacturers' practices with respect
to AWP in which they have suggested that "inflated" AWPs have led to excessive
government
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payments for prescription drugs and biologicals. Several private lawsuits have
also been filed against manufacturers based on similar allegations seeking
recoveries on behalf of patients and private health care plans. As a result of
these investigations, federal and state policymakers have begun to question the
appropriateness of continuing to reimburse for drugs and biologicals under
federal programs using AWP-based methodologies. For example, the Medicare,
Medicaid and SCHIP Benefits and Improvement and Protection Act of 2000 ("BIPA")
required the General Accounting Office ("GAO") to study Medicare reimbursement
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for drugs and biologicals and for related services. The Secretary of Health and
Human Services is required to revise the current Medicare payment methodologies
for covered drugs and biologicals and related services based on the GAO's
recommendations. Similarly, on November 14, 2001, members of the House Commerce
Committee outlined a proposal to the CMS administrator for a proposed new
methodology under which payments for drugs and biologicals would be based on a
new "average sales price" concept, which would be intended to more accurately
reflect providers' actual acquisition cost for drugs and biologicals. A number
of other legislative proposals to revise the Medicare payment methodology for
drugs have been introduced.

In addition, as part of the government investigations of AWP described
above, the Department of Justice and states' attorneys general developed
"revised" AWPs for a number of drugs and biologicals which are generally lower
than those published by commercial services. The Medicare program proposed that
these revised AWPs be used in determining reimbursement amounts, but this
proposal was withdrawn in light of the BIPA provisions described above.
According to a recent report by the Department of Health and Human Services
Office of Inspector General, however, approximately 30 state Medicaid programs
are using the revised AWPs to establish reimbursement amounts for some of the
listed drugs and biologicals in certain patient care settings.

There can be no assurances that government or private healthcare programs
will continue to reimburse for drugs and biologicals based on current AWP-based
methodologies, or that future AWPs, revised AWPs or other payment methods will
reflect acquisition prices available to purchasers such as the company. If
government or private health insurance programs discontinue or modify the use of
AWP or otherwise implement payment methods that reduce the reimbursement for
drugs and biologicals, the profit margins that the company receives may be
reduced, and, in many cases, be inadequate when combined with service fees to
cover the cost of clinical services and overhead expenses associated with the
delivery and administration of the drugs and biologicals. This circumstance
could produce a material adverse impact on the company's overall profit margins.

For example, effective July 1, 2001, the margin between Coram's
reimbursement rate and the cost of a particular brand of the antibiotic drug
Vancomycin and four other anti-infective drugs was significantly decreased as a
result of the reduction in the AWP reimbursement rate. To mitigate the decrease
of net revenue from the resulting decrease in AWP reimbursement, the company
made modifications to its drug purchasing formulary. While the company is
implementing changes to reduce the adverse effect on net revenue and the direct
impact to profitability, no assurances can be made that the company will be
successful in implementing these changes. See Item 7. "Management's Discussion
and Analysis of Financial Condition and Results of Operations" for further
discussion.

In December 2000, Coram announced that as part of its continuing efforts to
improve efficiency and overall performance, several Patient Financial Service
Centers (reimbursement sites) were being consolidated and the related
reimbursement positions were being eliminated. By consolidating to fewer sites,
management expects to implement improved training, more easily standardize "best
demonstrated practices," enhance specialization related to payers such as
Medicare and achieve more consistent and timely cash collections. Management
does not expect this change to affect Coram's patients or payers, but believes,
instead, that in the long-term they will receive better, more consistent
service. The transition was accomplished in stages commencing April 1, 2001 and
ending July 2001. Management had taken certain actions to mitigate the potential
shortfall in cash collections during and after the transition period, including,
but not limited to, offering incentives for personnel to stay with the company
until the completion of their corresponding regional consolidation.
Notwithstanding management's efforts, the company experienced deterioration in
its days sales outstanding ("DSO") since the commencement of the reimbursement
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consolidation plan and a substantial growth in accounts receivable. No
assurances can be given that the consolidation of the company's Patient
Financial Service Centers will be successful in enhancing timely reimbursement,
that the company will not continue to experience a significant shortfall in cash
collections after the transition period or that the aforementioned deterioration
in DSO and accounts receivable will not continue. See Item 7. "Management's
Discussion and Analysis of Financial Condition and Results of Operations: Risk
Factors."

11

COMPETITION

The alternate site infusion therapy market is highly competitive. Some of
Coram's current and potential competitors in these lines of business include:

(1) integrated providers of alternate site healthcare services;
(ii) hospitals;

(iii) local providers of multiple products and services for the alternate
site healthcare market.

(iv) physicians and physician-owned organizations, such as independent
practice associations and multi-specialty group practices; and

Coram has experienced increased competition in its alternate site infusion
therapy business from hospitals and physicians that have sought to increase the
scope of services offered through their facilities, including services similar
to those offered by Coram.

Coram competes with other providers on a number of critical differentiating
factors, including quality of care and service, reputation within the medical
and payer communities, geographic scope and price. Competition within the
alternate site infusion business has been affected by the decision of
third-party payers and their case managers to be more active in monitoring and
directing the care delivered to their beneficiaries. Accordingly, relationships
with such payers and their case managers and inclusion within preferred provider
and other networks of approved or accredited providers is often a prerequisite
to Coram's ability to continue to serve many of its patients. Similarly, Coram's
ability to align itself with other healthcare service providers may increase in
importance as managed care providers and provider networks seek out providers
who offer a broad range of services that may exceed the range of services
currently offered directly by Coram.

There are relatively few barriers to entry in the local markets which Coram
serves. Local or regional companies are currently competing in many of the
healthcare markets served by the company and others may do so in the future.
Entrance into the local markets by competitors could cause a decline in net
revenue, loss of market acceptance of Coram's services and price competition.
Coram expects to continue to encounter competition in the future that could
limit its ability to maintain or increase its market share. Such competition
could have an adverse effect on the business, financial condition and results of
operations of Coram. See Item 7. "Management's Discussion and Analysis of
Financial Condition and Results of Operations: Risk Factors."

SALES AND MARKETING
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Coram's alternate site infusion therapy products and services are marketed
through branch sales personnel, including managed care consultants, account
managers and clinical service liaisons with sales specialists focused on select
Nutrition and Blood Product Programs. The company established product managers
for four of its core therapies: nutrition, anti-infectives/transplant,
hemophilia-related services and pain services through four Strategic Business
Units: Nutrition Services, Anti-Infectives/Transplant Services, Blood Products
Services (including hemophilia and IVIG) and Pain Management, respectively. The
vice president for each unit has responsibility for ongoing program development
and provides clinical and marketing resources to focus on growing sales in these
areas.

Substantially all of Coram's new patients are referred by physicians,
medical groups, hospital discharge planners, case managers employed by HMOs,
PPOs or other managed care organizations, insurance companies and home care
agencies. Coram's sales force is responsible for establishing, maintaining and
growing referral sources. Sales employees generally receive a base salary plus
incentive compensation based on core therapy patient growth and revenue growth
and/or EBITDA enhancements.

Coram's network of field representatives enables it to market its services
to numerous sources of patient referrals, including physicians, hospital
discharge planners, hospital personnel, HMOs, PPOs and insurance companies.
Marketing is focused on presenting Coram's clinical expertise tailored to
specific customer/patient interests, with an emphasis on certain key therapies.
Specialty marketing and sales support personnel promote products and services
that are outside of base infusion therapy.

As a result of escalating pressures to contain healthcare costs, third-party
payers are participating in certain decisions regarding healthcare alternatives,
using their significant bargaining power to secure discounts and to direct
referrals of their enrollees to providers. In response, Coram has directed its
sales and development focus to aggressively pursue agreements with third-party
payers, managed care organizations and provider networks that provide high
quality, cost-effective care. Coram maintains a dedicated sales
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force in each of its Strategic Business Units to enhance its efforts to market
and sell its services to managed care payers. The company's managed care sales
representatives are deployed with a field sales force to focus on regional and
national payers to affect "pull-through" from referral sources within each
paver's network. Coram is currently focusing its efforts on increasing referrals
through selected managed care agreements, with the goal of being the preferred
infusion provider, as well as, selling specialty programs for nutrition,
anti-infectives, IVIG and pain management therapies, services for persons with
hemophilia and for persons receiving certain types of organ and bone
marrow/blood cell transplants.

CUSTOMERS AND SUPPLIERS

Coram provides alternate site home healthcare services and products to a
large number of patients and related payers. Medicare and Medicaid collectively
represented approximately 25% of consolidated net revenue from continuing
operations for the year ended December 31, 2001. No other single contract payer
accounted for more than 5% of Coram's net revenue for 2001, except for one payer
related to a capitated contract in the California marketplace that represented
approximately 5.5% of the company's consolidated revenue for such year.
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Coram purchases products from a large number of suppliers and considers its
relationships with its vendors to be good, subject to credit uncertainty and the
ongoing bankruptcy proceedings. Except for certain blood products discussed in
Item 1. "Business, Alternate Site Infusion Therapy: Products and Services -
Coagulant and Blood Clotting Therapies", management believes that substantially
all of its products are available from alternative sources with terms
consistent, in all material respects, to its present agreements. This is true
for products currently being purchased through Cardinal Health, Inc. and Baxter
Healthcare Corporation, two of Coram's major suppliers of drugs and supplies.
During the year ended December 31, 2001, Coram purchased approximately $57.9
million of drugs and supplies from Cardinal Health, Inc. and $27.4 million from
Baxter Healthcare Corporation, or approximately 36% and 17%, respectively, of
its total drugs and supplies.

The principal supplier of Coram's infusion pumps, Sabratek Corporation
("Sabratek"), filed for protection under Chapter 11 of the United States
Bankruptcy Code on December 17, 1999. In January 2000, Baxter Healthcare
Corporation ("Baxter") purchased certain Sabratek assets, including Sabratek's
pump manufacturing division, and continued to produce the related tubing and
infusion sets needed to operate the Sabratek infusion pumps used by Coram.
Beginning in January 2000, Coram's fleet of approximately 5,000 Sabratek 6060
Homerun pumps began to experience malfunctions and failures of various sorts due
to inherent flaws in the design of the pump. Pumps needing repair were sent back
to Sabratek for repair at no cost, due to a five-year warranty on pump repairs
that was part of the underlying contract. Repairs have been made to these pumps
and management believes the pump lives have been extended. Management expects
that Baxter will extend the period during which it will produce the related
tubing and infusion sets necessary for operation of the 6060 Homerun pumps;
however, no assurances can be made that Baxter will make such an extension. In a
separate matter, Baxter announced that effective March 2003 it will cease
production of Sabratek 3030 pumps and related tubing and infusion sets necessary
for repairs and operation of these pumps. Management is currently evaluating the
company's options regarding the fleet of approximately 3,000 Sabratek 3030
pumps, including the purchase or leasing of new technology.

GOVERNMENT REGULATION

General. The federal government and all states in which Coram is currently
operating regulate various aspects of Coram's business. In particular, Coram's
operations are subject to extensive federal and state laws regulating, among
other things, the provision of pharmacy, home care, nursing services, ancillary
network management services, health planning, health and safety, environmental
compliance and toxic and medical waste disposal. Coram is also subject to fraud
and abuse and self-referral laws, which affect its business relationships with
physicians, other healthcare providers and referral sources and its
reimbursement from government payers. Generally, all states require infusion
companies to be licensed as pharmacies and to have appropriate state and federal
registrations for dispensing controlled substances. Some states require infusion
companies to be licensed as nursing or home health agencies and to obtain
medical waste permits. In addition, certain company employees are subject to
state laws and regulations governing the ethics and professional practices of
pharmacy and/or nursing.

Coram may also be required to obtain certifications or register in order to
participate in governmental payment programs such as Medicare and Medicaid. Some
states have established certificate-of-need programs regulating the
establishment or expansion of healthcare operations, including certain of
Coram's operations. The failure to obtain, renew or maintain any of the required
regulatory approvals, certifications, registrations or licenses could adversely
affect Coram's business and could prevent the location or locations involved
from offering products and services to patients and/or from billing third-party

18



Edgar Filing: CORAM HEALTHCARE CORP - Form 10-K

payers. Coram's operating results could be adversely affected, directly or
indirectly, as a result of any such actions. Coram believes it complies, in all
material respects, with these and all other applicable laws and regulations. The
healthcare services industry will continue to be subject to pervasive regulation
at the

13

federal and state levels, the scope and effect of which cannot be predicted. No
assurances can be given that the activities of Coram will not be reviewed and
challenged or that government sponsored healthcare reform, if enacted, will not
result in material adverse changes to the company.

Fraud and Abuse. Coram's operations are subject to the illegal remuneration
provisions of the Social Security Act (sometimes referred to as the
"anti-kickback" statute) that imposes criminal and civil sanctions on persons
who knowingly and willfully solicit, offer, receive or pay any remuneration,
whether directly or indirectly, in return for, or to induce, the referral of a
patient for treatment, or, among other things, the ordering, purchasing or
leasing, of items or services that are paid for in whole or in part by federal
healthcare programs. Violations of the federal anti-kickback statute are
punishable by criminal penalties, including imprisonment, fines and exclusion of
the provider from future participation in federal healthcare programs. Federal
healthcare programs have been defined to include any plan or program that
provides health benefits funded by the United States Government and commonly
include, among others, Medicare, Medicaid and the Civilian Health and Medical
Program of the Uniformed Services. Administrative exclusion and civil monetary
penalties for anti-kickback violations can also be imposed through an
administrative process. Federal enforcement officials may also attempt to use
other general federal statutes to punish behavior considered fraudulent or
abusive, including the Federal False Claims Act, which provides for penalties of
up to $11,000 per claim plus treble damages, and permits private persons to sue
on behalf of the government. While the federal anti-kickback statute expressly
prohibits transactions that have traditionally had criminal implications, such
as kickbacks, rebates or bribes for patient referrals, its language has been
construed broadly and has not been exclusively limited to such obviously
wrongful transactions. Some court decisions state that, under certain
circumstances, the statute is also violated when "one" purpose (as opposed to
the "primary" or a "material" purpose) of a payment is to induce referrals.
Congress has frequently considered, but has not yet adopted, federal legislation
that would expand the federal anti-kickback statute to include the same broad
prohibitions regardless of payer source.

In addition to the payment or receipt of illegal remuneration for the
referral or generation of federal healthcare program business, the fraud and
abuse laws cover other billing practices that are considered fraudulent (such as
presentation of duplicate claims, claims for services not actually rendered or
for procedures that are more costly than those actually rendered) or abusive
(such as claims presented for services not medically necessary based upon a
misrepresentation of fact) subject to the same remedies described above.

Similarly, a large number of states have varying laws prohibiting certain
direct or indirect remuneration between healthcare providers for the referral of
patients to a particular provider, including pharmacies and home health
agencies. Possible sanctions for violations of these laws include loss of
licensure, exclusion from state funded programs and civil and criminal
penalties.

Prohibition on Physician Referrals. Under the Omnibus Budget Reconciliation
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Act of 1993 (commonly referred to as "Stark II"), it is unlawful for a physician
to refer patients for certain designated health services reimbursable under the
Medicare or Medicaid programs to an entity with which the physician and/or the
physician's family, as defined under Stark II, has a financial relationship,
unless the financial relationship fits within an exception enumerated in Stark
ITI or regulations promulgated thereunder. Aspects of Coram's business which are
"designated health services" for purposes of Stark II include outpatient
prescription drugs, parenteral and enteral nutrition, equipment and supplies,
durable medical equipment and home health services. A "financial relationship"
under Stark II is defined broadly as an ownership or investment interest in, or
any type of compensation arrangement in which remuneration flows between the
physician and the provider. Coram has financial relationships with physicians
and physician owned entities in the form of medical director agreements and
service agreements pursuant to which the company provides pharmacy products. In
each case, the relationship has been structured, based on advice of legal
counsel, using an arrangement management believes to be consistent with
applicable exceptions set forth in Stark II, such as the personal services
arrangements exception or the exception for payments by a physician for items
and services.

In addition, the company is aware of certain referring physicians (or their
immediate family members) that have had financial interests in the company
through ownership of shares of the company's common stock. The Stark II law
includes an exception for the ownership of publicly traded stock in certain
companies with equity above certain levels. This exception of Stark II requires
the issuing company to have stockholders' equity of at least $75 million either
as of the end of its most recent fiscal year or on average over the last three
fiscal years. Due principally to the extraordinary gains on troubled debt
restructurings (see Note 8 to the company's Consolidated Financial Statements),
at December 31, 2001 the company's stockholders' equity was above the required
level. However, in light of the company's recurring operational losses during
each of the years in the three year period ended December 31, 2001, management's
ability to maintain an appropriate level of stockholders' equity cannot be
reasonably assured. The penalties for failure to comply with Stark II include,
among other things, non-payment of claims and civil penalties that could be
imposed upon the company and, in some instances upon the referring physician.
Some of such penalties can be imposed regardless of whether the company intended
to violate the law.
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Management has been advised by legal counsel that a company whose stock is
publicly traded has, as a practical matter, no re