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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

ý QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the quarterly period ended March 31, 2013.

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the transition period from            to            .
Commission file number: 000-49796

COMPUTER PROGRAMS AND SYSTEMS, INC.
(Exact Name of Registrant as Specified in Its Charter)

Delaware 74-3032373
(State or Other Jurisdiction of
Incorporation or Organization)

(I.R.S. Employer
Identification No.)

6600 Wall Street, Mobile, Alabama 36695
(Address of Principal Executive Offices) (Zip Code)
(251) 639-8100
(Registrant’s Telephone Number, Including Area Code)
N/A
(Former Name, Former Address and Former Fiscal Year, if Changed Since Last Report)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.    Yes  ý    No  ¨
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such
files).    Yes  ý    No  ¨
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer ¨ Accelerated filer ý

Non-accelerated filer ¨  (Do not check if a smaller reporting company) Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).    Yes  ¨    No  ý
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As of May 7, 2013, there were 11,080,062 shares of the issuer’s common stock outstanding.
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PART I
FINANCIAL INFORMATION
Item 1. Financial Statements.
COMPUTER PROGRAMS AND SYSTEMS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS 

March 31,
2013

December 31,
2012

(Unaudited)
Assets
Current assets:
Cash and cash equivalents $6,805,126 $8,912,457
Investments 10,690,060 10,674,609
Accounts receivable, net of allowance for doubtful accounts of $1,089,000 and
$1,124,000, respectively 19,654,518 19,704,767

Financing receivables, current portion, net 15,099,643 4,618,131
Inventories 2,219,841 1,682,008
Deferred tax assets 2,743,370 2,463,567
Prepaid income taxes — 1,809,220
Prepaid expenses and other 1,291,952 1,081,421
Total current assets 58,504,510 50,946,180
Property and equipment
Land 2,848,276 2,848,276
Buildings and improvements 9,180,376 9,067,504
Maintenance equipment 2,071,230 2,588,452
Computer equipment 5,446,416 5,795,707
Leasehold improvements 4,004,227 3,067,756
Office furniture and equipment 3,340,796 2,845,548
Automobiles 341,387 314,905

27,232,708 26,528,148
Less accumulated depreciation (7,064,351 ) (7,498,174 )
Property and equipment, net 20,168,357 19,029,974
Financing receivables 4,762,027 7,862,833
Total assets $83,434,894 $77,838,987
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable $3,128,678 $2,980,174
Deferred revenue 7,749,323 7,452,612
Accrued vacation 3,686,058 3,506,106
Income taxes payable 1,948,459 —
Other accrued liabilities 6,180,279 4,521,773
Total current liabilities 22,692,797 18,460,665
Deferred tax liabilities 1,875,641 2,176,130
Stockholders’ equity:
Common stock, $0.001 par value; 30,000,000 shares authorized; 11,080,062 and
11,077,672 shares issued and outstanding 11,080 11,078

Additional paid-in capital 33,214,511 32,848,101
Accumulated other comprehensive income 31,436 27,693
Retained earnings 25,609,429 24,315,320
Total stockholders’ equity 58,866,456 57,202,192

Edgar Filing: COMPUTER PROGRAMS & SYSTEMS INC - Form 10-Q

4



Total liabilities and stockholders’ equity $83,434,894 $77,838,987
The accompanying notes are an integral part of these financial statements.
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COMPUTER PROGRAMS AND SYSTEMS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF INCOME (Unaudited)

Three Months Ended March 31,
2013 2012

Sales revenues:
System sales $20,721,986 $17,074,518
Support and maintenance 17,676,861 16,665,926
Business management, consulting and managed IT services 11,149,661 10,748,963
Total sales revenues 49,548,508 44,489,407
Costs of sales:
System sales 13,250,579 11,899,244
Support and maintenance 7,238,969 6,866,720
Business management, consulting and managed IT services 6,940,019 6,456,000
Total costs of sales 27,429,567 25,221,964
Gross profit 22,118,941 19,267,443
Operating expenses:
Sales and marketing 3,575,717 3,640,460
General and administrative 8,434,056 6,627,604
Total operating expenses 12,009,773 10,268,064
Operating income 10,109,168 8,999,379
Other income:
Interest income 136,314 159,136
Total other income 136,314 159,136
Income before taxes 10,245,482 9,158,515
Income taxes 3,301,760 3,509,465
Net income $6,943,722 $5,649,050
Net income per share—basic $0.63 $0.51
Net income per share—diluted $0.63 $0.51
Weighted average shares outstanding
Basic 11,078,407 11,063,220
Diluted 11,078,407 11,063,220
Dividends declared per share $0.51 $0.46

The accompanying notes are an integral part of these financial statements.
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COMPUTER PROGRAMS AND SYSTEMS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (Unaudited)

Three Months Ended March 31,
2013 2012

Net income $6,943,722 $5,649,050
Other comprehensive income, net of tax
Unrealized gain on investments available for sale, net of tax 3,743 26,416
Total other comprehensive income, net of tax 3,743 26,416
Comprehensive income $6,947,465 $5,675,466

The accompanying notes are an integral part of these financial statements.
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COMPUTER PROGRAMS AND SYSTEMS, INC.
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY (Unaudited)

Common
Shares

Common
Stock

Additional
Paid-in
Capital

Accumulated
Other
Comprehensive
Income

Retained
Earnings

Total
Stockholders’
Equity

Balance at December 31,
2012 11,077,672 $11,078 $32,848,101 $ 27,693 $24,315,320 $57,202,192

Net income — — — — 6,943,722 6,943,722
Unrealized gain on
investments held for sale,
net of tax

— — — 3,743 — 3,743

Issuance of restricted
stock 2,390 2 (2 ) — — —

Stock-based
compensation — — 348,473 — — 348,473

Dividends — — — — (5,649,613 ) (5,649,613 )
Income tax benefit from
restricted stock dividends — — 17,939 — — 17,939

Balance at March 31,
2013 11,080,062 $11,080 $33,214,511 $ 31,436 $25,609,429 $58,866,456

The accompanying notes are an integral part of these financial statements.
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COMPUTER PROGRAMS AND SYSTEMS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

Three Months Ended March 31,
2013 2012

Operating Activities
Net income $6,943,722 $5,649,050
Adjustments to net income:
Provision for bad debt 286,079 60,812
Deferred taxes (582,529 ) (219,362 )
Stock based compensation 348,473 305,001
Income tax benefit from restricted stock dividends (17,939 ) (18,002 )
Depreciation 850,214 819,269
Changes in operating assets and liabilities:
Accounts receivable 147,206 (956,985 )
Financing receivables (7,763,742 ) (874,908 )
Inventories (537,833 ) (307,841 )
Prepaid expenses and other (210,531 ) (434,507 )
Accounts payable 148,504 280,840
Deferred revenue 296,711 559,461
Other liabilities 1,838,458 (24,753 )
Prepaid income taxes/income taxes payable 3,775,618 3,712,581
Net cash provided by operating activities 5,522,411 8,550,656
Investing Activities
Purchases of property and equipment (1,988,597 ) (549,083 )
Purchases of investments (9,471 ) (1,037,207 )
Net cash used in investing activities (1,998,068 ) (1,586,290 )
Financing Activities
Dividends paid (5,649,613 ) (5,089,081 )
Income tax benefit from restricted stock dividends 17,939 18,002
Net cash used in financing activities (5,631,674 ) (5,071,079 )
(Decrease) increase in cash and cash equivalents (2,107,331 ) 1,893,287
Cash and cash equivalents at beginning of period 8,912,457 6,664,482
Cash and cash equivalents at end of period $6,805,126 $8,557,769
Supplemental disclosure of cash flow information
Cash paid for interest $— $—
Cash paid for income taxes, net of refund $— $5,000
Reclassification of inventory to property and equipment $— $134,893
Write-off of fully depreciated assets $1,222,325 $8,687,631

The accompanying notes are an integral part of these financial statements.
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COMPUTER PROGRAMS AND SYSTEMS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)
1.     BASIS OF PRESENTATION
Basis of Presentation
The accompanying unaudited condensed consolidated financial statements have been prepared pursuant to the rules
and regulations of the Securities and Exchange Commission (“SEC”) and include all adjustments that, in the opinion of
management, are necessary for a fair presentation of the results of the periods presented. All such adjustments are
considered of a normal recurring nature. Quarterly results of operations are not necessarily indicative of annual results.
Certain footnote disclosures normally included in financial statements prepared in accordance with accounting
principles generally accepted in the United States of America have been condensed or omitted. These unaudited
condensed consolidated financial statements should be read in conjunction with the audited financial statements of
Computer Programs and Systems, Inc. ("CPSI" or the "Company") for the year ended December 31, 2012 and the
notes thereto contained in the Company’s Annual Report on Form 10-K for the year ended December 31, 2012.
Principles of Consolidation
The condensed consolidated financial statements of CPSI include the accounts of TruBridge, LLC ("TruBridge"), a
wholly-owned subsidiary of CPSI. All significant intercompany balances and transactions have been eliminated.
Reclassifications
With the formation of TruBridge in January 2013 as a wholly-owned subsidiary of the Company focusing exclusively
on providing business management, consulting and managed information technology ("IT") services to rural and
community healthcare organizations, the Company's presentation of certain revenues and related costs of sales within
its Condensed Consolidated Statements of Income was changed, as follows:
•The Company's consulting and managed IT services revenues and related costs of sales are now included under the
caption "Business management, consulting and managed IT services" within the accompanying Condensed
Consolidated Statements of Income. These amounts were formerly included as a component of "Support and
maintenance" within the Condensed Consolidated Statements of Income.
•The former captioned item, "Business management services," within the Condensed Consolidated Statements of
Income has been changed to "Business management, consulting and managed IT services" to reflect the additional
revenue streams included under the recaptioned item as a result of the aforementioned reclassifications.
These reclassifications had no effect on previously reported total sales revenues, total costs of sales, gross profit,
operating income, income before taxes or net income.
Amounts presented for the three months ended March 31, 2012 have been reclassified to conform to the current
presentation. The following table provides the amounts reclassified for the three months ended March 31, 2012:
Sales revenues:
Support and maintenance $(1,470,694 )
Business management, consulting and managed IT services $1,470,694
Costs of sales:
Support and maintenance $(802,047 )
Business management, consulting and managed IT services $802,047

8
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2.     REVENUE RECOGNITION
The Company recognizes revenue in accordance with accounting principles generally accepted in the United States of
America, principally those required by the Software topic and Revenue Recognition subtopic of the Financial
Accounting Standards Board (“FASB”) Accounting Standards Codification (the “Codification”) and those prescribed by
the SEC.
The Company's revenue is generated from three sources:

•System Sales - the sale of information systems, which includes perpetual software licenses, conversion, installation
and training services, hardware and peripherals;

•
Support and Maintenance - the provision of system support services, which includes software application support,
hardware maintenance, continuing education, "Software as a Service" (or "SaaS") products, and forms and supplies;
and

•

Business Management, Consulting and Managed IT Services - the provision of business management services, which
includes electronic billing, statement processing, payroll processing, accounts receivable management, contract
management and insurance services, as well as Internet service provider ("ISP") products and consulting and managed
IT services (collectively, "other professional IT services").
System Sales, Software Application Support, and Hardware Maintenance
The Company enters into contractual obligations to sell hardware, perpetual software licenses, conversion, installation
and training services, and support and maintenance services. On average, the Company is able to complete a system
installation in three to four weeks. The methods employed by the Company to recognize revenue, which are discussed
by element below, achieve results materially consistent with the provisions of Accounting Standards Update (“ASU”)
2009-13, Multiple-Deliverable Revenue Arrangements, due to the relatively short period during which there are
multiple undelivered elements, the relatively small amount of non-software related elements in the system sale
arrangements, and the limited number of contracts in-process at the end of each reporting period. The Company
recognizes revenue on the elements noted above as follows:
•Software application support and hardware maintenance – We have established vendor-specific objective evidence
(“VSOE”) of the fair value of our software application support and hardware maintenance services by reference to the
price our customers are required to pay for the services when sold separately via renewals. Support and maintenance
revenue is recognized on a straight-line basis over the term of the maintenance contract, which is generally three to
five years.
•Hardware – We recognize revenue for hardware upon shipment. The selling price of hardware is based on
management’s best estimate of selling price, which consists of cost plus a targeted margin.
•Software licenses and installation and training – The selling price of software licenses and installation and training is
based on management’s best estimate of selling price. In determining management’s best estimate of selling price, we
consider the following: (1) competitor pricing, (2) supply and demand of installation staff, (3) overall economic
conditions, and (4) our pricing practices as they relate to discounts. With the exception of those arrangements with
extended payment terms that are not comparable to our historical arrangements (see Note 8), the method of
recognizing revenue for the perpetual license of the associated modules included in the arrangement and the related
installation and training services over the term the services are performed is on a module by module basis as the
respective installation and training for each specific module is completed as this is representative of the pattern of
provision of these services.
SaaS, ISP, and Other Professional IT Services
The Company accounts for SaaS contracts in accordance with the requirements of the Hosting Arrangement section
under the Software topic and Revenue Recognition subtopic of the Codification. The Codification states that the
software elements of SaaS products should not be accounted for as a hosting arrangement “if the customer has the
contractual right to take possession of the software at any time during the hosting period without significant penalty
and it is feasible for the customer to either run the software on its own hardware or contract with another party
unrelated to the vendor to host the software.” Each SaaS contract includes a system purchase and buyout clause, and
this clause specifies the total amount of the system buyout. In addition, a clause is included which states that should
the system be bought out by the customer, the customer would be required to enter into a general support agreement
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possession of the system without significant penalty (i.e., the purchase price of the system), resulting in the
determination that these contracts are service contracts for which revenue is recognized when the services are
performed.
The Company will occasionally provide ISP and other professional IT services. We consider these services to be
non-software elements. The selling price of these services is based on third-party evidence of selling price of similar
services. Revenue from this element is recognized as the services are performed.
Business Management Services
Business management services consist of electronic billing services, statement processing services, payroll processing,
accounts receivable management services, contract management and insurance services. While business management
service arrangements are contracts separate from the system sale and support and maintenance contracts, these
contracts are sometimes executed within a short time frame of each other. The selling price of these services is based
on VSOE of fair value by reference to the rate our customers renew as well as the rate at which the services are sold to
customers when the business management services agreement is not executed within a short time frame. Because the
pricing is transaction based (per unit pricing), customers are billed and revenue recognized as services are performed
based on transaction levels.
3.     OTHER ACCRUED LIABILITIES
Other accrued liabilities are comprised of the following:

March 31,
2013

December 31,
2012

Salaries and benefits $3,400,761 $2,155,435
Commissions 815,935 716,087
Self-insurance reserves 707,400 633,700
Unrecognized tax benefit 850,072 744,705
Other 406,111 271,846

$6,180,279 $4,521,773
4.     INVESTMENTS
The Company accounts for investments in accordance with FASB Codification topic, Investments – Debt and Equity
Securities. Accordingly, investments are classified as available-for-sale securities and are reported at fair value, with
unrealized gains and losses excluded from earnings and reported in a separate component of stockholders’ equity. The
Company’s management determines the appropriate classifications of investments in fixed income securities at the
time of acquisition and re-evaluates the classifications at each balance sheet date. An average cost method is used for
purposes of determining the cost of investments sold.
Investments are comprised of the following at March 31, 2013:

Amortized
Cost

Unrealized
Gains

Unrealized
Losses

Fair
Value

Short-term investments (cash and accrued income) $1,914,417 $— $— $1,914,417
Obligations of U.S. Treasury, U.S. government
corporations and agencies 1,678,512 962 222 1,679,252

Mortgaged-backed securities 89,755 3,944 — 93,699
Corporate bonds 6,956,672 48,211 2,191 7,002,692

$10,639,356 $53,117 $2,413 $10,690,060
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Shown below are the amortized cost and estimated fair value of securities with fixed maturities at March 31, 2013, by
contract maturity date. Actual maturities may differ from contractual maturities because issuers of certain securities
retain early call or prepayment rights.

Amortized
Cost

Fair
Value

Due in 2013 $4,505,765 $4,515,020
Due in 2014 3,576,005 3,591,521
Due in 2015 2,467,831 2,489,820
Due in 2016 — —
Due thereafter 89,755 93,699

$10,639,356 $10,690,060
Investments were comprised of the following at December 31, 2012:

Amortized
Cost

Unrealized
Gains

Unrealized
Losses

Fair
Value

Short-term investments (cash and accrued income) $449,420 $— $— $449,420
Obligations of U.S. Treasury, U.S. government
corporations and agencies 2,381,313 1,031 565 2,381,779

Mortgaged-backed securities 93,458 2,146 — 95,604
Corporate bonds 7,705,914 53,236 11,344 7,747,806

$10,630,105 $56,413 $11,909 $10,674,609
The following table shows the Company’s investments’ gross unrealized losses and fair value, aggregated by
investment category and length of time that individual securities have been in a continuous loss position, at March 31,
2013 and December 31, 2012, respectively:

At March 31, 2013
Less than 12 Months 12 Months or More Total
Fair
Value

Unrealized
Losses

Fair
Value

Unrealized
Losses

Fair
Value

Unrealized
Losses

Obligations of U.S.
Treasury, U.S.
government corporations
and agencies

$— $— $575,201 $222 $575,201 $222

Corporate bonds 165,565 1,759 314,519 432 480,084 2,191
$165,565 $1,759 $889,720 $654 $1,055,285 $2,413
At December 31, 2012
Less than 12 Months 12 Months or More Total
Fair
Value

Unrealized
Losses

Fair
Value

Unrealized
Losses

Fair
Value

Unrealized
Losses

Obligations of U.S.
Treasury, U.S.
government corporations
and agencies

$1,649,980 $565 $— $— $1,649,980 $565

Corporate bonds 243,612 9,800 668,748 1,544 912,360 11,344
$1,893,592 $10,365 $668,748 $1,544 $2,562,340 $11,909

Our investment portfolio, including those securities in unrealized loss positions at March 31, 2013, is comprised
almost entirely of investment-grade corporate and government debt securities. The Company does not intend to sell
the investments that are in an unrealized loss position, and it is not likely that the Company will be required to sell any
investments before recovery of their amortized cost basis. As a result, the Company has determined that the unrealized
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rather than an adverse change in cash flows or a fundamental weakness in the credit quality of the issuer or underlying
assets.
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5.     NET INCOME PER SHARE
The Company presents both basic and diluted earnings per share (“EPS”) amounts. Basic EPS is calculated by dividing
net income by the weighted average number of common shares outstanding during the period presented. Diluted EPS
amounts are based upon the weighted average number of common and common equivalent shares outstanding during
the period presented. There were no dilutive shares outstanding for the three month periods ended March 31, 2013 or
March 31, 2012.
6.     INCOME TAXES
The Company accounts for income taxes in accordance with FASB’s Codification topic, Income Taxes. Deferred
income taxes arise from the temporary differences in the recognition of income and expenses for tax purposes. A
valuation allowance is established when the Company believes that it is more likely than not that some portion of its
deferred tax assets will not be realized. Deferred tax assets and liabilities are comprised of the following at March 31,
2013 and December 31, 2012:

March 31,
2013

December 31,
2012

Deferred tax assets:
Accounts receivable $832,377 $696,672
Accrued vacation 1,454,417 1,367,381
Stock-based compensation 487,754 351,850
Accrued liabilities 456,576 432,707
Total deferred tax assets $3,231,124 $2,848,610
Deferred tax liabilities:
Other comprehensive income $19,211 $16,974
Depreciation 2,344,184 2,544,199
Total deferred tax liabilities $2,363,395 $2,561,173
Significant components of the Company’s income tax provision in the Condensed Consolidated Statements of Income
for the three months ended March 31 are as follows:

2013 2012
Current provision:
Federal $3,234,923 $3,071,416
State 649,366 657,411
Deferred provision:
Federal (522,782 ) (194,023 )
State (59,747 ) (25,339 )
Total income tax provision $3,301,760 $3,509,465
The difference between income taxes at the U. S. federal statutory income tax rate of 35% and those reported in the
Condensed Consolidated Statements of Income for the three months ended March 31 is as follows:

2013 2012
Income taxes at U. S. Federal statutory rate $3,585,919 $3,205,480
State income tax, net of federal tax effect 357,261 405,143
Domestic production activities deduction (353,563 ) (128,690 )
Tax credits (421,467 ) —
Other 133,610 27,532
Total income tax provision $3,301,760 $3,509,465
The Company had unrecognized tax benefits of $850,072 related to uncertain tax positions as of March 31, 2013
under the provisions of FASB Codification topic, Income Taxes, which is recorded in other accrued liabilities on the
Condensed
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Consolidated Balance Sheet. No accrued interest or penalties for such positions is recorded. The federal returns for the
tax years 2004, 2005, and 2006 are currently under examination by the Internal Revenue Service, primarily in relation
to research credits claimed on those returns by the Company. The federal returns for tax years 2007 through 2011
remain open to examination, and the tax years 2006 through 2011 remain open to examination by other taxing
jurisdictions to which the Company is subject.
7.     STOCK-BASED COMPENSATION AND EMPLOYEE INCENTIVE PROGRAMS
Stock-based compensation cost is measured at the grant date based on the fair value of the award, and is recognized as
an expense over the employee’s or non-employee director’s requisite service period.
The following table shows total stock-based compensation expense for the three months ended March 31, 2013 and
2012, included in the Condensed Consolidated Statements of Income:

Three Months Ended
March 31,
2013

March 31,
2012

Costs of sales $114,999 $114,999
Operating expenses 233,474 190,002
Pre-tax stock-based compensation expense 348,473 305,001
Less: income tax effect 135,904 118,950
Net stock-based compensation expense $212,569 $186,051
2005 Restricted Stock Plan
On April 18, 2011, the Compensation Committee of the Board of Directors approved the grant of a total of 100,346
shares of restricted stock, effective April 18, 2011, to certain executive officers of the Company. The grant date fair
value was $60.79 per share. Under the terms of the restricted stock award agreements with the executive officers, the
shares of restricted stock are scheduled to vest in five equal annual installments commencing on April 18, 2012 and
each April 18 thereafter, assuming that the recipient of the award continues to serve as an executive officer of the
Company on each applicable vesting date. Compensation expense for this grant will be recognized on a straight-line
basis over five years.
On October 31, 2012, the Compensation Committee of the Board of Directors approved the grant of a total of 12,292
shares of restricted stock, effective October 31, 2012, to two executive officers of the Company. The grant date fair
value was $48.81 per share. Under the terms of the restricted stock award agreements with the executive officers, the
shares of restricted stock are scheduled to vest in five equal annual installments commencing on October 31, 2013 and
each October 31 thereafter, assuming that the recipient of the award continues to serve as an executive officer of the
Company on each applicable vesting date. Compensation expense for this grant will be recognized on a straight-line
basis over five years.
2012 Restricted Stock Plan for Non-Employee Directors
On June 18, 2012, the Compensation Committee of the Board of Directors approved the grant of 2,160 shares of
restricted stock, effective June 18, 2012, to the five non-employee directors of the Company under the Company’s
2012 Restricted Stock Plan for Non-Employee Directors. The grant date fair value was $55.55 per share. Under the
terms of the restricted stock award agreements with the non-employee directors, the shares of restricted stock are
scheduled to vest on the third anniversary of the date of grant, assuming that the recipient of the grant continues to
serve as a director of the Company on the vesting date. Compensation expense for this grant will be recognized on a
straight-line basis over three years.
On March 4, 2013, the Compensation Committee of the Board of Directors approved the grant of a total of 2,390
shares of restricted stock, effective March 4, 2013, to the five non-employee directors of the Company under the
Company's 2012 Restricted Stock Plan for Non-Employee Directors. The grant date fair value was $52.32 per share.
Under the terms of the restricted stock award agreements with the non-employee directors, the shares of restricted
stock are scheduled to vest on the third anniversary of the date of grant, assuming that the recipient of the grant
continues to serve as a director of the Company on the vesting date. Compensation expense for this grant will be
recognized on a straight-line basis over three years.
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A summary of activity under the 2005 Restricted Stock Plan and the 2012 Restricted Stock Plan for Non-Employee
Directors (the “Plans”) for the three-month periods ended March 31, 2013 and 2012 is as follows:

Three Months Ended March 31,
2013

Three Months Ended March 31,
2012

Shares
Weighted-Average
Grant-Date
Fair Value

Shares
Weighted-Average
Grant-Date
Fair Value

Nonvested stock outstanding at beginning of
period 94,729 $ 59.12 100,346 $ 60.79

Granted 2,390 52.32 — —
Vested — — — —
Nonvested stock outstanding at end of period 97,119 $ 58.95 100,346 $ 60.79
As of March 31, 2013, there was $4,474,394 of unrecognized compensation cost related to non-vested restricted stock
granted under the Plans.
2013 Incentive Program
On March 4, 2013, the Board of Directors, upon the recommendation of the Compensation Committee, adopted a
short-term incentive program for 2013 for the executive officers of the Company, other than executive officers earning
any commission-based compensation (the “2013 Incentive Program”). Under the 2013 Incentive Program, certain
executive officers of the Company were granted a short-term incentive cash bonus opportunity based on the
achievement of a specified level of financial performance, specifically the Company’s earnings before interest, income
taxes, depreciation and amortization (“EBITDA”) in 2013 (“2013 EBITDA”) compared to the Company’s EBITDA in
2012 (“2012 EBITDA”).
Participants in the 2013 Incentive Program will receive 100% of their target award amount if the Company’s 2013
EBITDA is 105% of 2012 EBITDA, 75% of the target award amount if the Company achieves a minimum threshold
level of performance (2013 EBITDA reaching 95% of 2012 EBITDA), and a maximum of 150% of the target award
amount for a maximum level of performance (2013 EBITDA equaling or exceeding 130% of 2012 EBITDA). No
payments are to be made for performance below the specified threshold amount. Payouts between the threshold and
maximum are calculated by the Compensation Committee using the interpolation process described in the 2013
Incentive Program. The Compensation Committee may make adjustments to the terms and conditions of, and the
criteria included in, awards under the 2013 Incentive Program in recognition of unusual or nonrecurring events
affecting a participant or the Company, or the financial statements of the Company, or in certain other instances
specified in the 2013 Incentive Program.
Awards earned under the 2013 Incentive Program are to be paid solely in cash. In addition, awards pursuant to the
2013 Incentive Program are subject to recovery or adjustments by the Company in certain circumstances in which the
operating results on which payment was based are restated or otherwise adjusted or in the event that a participant’s
conduct is not in good faith and materially disrupts, damages, impairs or interferes with the business of the Company.
8.     FINANCING RECEIVABLES
The Company leases its information and patient care systems to certain healthcare providers under sales-type leases
expiring in various years through 2017. These receivables typically have terms from two to five years, bear interest at
various rates, and are usually collateralized by a security interest in the underlying assets. Since the Company has a
history of successfully collecting amounts due under the original payment terms of these extended payment
arrangements without making any concessions to its customers, the Company satisfies the requirement for revenue
recognition. The Company’s history with these types of extended payment term arrangements supports management’s
assertion that revenues are fixed and determinable and probable of collection.
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The components of these lease receivables were as follows on March 31, 2013 and December 31, 2012:

March 31,
2013

December 31,
2012

Total minimum lease payments receivable $9,727,854 $13,665,300
Less allowance for losses (1,045,351 ) (662,315 )
Less unearned income (750,545 ) (970,508 )
Lease receivables 7,931,958 12,032,477
Less current portion (3,169,931 ) (4,169,644 )
Amounts due after one year $4,762,027 $7,862,833
Future minimum lease payments to be received subsequent to March 31, 2013 are as follows:

2013 $3,672,239
2014 3,453,957
2015 2,006,944
2016 524,033
2017 70,681
Thereafter —

Total minimum lease payments to be received 9,727,854
Less unearned income (750,545 )

Net leases receivable $8,977,309

The Company has also sold information and patient care systems to certain healthcare providers under extended
payment terms. These receivables, included in the current portion of financing receivables, typically have expected
terms from 3 to 12 months. Total amounts receivable under these arrangements at March 31, 2013 and December 31,
2012 were $11,929,712 and $448,487, respectively.
Credit Quality of Financing Receivables and Allowance for Credit Losses
The following table is a roll-forward of the allowance for financing credit losses for the year ended December 31,
2012 and three months ended March 31, 2013:

Beginning
Balance Provision Charge-offs Recoveries Ending

Balance
December 31, 2012 $447,321 $214,994 $— $— $662,315
March 31, 2013 $662,315 $383,036 $— $— $1,045,351
The Company’s financing receivables are comprised of a single portfolio segment as the balances are all derived from
sales-type leasing arrangements within our target market of rural and community hospitals. The Company evaluates
the credit quality of its financing receivables based on a combination of factors, including, but not limited to, customer
collection experience, economic conditions, the customer’s financial condition, and known risk characteristics
impacting the respective customer base of rural and community hospitals, the most notable of which relate to enacted
and potential changes in Medicare and Medicaid reimbursement rates as rural and community hospitals typically
generate a significant portion of their revenues and related cash flows from beneficiaries of these programs. In
addition to specific account identification, the Company utilizes historical collection experience to establish the
allowance for credit losses. Financing receivables are written off only after the Company has exhausted all collection
efforts. The Company has been successful collecting its financing receivables and considers the credit quality of such
arrangements to be good, especially as the underlying assets act as collateral for the receivables.
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Customer payments are considered past due if a scheduled payment is not received within contractually agreed upon
terms. To facilitate customer collection and credit monitoring efforts, financing receivables amounts are invoiced and
reclassified to trade accounts receivable when they become due, with all invoiced amounts placed on nonaccrual
status. As a result, all past due amounts related to the Company’s financing receivables are included in trade accounts
receivable in the accompanying Condensed Consolidated Balance Sheets. The following is an analysis of the age of
financing receivables amounts that have been reclassified to trade accounts receivable and were past due as of
March 31, 2013 and December 31, 2012:

1 to 90 Days
Past Due

91 to 180 Days
Past Due

181 + Days
Past Due

Total
Past Due

March 31, 2013 $945,556 $347,716 $488,500 $1,781,772
December 31, 2012 $1,108,108 $297,812 $301,896 $1,707,816
From time to time, the Company may agree to alternative payment terms outside of the terms of the original financing
receivable agreement due to customer difficulties in achieving the original terms. In general, such alternative payment
arrangements do not result in a re-aging of the related receivables. Rather, payments pursuant to any alternative
payment arrangements are applied to the already outstanding invoices beginning with the oldest outstanding invoices
as the payments are received.
Because amounts are reclassified to trade accounts receivable when they become due, there are no past due amounts
included within the financing receivables or the financing receivables, current portion, net amounts in the
accompanying Condensed Consolidated Balance Sheets.
The Company utilizes an aging of trade accounts receivable as the primary credit quality indicator for its financing
receivables, which is facilitated by the reclassification of customer payment amounts to trade accounts receivable
when they become due. The table below categorizes customer financing receivable balances, none of which are
considered past due, based on the age of the oldest payment outstanding that has been reclassified to trade accounts
receivable:

March 31,
2013

December 31,
2012

Customer balances with amounts reclassified to trade accounts receivable that are:
1 to 90 Days Past Due $6,975,222 $7,337,602
91 to 180 Days Past Due 50,824 1,028,235
181 + Days Past Due 806,349 252,770
Total customer balances with past due amounts reclassified to trade accounts
receivable $7,832,395 $8,618,607

Total customer balances with no past due amounts reclassified to trade accounts
receivable 1,144,914 4,076,185

Total financing receivables with contractual maturities of one year or less 11,929,712 448,487
Less allowance for losses (1,045,351 ) (662,315 )
Total financing receivables $19,861,670 $12,480,964
First Generation Meaningful Use Installment Plans
During 2012, the Company entered into multiple customer license agreements with payment terms requiring the
customer to remit to the Company incentive payments (not to exceed the remaining balance of the contract price)
received under the American Recovery and Reinvestment Act of 2009 (“ARRA”) for adoption of qualifying electronic
health records (“EHRs”), with only nominal payment amounts required until the customer’s receipt of such incentive
payments. If no such incentive payments are received by the customer or if such payments are not sufficient to pay the
remaining balance under the arrangement, payments continue at contracted nominal amounts until the balance of the
contract price is paid in full. Because of the significant difference in the underlying economics of these arrangements
compared to our historical financing receivables, management has determined that these arrangements are not
comparable to historical arrangements. In accordance with the Software topic and Revenue Recognition subtopic of
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Anticipated future cash flows from these 2012 licensing arrangements are excluded from the Company’s financing
receivables and deferred revenue in the accompanying Condensed Consolidated Balance Sheets. Direct, incremental
costs in the amount of $475,714, included as a component of
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prepaid expenses and other in the accompanying Condensed Consolidated Balance Sheets, have been capitalized as of
March 31, 2013 related to these arrangements.
9.     COMMITMENTS AND CONTINGENCIES
From time to time, the Company is involved in routine litigation that arises in the ordinary course of business.
Management does not expect this to have a material adverse effect on the Company’s financial statements.
10.     FAIR VALUE
FASB Codification topic, Fair Value Measurements and Disclosures, establishes a framework for measuring fair value
and expands financial statement disclosures about fair value measurements. Fair value is the price that would be
received to sell an asset or paid to transfer a liability (an exit price) in the principal or most advantageous market for
the asset or liability in an orderly transaction between market participants at the measurement date. The Codification
does not require any new fair value measurements, but rather applies to all other accounting pronouncements that
require or permit fair value measurements. The Codification requires that assets and liabilities carried at fair value be
classified and disclosed in one of the following three categories:
Level 1: Quoted market prices in active markets for identical assets or liabilities.
Level 2: Observable market-based inputs or unobservable inputs that are corroborated by market data.
Level 3: Unobservable inputs that are not corroborated by market data.
The fair values of the Company’s available-for-sale securities are based on matrix pricing for the periods ended
March 31, 2013 and December 31, 2012, which uses observable market-based inputs (such as benchmark yields) in
addition to quoted prices in active markets to derive fair values. As a result, these inputs are classified as Level 2
within the fair value hierarchy. We generally apply fair value techniques on a non-recurring basis associated with
(1) valuing potential impairment loss related to financing receivables accounted for pursuant to Codification topic,
Leases, and (2) valuing potential impairment loss related to long-lived assets accounted for pursuant to Codification
topic, Property, Plant and Equipment, when events or circumstances indicate a possible impairment.
The following tables summarize the carrying amounts and fair values of certain assets and liabilities at March 31,
2013 and December 31, 2012:

Fair Value at March 31, 2013 Using
Quoted Prices in

Carrying Active Markets
for Significant Other Significant

Amount at Identical Assets Observable
Inputs

Unobservable
Inputs

3/31/2013 (Level 1) (Level 2) (Level 3)
Description
Available-for-sale securities
Short-term investments (cash and accrued
income) $1,914,417 $— $1,914,417 $—

Mortgage backed securities 93,699 — 93,699 —
Obligations of U.S. Treasury, U.S.
government corporations and agencies 1,679,252 — 1,679,252 —

Corporate bonds 7,002,692 — 7,002,692 —
Total available-for-sale securities $10,690,060 $— $10,690,060 $—
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Fair Value at December 31, 2012 Using
Quoted Prices in

Carrying Active Markets
for Significant Other Significant

Amount at Identical Assets Observable
Inputs

Unobservable
Inputs

12/31/2012 (Level 1) (Level 2) (Level 3)
Description
Available-for-sale securities
Short-term investments (cash and accrued
income) $449,420 $— $449,420 $—

Mortgage backed securities 95,604 — 95,604 —
Obligations of U.S. Treasury, U.S.
government corporations and agencies 2,381,779 — 2,381,779 —

Corporate bonds 7,747,806 — 7,747,806 —
Total available-for-sale securities $10,674,609 $— $10,674,609 $—
Accrued income in the above tables represents earnings due and payable to our investment portfolio at any point in
time but not yet received.
The carrying amount of other financial instruments reported in the balance sheet for current assets and current
liabilities approximate their fair values because of the short-term nature of these instruments.
11.     RECENT ACCOUNTING PRONOUNCEMENTS
New Accounting Standards Adopted in 2013
There were no new standards required to be adopted during the three months ended March 31, 2013 that will have a
material impact on our financial statements.
New Accounting Standards Yet to be Adopted
There are no new standards required to be adopted in future periods that will have a material impact on our financial
statements.
12.     SUBSEQUENT EVENTS
On April 22, 2013, the Company announced a dividend for the second quarter of 2013 in the amount of $0.51 per
share, payable on May 24, 2013, to stockholders of record as of the close of business on May 9, 2013.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
You should read the following discussion and analysis of our financial condition and results of operations together
with the unaudited financial statements and related notes appearing elsewhere herein.
This discussion and analysis contains forward-looking statements within the meaning of the “safe harbor” provisions of
the Private Securities Litigation Reform Act of 1995. These forward-looking statements can be identified generally by
the use of forward-looking terminology and words such as “expects,” “anticipates,” “estimates,” “believes,” “predicts,” “intends,”
“plans,” “potential,” “may,” “continue,” “should,” “will” and words of comparable meaning. Without limiting the generality of the
preceding statement, all statements in this report relating to estimated and projected earnings, margins, costs,
expenditures, cash flows, growth rates and future financial results are forward-looking statements. We caution
investors that any such forward-looking statements are only predictions and are not guarantees of future performance.
Certain risks, uncertainties and other factors may cause actual results to differ materially from those projected in the
forward-looking statements. Such factors may include:
•overall business and economic conditions affecting the healthcare industry;
•government regulation of the healthcare and health insurance industries;

•government regulation of our products and customers, including changes in healthcare policy affecting Medicare and
Medicaid reimbursement rates and qualifying technological standards;

•potential effects of the federal health care reform legislation enacted in 2010, and implementing regulations, on the
businesses of our hospital customers;

•funding uncertainties associated with, and potential expenditures required by, the American Recovery and
Reinvestment Act of 2009 in connection with the adoption of electronic health records;
•saturation of our target market and hospital consolidations;
•changes in customer purchasing priorities, capital expenditures and demand for information technology systems;
•competition with companies that have greater financial, technical and marketing resources than we have;
•failure to develop new technology and products in response to market demands;
•fluctuations in quarterly financial performance due to, among other factors, timing of customer installations;
•failure of our products to function properly resulting in claims for medical losses;
•changes in accounting principles generally accepted in the United States of America;
•breaches of security and viruses in our systems resulting in customer claims against us and harm to our reputation;
•potential intellectual property claims against us;

•general economic conditions, including changes in the financial and credit markets that may affect the availability and
cost of credit to us or our customers; and
•interruptions in our power supply and/or telecommunications capabilities.
Additional information concerning these and other factors which could cause differences between forward-looking
statements and future actual results is discussed under the heading “Risk Factors” in our Annual Report on Form 10-K
for the year ended December 31, 2012, as filed with the Securities and Exchange Commission.
Background
CPSI was founded in 1979 and specializes in delivering comprehensive healthcare information systems and related
services to rural and community hospitals. Our systems and services are designed to support the primary functional
areas of a hospital and to enhance access to necessary financial and clinical information. Our comprehensive system
enables healthcare providers to improve clinical, financial and administrative outcomes. Our products and services
provide solutions in key areas, including patient management, financial management, patient care and clinical,
enterprise and office automation. In addition to
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servicing small- to medium-sized hospitals, we provide information technology services to other related entities in the
healthcare industry, such as nursing homes, home health agencies and physician clinics.
We sell a fully integrated, enterprise-wide financial and clinical hospital information system comprised of all
necessary software, hardware, peripherals, forms and office supplies, together with comprehensive customer service
and support. We also offer business management, consulting and managed information technology ("IT") services,
including electronic billing submissions, patient statement processing and accounts receivable management, as part of
our overall information system solution. We believe that as our customer base grows, the demand for our business
management, consulting and managed IT services will also continue to grow, supporting further increases in recurring
revenues.
Our system currently is installed and operating in over 650 hospitals in 45 states and the District of Columbia. Our
customers consist of community hospitals with 300 or fewer beds, with hospitals having 100 or fewer acute care beds
comprising approximately 94% of our customers.
Management Overview
Historically we have primarily sought revenue growth through sales of healthcare information technology systems and
related services to existing and new customers within our historic target market. Our strategy has produced consistent
revenue growth over the long-term, as reflected in five- and ten-year compounded annual growth rates in revenues of
approximately 10.8% and 9.5%, respectively, as of the end of our most recently completed fiscal year. Selling new
and additional products and services to our existing customer base is an important part of CPSI’s future revenue
growth. We believe that as our customer base grows, the demand for additional products and services, including
business management services, will also continue to grow, supporting further increases in recurring revenues. We also
expect to drive revenue growth from new product development that we may generate from our research and
development activities.
In January 2013, we announced the formation of TruBridge, LLC ("TruBridge"), a wholly-owned subsidiary of CPSI.
TruBridge provides the business management, consulting and managed IT services that historically had been provided
by CPSI, with the expectation of expanding both our service offerings and our footprint in this particular marketplace
in the future. We expect this strategic initiative to allow us to more fully take advantage of the market opportunities in
providing such services by facilitating the expansion of our target market to include the entire rural and community
hospital market, no longer limiting the market for our services to hospitals where CPSI already serves as the primary
IT vendor.
In addition to revenue growth, our business model is focused on earnings growth. Once a hospital has installed our
system, we continue to provide support and maintenance services to the customer on an ongoing basis. These services
are typically provided by the same personnel who perform our system installations but at a reduced cost to us, and
therefore at an increased gross margin. We also look to increase margins through cost containment measures where
appropriate.
As a result of the recent economic recession, continued economic uncertainty and tightened lending standards,
hospitals have experienced reduced availability of third party credit and an overall reduction in their investment
portfolios. In addition, healthcare organizations with a large dependency on Medicare and Medicaid populations, such
as community-based hospitals, have been impacted by the challenging financial condition of the federal government
and many state governments and government programs. Accordingly, we recognize that prospective hospital
customers often do not have the necessary capital to make investments in information technology. Additionally, in
response to these challenges, hospitals have become more selective regarding where they invest capital, resulting in a
focus on strategic spending that generates a return on their investment. Despite the current economic environment, we
believe healthcare information technology is often viewed as more strategic to hospitals than other possible purchases
because the technology offers the possibility of a quick return on investment. Information technology also plays an
important role in healthcare by improving safety and efficiency and reducing cost. Additionally, we believe most
hospitals recognize that they must invest in healthcare information technology to meet current and future regulatory,
compliance and government reimbursement requirements.
Over the past five years, we have experienced an increase in customers seeking financing arrangements from us for
system installations as a result of ongoing challenging economic conditions and tightened lending standards.
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Additionally, as our new system installation customer base expects significant future cash inflows in the form of EHR
incentive payments, we have experienced a significant demand for financing arrangements allowing new system
installation customers to minimize the near-term impact on their current cash resources. As a result, we have
experienced a significant increase in financing arrangements that allow customers to utilize anticipated cash inflows
under the EHR incentive programs in satisfaction of their payment obligations in purchasing our EHR solution. The
increased demand for financing arrangements has resulted in nearly all of our new system installation customers
seeking and receiving financing arrangements during the first quarter of 2013. Historically, we have made financing
arrangements available to customers on a case-by-case basis depending upon various aspects of the proposed contract
and customer attributes. These financing arrangements include short-term payment plans, longer-term lease financing
through us or third-party financing companies, and Software as a Service (SaaS) arrangements. We
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intend to continue to work with prospective customers to provide for financing arrangements to purchase our systems
so long as such arrangements do not adversely affect our financial position or liquidity. We believe that meeting the
financial needs of community-based hospitals while allowing for the profitable expansion of our footprint in this
market will remain both an opportunity and a challenge for us in the foreseeable future.
Despite the ongoing challenging economic conditions generally, including continued tightened lending standards, we
have not experienced a decline in demand for our products and services and our collections of receivables remain
consistent with historical trends.
American Recovery and Reinvestment Act of 2009
While the ongoing challenging economic conditions and tightened lending standards have impacted and could
continue to impact the rural and community hospitals that comprise our target market, we believe that the American
Recovery and Reinvestment Act of 2009 (the "ARRA") has increased and will continue to increase demand for
healthcare information technology and will have a positive impact on our business prospects through 2015. The
ARRA includes more than $19 billion in funding to aid healthcare organizations in modernizing their operations
through the acquisition and wide-spread use of healthcare information technology. Included in the funding is
approximately $17.2 billion in incentives through Medicare and Medicaid reimbursement systems to encourage and
assist healthcare providers in adopting and using electronic health records ("EHR"). These incentive payments began
in 2011, but if an eligible healthcare provider does not begin to demonstrate meaningful use of EHRs by October 1,
2015, then reimbursement under Medicare will begin to be reduced. Our hospital customers began receiving these
incentive payments under the ARRA in 2011. As of May 3, 2013, approximately 281 of our hospital customers had
received payments for EHR adoption totaling more than $296 million.
We have been focused on ensuring that we take the necessary steps to meet the needs of rural and community
hospitals to help them gain access to the incentives made available under the ARRA. Primary among those steps is
ensuring that our technology meets the ARRA’s EHR certification requirements. During 2010, both our hospital and
medical practice EHR solutions were certified as a complete EHR by CCHIT®. Receiving this certification for both
our hospital and medical practice EHR products ensures that both hospitals and providers using our EHR systems can
attain “meaningful use” of EHRs and qualify for certain EHR incentives. According to data reported by the Office of the
National Coordinator for Health Information Technology, along with the Centers for Medicare and Medicaid Services,
as of January 2013 CPSI is second among all vendors in terms of successful hospital customer attestations for
complete EHR systems. As a result of our obtaining the CCHIT® certification and our track record with our hospital
customers successfully achieving meaningful use, the ARRA has had and should continue to have a positive impact
on our business and the businesses of the rural and community hospitals that comprise our target market.
Health Care Reform
In March 2010, President Obama signed into law the Patient Protection and Affordable Care Act and the Health Care
and Education Reconciliation Act of 2010, collectively referred to as the “Health Reform Laws.” This sweeping
legislation implements changes to the healthcare and health insurance industries from 2010 through 2015, with the
ultimate goal of requiring substantially all U.S. citizens and legal residents to have qualifying health insurance
coverage by 2014 and providing the means by which it will be made available to them. We anticipate that the Health
Reform Laws will have little direct impact on our internal operation but may have a significant impact on the
businesses of our hospital customers once fully in effect. We have not been able to determine at this point whether the
impact will be positive, negative or neutral; however, it is likely that the Health Reform Laws will affect hospitals
differently depending upon the populations they service. Rural and community hospitals typically service higher
uninsured populations than larger urban hospitals and rely more heavily on Medicare and Medicaid for
reimbursement. It remains to be seen whether the increase in the insured populations for rural and community
hospitals, as well as the increase in Medicare and Medicaid reimbursements under ARRA for hospitals that implement
EHR technology, will be enough to offset cuts in Medicare and Medicaid reimbursements contained in the Health
Reform Laws.
We believe healthcare initiatives will continue during the foreseeable future. If adopted, some aspects of previously
proposed reforms, such as further reductions in Medicare and Medicaid payments, could adversely affect the
businesses of our customers and thereby harm our business.
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Deficit Reduction/Sequestration
President Obama signed legislation on August 2, 2011, the Budget Control Act of 2011, to increase the U.S. debt
ceiling. This legislation mandates significant cuts in federal spending over the next decade, as the special bipartisan
Congressional committee appointed under the legislation failed to take any action on deficit reduction. Although
Medicaid is specifically exempted from the federal spending cuts mandated by the legislation, it calls for a reduction
of up to 2% in federal Medicare spending, all of which will be achieved by reduced reimbursements to healthcare
providers. With the passage of the American

21

Edgar Filing: COMPUTER PROGRAMS & SYSTEMS INC - Form 10-Q

29



Table of Contents

Taxpayer Relief Act of 2012, the reduced reimbursements provided for under the Budget Control Act took effect
starting on March 1, 2013. As our hospital customers rely heavily on reimbursements from Medicare to fund their
operations, the anticipated reduction in reimbursement rates, although capped at 2%, could negatively affect the
businesses of our customers and our business.
As the federal government seeks in the future to further limit deficit spending due to fiscal restraints, it will likely
continue to cut entitlement spending programs such as Medicare and Medicaid matching grants which will place
further cost pressures on hospitals and other healthcare providers. Furthermore, federal and state budget shortfalls
could lead to potential reductions in funding for Medicare and Medicaid. Reductions in reimbursements from
Medicare and Medicaid could lead to hospitals postponing expenditures on information technology.
Results of Operations
During the three months ended March 31, 2013, we generated revenues of $49.5 million from the sale of our products
and services, as compared to $44.5 million in the three months ended March 31, 2012, an increase of 11.4%. We
installed our core financial and patient accounting system in seven new hospitals in the first three months of 2013
compared to nine in the first three months of 2012. Additionally, our expanding customer base resulted in continued
growth in support and maintenance revenues and business management, consulting and managed IT services
revenues. Our net income for the three months ended March 31, 2013 increased 22.9% from the first three months of
2012, while cash flow from operations decreased 35.4%, primarily as a result of increases in our financing
receivables.
As mentioned above, our operations have been significantly affected by the ARRA. “Meaningful use” of EHR under the
ARRA refers to a set of 15 criteria that medical providers must meet in order to prove that they are using their EHR as
an effective tool in their practice, plus 10 additional a la carte menu items, of which the medical provider must
demonstrate it is using five. In total, each provider must satisfy 20 meaningful use criteria to qualify for stimulus
payments under the ARRA during the first stage of the EHR incentive program.
Meaningful use is measured in three stages over five years. Each stage represents a level of adoption of EHR. To
qualify for stimulus payments for each stage, the provider is required to report compliance for a consecutive 90-day
period during the calendar year. The dollar amount of stimulus payments during stage one of the EHR incentive
program is scheduled to begin decreasing in 2013. Final rules governing stage two of the EHR incentive program were
published in September 2012, and specify that the earliest the stage two criteria will be effective is in fiscal year 2014
for eligible hospitals and critical access hospitals. Due to the deadlines associated with the 90-day compliance
requirement, our results have become and will remain uneven during the term of the ARRA program, with system
sales activity relating to ARRA likely being higher in the first two quarters of our fiscal year and lower in the last two
quarters of our fiscal year. However, based on factors such as those presented below, the recognition of revenue may
not be in a pattern consistent with changes in system sales activity.
During 2012, we included language in certain of our customer license agreements that more evenly matched
customers’ anticipated cash inflows under the EHR incentive program with the necessary cash outflows for purchasing
our EHR solution (“First Generation Meaningful Use Installment Plans”, previously referred to as "Extended
Meaningful Use Installment Plans" in our prior filings with the Securities and Exchange Commission). Under these
arrangements, a customer is required to remit to us incentive payments (not to exceed the remaining balance under the
arrangement) received for adoption of qualifying EHRs upon receipt of such funds, with only nominal payments
required until the customer’s receipt of such incentive payments. If no such incentive payments are received by the
customer or if such payments are not sufficient to pay the remaining balance under the arrangement, payments
continue at contracted nominal amounts until the balance of the contract price is paid in full. EHR incentive payments
aside, these nominal payment amounts would result in the overall duration of the payment periods significantly
exceeding that of our historical financing arrangements. As a result, revenue from these arrangements is recognized as
the amounts become due. As of March 31, 2013, we have accumulated unrecognized revenue of $5.2 million to be
recognized as the amounts become due under these contracts. Of the customers contributing to the $5.2 million in
accumulated unrecognized revenue as of March 31, 2013, approximately one-third have attested to stage one of
meaningful use as of May 3, 2013, with each of those customers attesting to stage one having already received related
Medicaid incentive payments. Medicare payments, which are typically significantly larger than the related Medicaid
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payments, are still pending for most of these customers. Our experience suggests an average time from successful
attestation in stage one to receipt of funds from Medicare under the EHR incentive program of approximately six
weeks. Overall with respect to these contracts, we typically experience a timeframe of 6 to 12 months from the date of
installation to receipt of funds under the EHR incentive program. The final new system installation under a First
Generation Meaningful Use Installment Plan was performed during the fourth quarter of 2012, and the Company does
not expect to offer such payment terms going forward. As a result, aside from the anticipated recognition of the $5.2
million of accumulated unrecognized revenue as of March 31, 2013, we do not expect First Generation Meaningful
Use Installment Plans to have a significant impact on our future financial statements.
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Beginning in the fourth quarter of 2012, we ceased offering First Generation Meaningful Use Installment Plans to our
customers, opting instead for license agreements with payment terms that provide us with greater visibility into and
control over the customer's meaningful use attestation process and significantly reducing the maximum timeframe
over which customers must satisfy their full payment obligations in purchasing our system (“Second Generation
Meaningful Use Installment Plans”). As the overall payment period durations of the Second Generation Meaningful
Use Installment Plans are consistent with that of our historical system sale financing arrangements, revenues under the
Second Generation Meaningful Use Installment Plans are recognized upon installation of our EHR solution. Nearly all
of our new system installations during the three months ended March 31, 2013 have been under Second Generation
Meaningful Use Installment Plans, resulting in a significant increase in our financing receivables balances from
December 31, 2012 to March 31, 2013. We expect the trend towards increased financing arrangements (predominantly
through Second Generation Meaningful Use Installment Plans) to continue for the next few years.
The following table sets forth certain items included in our results of operations for the three months ended March 31,
2013 and 2012, expressed as a percentage of our total revenues for these periods (dollar amounts in thousands):

Three Months Ended March 31,
2013 2012
Amount % Sales Amount % Sales

INCOME DATA:
Sales revenues:
System sales $20,722 41.8 % $17,075 38.4 %
Support and maintenance (1) 17,677 35.7 % 16,666 37.5 %
Business management, consulting and managed IT services (1) 11,150 22.5 % 10,749 24.2 %
Total sales revenues 49,549 100.0 % 44,490
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