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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)

x Quarterly Report Pursuant To Section 13 Or 15(d) Of The Securities Exchange Act Of 1934

FOR THE QUARTERLY PERIOD ENDED MARCH 31, 2006

Or

¨ 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: 001-32283

QUADRAMED CORPORATION
(Exact Name of Registrant as Specified in Its Charter)
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DELAWARE 52-1992861
(State or Other Jurisdiction of
Incorporation or Organization)

(IRS Employer
Identification No.)

12110 SUNSET HILLS ROAD, SUITE 600,
RESTON, VIRGINIA 20190

(Address of Principal Executive Offices) (Zip Code)

(703) 709-2300

(Registrant�s Telephone Number, Including Area Code)

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  x    No  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
�accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer  ¨ Accelerated filer  ¨ Non-accelerated filer  x

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).    Yes  ¨    No  x

As of April 26, 2006, there were 41,787,777 shares of the Registrant�s common stock outstanding, par value $0.01.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

QUADRAMED CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except per share amounts)

(unaudited)

March 31,
2006

December 31,
2005

ASSETS
Current assets
Cash and cash equivalents $ 36,786 $ 33,042
Accounts receivable, net of allowance for doubtful accounts of $4,404 and $4,177, respectively 27,743 27,089
Unbilled and other receivables 3,720 3,387
Notes and other receivables, net of allowance for doubtful accounts of $715 and $715, respectively 308 50
Prepaid expenses and other current assets 10,661 11,734

Total current assets 79,218 75,302

Restricted cash 2,311 2,391
Property and equipment, net of accumulated depreciation and amortization of $19,564, and $19,052,
respectively 3,414 3,737
Capitalized software development costs, net of accumulated amortization of $12,776, and $12,562,
respectively 267 481
Goodwill 25,983 25,983
Other intangible assets, net of accumulated amortization of $24,737 and $23,343, respectively 5,749 7,143
Other long-term assets 4,492 4,859

Total assets $ 121,434 $ 119,896

LIABILITIES AND STOCKHOLDERS� EQUITY

Current liabilities
Accounts payable and accrued expenses $ 3,380 $ 3,551
Accrued payroll and related 5,900 7,422
Other accrued liabilities 8,205 10,114
Dividends payable 7,779 9,054
Deferred revenue 60,415 52,169

Total current liabilities 85,679 82,310

Accrued exit cost of facility closing 3,216 3,613
Other long-term liabilities 2,907 2,781
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Total liabilities 91,802 88,704

Stockholders� equity
Preferred stock, $0.01 par, 5,000 shares authorized; 4,000 shares issued and outstanding 89,470 88,231
Common stock, $0.01 par, 150,000 shares authorized; 41,441 and 41,245 shares issued and outstanding,
including 457 and 457 shares of treasury stock, respectively 419 417
Shares held in treasury (5) (5)
Additional paid-in-capital 302,936 302,324
Accumulated other comprehensive loss (114) (89)
Accumulated deficit (363,074) (359,686)

Total stockholders� equity 29,632 31,192

Total liabilities and stockholders� equity $ 121,434 $ 119,896

The accompanying notes are an integral part of these condensed consolidated financial statements.
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QUADRAMED CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share amounts)

(unaudited)

Three months ended,
March 31,

2006 2005

Revenue
Services $ 2,915 $ 3,077
Maintenance 13,562 13,410
Installation and other 2,872 2,696

Services and other revenue 19,349 19,183

Licenses 9,182 10,352

Hardware 397 840

Total revenue 28,928 30,375

Cost of revenue
Cost of services and other revenue 7,462 7,319

Royalties and other 2,764 2,167
Amortization of acquired technology and capitalized software 995 1,035

Cost of license revenue 3,759 3,202
Cost of hardware revenue 363 965

Total cost of revenue 11,584 11,486

Gross margin 17,344 18,889

Operating expense
General and administration 6,622 6,110
Software development 8,114 7,717
Sales and marketing 3,491 4,072
Amortization of intangible assets and depreciation 1,123 1,591

Total operating expenses 19,350 19,490

Income (loss) from operations (2,006) (601)

Other income (expense)
Interest expense, includes non-cash charges of $119 and $165 (123) (169)
Interest income 366 101
Other income (expense), net 18 (154)
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Other income (expense) 261 (222)

Loss from continuing operations before income taxes $ (1,745) $ (823)
Provision for income taxes (98) (11)

Loss from continuing operations (1,843) (834)
Loss from discontinued operations �  (1,686)

Net Loss $ (1,843) $ (2,520)
Preferred stock accretion (1,239) (1,175)

Net loss attributable to common shareholders $ (3,082) $ (3,695)

Loss per share-basic and diluted
Continuing operations $ (0.07) $ (0.05)
Discontinued operations �  (0.04)

Net loss $ (0.07) $ (0.09)

Weighted average shares outstanding
Basic and diluted 41,319 40,219

The accompanying notes are an integral part of these condensed consolidated financial statements.
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QUADRAMED CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF

CHANGES IN STOCKHOLDERS� EQUITY AND COMPREHENSIVE LOSS

(in thousands)

(unaudited)

Preferred
Stock

Common
Stock

Treasury
Stock Additional

Paid-in
Capital

Accumulated
Other

Comprehensive
Loss

Accumulated
Deficit

Total
Stockholder�s

Equity

Other
Comprehensive

LossShares Amount Shares Amount Shares Amount

Balance, December 31, 2005 4,000 $ 88,231 41,702 $ 417 (457) $ (5) $ 302,324 $ (89) $ (359,686) $ 31,192 $ (8,699)

Issuance of common stock �  �  196 2 �  �  245 �  �  247 �  

Accretion of preferred stock �  1,239 �  �  �  �  �  �  (1,239) �  (1,239)

Dividends declared �  �  �  �  �  �  �  �  (250) (250) �  

Stock-based compensation
expense �  �  �  �  �  �  367 �  �  367 �  

Net unrealized loss on
available-for-sale securities �  �  �  �  �  �  �  (23) �  (23) (23)

Foreign currency translation �  �  �  �  �  �  �  (2) �  (2) (2)

Other �  �  �  �  �  �  �  �  (56) (56)

Net loss �  �  �  �  �  �  �  �  (1,843) (1,843) (1,843)

Balance, March 31, 2006 4,000 $ 89,470 41,898 $ 419 (457) $ (5) $ 302,936 $ (114) $ (363,074) $ 29,632 $ (3,107)

The accompanying notes are an integral part of these condensed consolidated financial statements.

5

Edgar Filing: QUADRAMED CORP - Form 10-Q

Table of Contents 8



Table of Contents

QUADRAMED CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

(unaudited)

Three months ended
March 31,

2006 2005

Cash flows from operating activities
Net loss attributable to common shareholders $ (3,082) $ (3,695)
Adjustments to reconcile net loss to net cash provided by (used in) operating activities:
Depreciation and amortization 2,196 2,808
Preferred stock accretion 1,239 1,175
Impairment and other charges for Financial Services Division �  914
Provision for bad debts and other 386 200
Stock-based compensation expense 367 734

Changes in assets and liabilities:
Accounts receivable (1,040) (10,442)
Prepaid expenses and other 850 1,878
Accounts payable and accrued liabilities (3,898) (4,954)
Deferred revenue 8,246 10,594

Cash provided by (used in) operating activities 5,264 (788)
Cash flows from investing activities
Proceeds from sale of assets and available-for-sale securities 9 (82)
Decrease in restricted cash 80 �  
Capital expenditures (231) (303)

Cash used in investing activities (142) (385)
Cash flows from financing activities
Proceeds from issuance of common stock and other 247 498
Payment of preferred stock dividends (1,625) (1,375)

Cash used in financing activities (1,378) (877)

Net increase (decrease) in cash and cash equivalents 3,744 (2,050)
Cash and cash equivalents, beginning of period 33,042 22,429

Cash and cash equivalents, end of period $ 36,786 $ 20,379

Supplemental disclosure of cash flow information
Cash paid for interest �  �  
Net cash paid for taxes 25 11

The accompanying notes are an integral part of these condensed consolidated financial statements.

Edgar Filing: QUADRAMED CORP - Form 10-Q

Table of Contents 9



6

Edgar Filing: QUADRAMED CORP - Form 10-Q

Table of Contents 10



Table of Contents

QUADRAMED CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

March 31, 2006

1. THE COMPANY

The business mission of QuadraMed Corporation along with our subsidiaries (�QuadraMed� or the �Company�) is to advance the success of
healthcare organizations through IT solutions that leverage quality care into positive financial outcomes. QuadraMed�s driving principles include:
maintaining long-term client relationships, building a culture of customer care, focusing on innovation as the key to success, and striving to
always deliver value. QuadraMed offers innovative, user-friendly software applications and support services designed and developed by the
healthcare professionals and software specialists we employ.

In the healthcare market, clinical information and quality measurements are becoming drivers of revenue management. Access management,
financial decision support, health information management (�HIM�) processes and systems combined with patient accounting systems are driving
revenue management improvements and the movement to new quality-based reimbursement models. As evolving reimbursement scenarios will
challenge hospitals to leverage quality of care into appropriate payment, we believe that clients committing to QuadraMed�s �Care-Based Revenue
Cycle� solutions will realize improved financial performance. QuadraMed�s goal is to assist our clients in attaining significant improvement in
hospital financial success by leveraging quality of care into positive financial outcomes through performance-based IT solutions. We seek to
accomplish this by delivering healthcare information technology products and services supporting the healthcare organizations� efforts to
improve the quality of the care they provide and the efficiency with which it is delivered.

Using QuadraMed�s end-to-end solutions which are designed to optimize the patient experience and leverage quality of care into payment, our
clients seek to receive the proper reimbursement, in the shortest time, at the lowest administrative cost. Our products are designed to eliminate
paper, improve processes, streamline efficiencies and decrease error through the effective management of patient clinical and financial records,
resulting in better patient safety. Healthcare organizations of varying size � from small single entity hospitals to large multi-facility care delivery
organizations, acute care hospitals, specialty hospitals, Veterans Health Administration facilities and associated/affiliated businesses such as
outpatient clinics, long-term care facilities and rehabilitation hospitals gain value from our solutions. Our products are sold as standalone,
bundled or fully integrated software packages.

We do business directly and through our subsidiaries, all of which are wholly owned and operated under common management. In December
2004, we announced the shutdown of the Financial Services Division; operations ceased to exist in February 2005. Accordingly, beginning in
2005, the Company considers itself to be in a single reporting segment, specifically the software segment. The prior year financial results of
these operating segments have been reclassified to conform to the current year presentation.

2. SIGNIFICANT ACCOUNTING POLICIES

Financial Statement Presentation
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These condensed consolidated financial statements are unaudited and have been prepared in conformity with generally accepted accounting
principles in the United States (�GAAP�) and pursuant to the rules and regulations of the Securities and Exchange Commission (�SEC�) regarding
interim financial reporting. Accordingly, they do not include all of the information and disclosures required by accounting principles generally
accepted in the United States for complete financial statements. We suggest that you read these interim financial statements in conjunction with
the consolidated financial statements, and the notes thereto, included in the Company�s Annual Report on Form 10-K for the year ended
December 31, 2005, filed on March 16, 2006. In the opinion of management, the condensed consolidated financial statements for the periods
presented herein include all normal
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and recurring adjustments that are necessary for a fair presentation of the results for these interim periods. The results of operations for the three
months ended March 31, 2006 are not necessarily indicative of the results for the entire year ending December 31, 2006.

Principles of Consolidation

These condensed consolidated financial statements, which include the accounts of QuadraMed and all significant business divisions and wholly
owned subsidiaries, have been prepared in conformity with (i) GAAP and (ii) the rules and regulations of the SEC. All significant intercompany
accounts and transactions between QuadraMed and its subsidiaries are eliminated in consolidation.

Use of Estimates in Preparation of Financial Statements

QuadraMed makes estimates, assumptions and judgments that affect the reported amounts of assets and liabilities, contingent assets and
liabilities, and revenues and expenses. Significant estimates and assumptions have been made regarding revenue recognition, the allowance for
doubtful accounts, contingencies, litigation, intangibles resulting from our purchase business combinations and other amounts. QuadraMed bases
its estimates and assumptions on historical experience and on various other assumptions which management believes to be reasonable under the
circumstances. Uncertainties inherent in these estimates include, among other things, significant estimates within percentage-of-completion
accounting. In addition, QuadraMed annually reviews its estimates related to the valuations of intangibles including acquired technology,
goodwill, customer lists, trademarks and other intangibles and capitalized software. Actual results may differ materially from these estimates and
assumptions.

Reclassifications

Certain reclassifications have been made to prior year balances to conform to the current year presentation.

Revenue Recognition

QuadraMed�s revenue is principally generated from three sources: (i) licensing arrangements, (ii) services and (iii) hardware.

The Company�s license revenue consists of fees for licenses of QuadraMed�s proprietary software, as well as third-party software. Cost of license
revenue primarily includes the costs of third-party software, royalties and amortization of acquired technology and capitalized software. The
Company�s services revenue consists of maintenance, software installation, customer training and consulting services related to our license
revenue. Cost of services consists primarily of salaries, benefits and allocated costs related to providing such services. Hardware revenue
includes third-party hardware used by our customers in connection with purchased software. Cost of hardware revenue consists of third-party
equipment and installation.
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QuadraMed markets its products through its direct sales force. The Company�s license agreements for such products do not provide for a right of
return, and historically, product returns have not been significant.

QuadraMed recognizes revenue on its software products in accordance with AICPA Statement of Position (�SOP�) 97-2, Software Revenue
Recognition, as amended; SOP 81-1, Accounting for Performance of Construction-Type and Certain Production-Type Contracts; and SEC Staff
Accounting Bulletin (�SAB�) 104, Revenue Recognition.

QuadraMed recognizes revenue when all of the following criteria are met: there is persuasive evidence of an arrangement; the product has been
delivered; we no longer have significant obligations with regard to implementation; the fee is fixed and determinable; and collectibility is
probable. Delivery is considered to have

8
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occurred when title and risk of loss have been transferred to the customer, which generally occurs when media containing the licensed programs
is provided to a common carrier. The Company considers all arrangements with payment terms extending beyond 180 days to be neither fixed
nor determinable. Revenue for arrangements with extended payment terms is recognized when the payments become due, provided all other
recognition criteria are satisfied. If collectibility is not considered probable, revenue is recognized when the fee is collected.

QuadraMed allocates revenue to each element in a multiple-element arrangement based on the element�s respective fair value, with the fair value
determined by the price charged when that element is sold separately. Specifically, QuadraMed determines the fair value of the maintenance
portion of the arrangement based on the price if sold separately and measured by the renewal rate offered to the customer. The professional
services portion of the arrangement is based on hourly rates which QuadraMed charges for these services when sold separately from software. If
evidence of fair value of all undelivered elements exists but evidence does not exist for one or more delivered elements, then revenue is
recognized using the residual method. Under the residual method, the fair value of the undelivered elements is deferred and the remaining
portion of the arrangement fee is recognized as revenue. The proportion of revenue recognized upon delivery varies from quarter-to-quarter
depending upon the mix of licensing arrangements, perpetual or term-based, and the determination of vendor-specific objective evidence
(�VSOE�) of fair value for undelivered elements. Many of our licensing arrangements include fixed implementation fees and do not allow us to
recognize license revenue until these services have been performed. We recognize revenue only after establishing that we have VSOE for all
undelivered elements.

Certain of the licenses are term or time-based licenses. QuadraMed recognizes revenue from these contracts ratably over the term of the
arrangement.

Contract accounting is applied where services include significant software modification, installation or customization. In such instances, the
services and license fees are accounted for in accordance with SOP 81-1, whereby the revenue is recognized, generally using the
percentage-of-completion method measured on labor input hours. If increases in projected costs-to-complete are sufficient to create a loss
contract, the entire estimated loss is charged to operations in the period the loss first becomes known. The complexity of the estimation process
and judgment related to the assumptions, risks and uncertainties inherent with the application of the percentage-of-completion method of
accounting can affect the amounts of revenue and related expenses reported in its consolidated financial statements.

Service revenues from software maintenance and support are recognized ratably over the maintenance term, which in most cases is one year.
Service revenues from training, consulting and other service elements are recognized as the services are performed.

Hardware revenue is generated primarily from transactions in which customers purchased bundled solutions that included the Company�s
software and third-party hardware. If the bundled solution includes services that provide significant modification, installation or customization,
contract accounting is applied in accordance with SOP 81-1, whereby the revenue is recognized, generally using the percentage-of-completion
method measured on labor input hours. Otherwise, hardware revenue is recognized when persuasive evidence of an arrangement exists, delivery
has occurred, the fee is fixed or determinable and collection is reasonably assured.

Deferred revenue includes amounts billed to or received from customers for which revenue has not been recognized. This generally results from
deferred maintenance, software installation, consulting and training services not yet rendered; license revenue is deferred until all revenue
requirements have been met or as services are performed. Additionally, there are term-based licenses for which revenues are recognized over the
term of the contract, which is generally one year. Unbilled receivables are established when revenue is deemed to be recognized based on
QuadraMed�s revenue recognition policy, but for which the Company does not have the right to bill the customer per the contract terms.
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Cash and Cash Equivalents

Cash and cash equivalents consist of highly liquid investments that are comprised principally of taxable, short-term certificates of deposit,
money market instruments and commercial paper with original maturities of three months or less at the time of purchase, and demand deposits
with financial institutions. These instruments carry insignificant interest rate risk because of their short-term maturities. Cash equivalents are
stated at amounts that approximate fair value based on quoted market prices.

Investments

QuadraMed considers its holdings of short-term and long-term securities, consisting primarily of fixed income securities, to be available-for-sale
securities. The difference between cost or amortized cost (cost adjusted for amortization of premiums and accretion of discounts that are
recognized as adjustments to interest income) and fair value, representing unrealized holdings gains or losses, net of the related tax effect, if any,
is recorded, until realized, as a separate component of stockholders� equity. Gains and losses on the sale of debt securities are determined on a
specific identification basis. Realized gains and losses are included in other income (expense) in the accompanying Consolidated Statements of
Operations.

Accounts Receivable and Allowance for Doubtful Accounts

Accounts receivable consist primarily of amounts due to QuadraMed from its normal business activities. QuadraMed provides an allowance for
doubtful accounts to reflect the expected non-collection of accounts receivable based on past collection history and specific identified risks.

Intangible Assets

QuadraMed�s acquisitions of other companies typically result in the acquisition of certain intangible assets and goodwill.

Goodwill. QuadraMed adopted Statement of Financial Accounting Standards (�SFAS�) No. 142, Goodwill and Other Intangible Assets, effective
for fiscal years beginning after December 15, 2001, and ceased amortization of goodwill as of January 1, 2002. Prior to this point, goodwill was
amortized using the straight-line method over its estimated useful life.

As of January 1, 2005 and 2006, QuadraMed reviewed the goodwill for impairment and determined that the fair values of the analyzed reporting
units exceeded the carrying values of the net assets. Accordingly, no indicators of impairment existed.

Capitalized Software. Software development costs are capitalized upon the establishment of technological feasibility, in accordance with SFAS
No. 86, Accounting for the Costs of Computer Software to be Sold, Leased, or Otherwise Marketed. Upon the general release of the product to
customers, development costs for that product are amortized over the greater of the ratio that current revenues bear to total and anticipated future
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revenues for the applicable product, or the straight-line method, generally five years. These amounts are charged to cost of licenses. No software
development costs were capitalized in 2006 or 2005.

Other Intangible Assets. Other intangible assets primarily relate to customer lists, acquired technology including developed and core technology
and trade names, and other intangible assets acquired in QuadraMed�s purchase business combinations. On an annual basis, QuadraMed reviews
its intangible assets for impairment based on estimated future undiscounted cash flows attributable to the assets in accordance with the
provisions of SFAS No. 144. In the event such cash flows are not expected to be sufficient to recover the recorded value of the assets, the assets
are written down to their net realizable values. Amortization of other intangible assets is computed on the basis of a 3-5 year life.
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3. RECENT ACCOUNTING PRONOUNCEMENTS

In December 2004, the FASB issued SFAS No. 123(R), Share-Based Payment, which is a revision of SFAS No. 123. SFAS No. 123(R) requires
all share-based payments to employees, including grants of employee stock options, to be recognized in the income statement based on their
grant-date fair values, using prescribed options-pricing models. We have adopted SFAS No. 123(R) for our fiscal year beginning January 1,
2006. See Note 10 � Stock-Based Compensation.

4. DISCONTINUED OPERATION � FINANCIAL SERVICES DIVISION AND EXIT COST OF FACILITY CLOSING

Financial Services Division

Due to increasing operating losses in our Financial Services Division (�FSD�), and the lack of a qualified buyer for the business, we announced the
shutdown of this division on December 15, 2004. The shutdown of this division was completed on February 14, 2005.

In the first quarter of 2005, we recorded an additional $1.7 million loss from discontinued operations in connection with the closing of FSD in
February. This loss included, among other things, severance costs and a $1.0 million charge related to the future lease obligations of the FSD�s
office in San Marcos, California.

The lease for this facility terminates in May 2008. Our annual cost under the lease is approximately $0.8 million. We have estimated the facility
closing costs based upon current market information available related to potential sublease rental income, sublease commission costs and the
length of time expected to secure a sublease. We continue to actively seek a qualified subtenant for the property, but to date have not been
successful.

The results of operations for the Financial Services Division as discussed above, are presented in the table below (in thousands):

For the Three Months Ended
March 31,

      2006            2005      

Revenues $ �  $ 223

Loss from operation     �  (772)
Exit cost of facility closing �  (1,032)
Other �  118

Total loss $ �  $ (1,686)
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Exit Cost of Facility Closing

During the fourth quarter of 2004, we vacated and closed our San Rafael, California facility as a result of the relocation of our headquarters to
Reston, Virginia. The San Rafael lease payments total approximately $4.9 million for each of the years 2006 through 2009, including the
Company�s share of common costs. The Company estimated its liability under its operating lease agreement, such estimate being reduced by the
estimated sublease rental income. The present value of the estimated liability was recorded as an accrued exit cost of facility closing. The lease
for this facility terminates in December 2009. We continue to actively seek a qualified subtenant for the property, but to date have not been
successful.

The following table sets forth a summary of the exit cost charges and accrued exit costs for both the San Marcos, California and San Rafael,
California facilities as of March 31, 2006 and 2005 (in thousands):

March 31,

2006 2005

Exit Costs for the San Rafael Facility:
Accrued exit cost of facility closing, beginning of period $ 4,217 $ 4,048
Payments made (245) (324)

Accrued exit cost of facility closing, end of period $ 3,972 $ 3,724

Exit Cost for the San Marcus Facility:
Accrued exit cost of facility closing, beginning of period $ 1,275 $ �  
Exit cost of facility closing, February 2005 1,032
Payments made (170) (162)

Accrued exit cost of facility closing, end of period $ 1,105 $ 870

Summary:
Accrued Exit Cost Liability
Short-term $ 1,861 $ 1,638
Long-term 3,216 2,956

Total $ 5,077 $ 4,594

5. REDUCTION IN FORCE

During the first quarter of fiscal year 2006, the Company announced a corporate reorganization and a reduction in our workforce of 37 positions.
The Company recorded a charge for severance and related costs of approximately $315,000, associated with terminated employees, in the
Company�s results of operations for the quarter ended March 31, 2006. Annualized savings associated with elimination of these positions, and
other related cost savings initiatives is estimated to be approximately $3.6 million.
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During the first quarter of fiscal year 2005, the Company announced a corporate reorganization and a reduction in our workforce of 95 positions.
The Company recorded a severance charge of approximately $531,000 associated with terminated employees in the Company�s results of
operations for the quarter ended March 31, 2005.
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6. GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill and other intangible assets for the three-month period ended March 31, 2006 were as follows (in thousands):

As of
December 31,

2005

Q1
2006

Activity

As of
March 31,
2006

Cost
Capitalized software $ 13,043 $ �  $ 13,043
Goodwill 37,896 �  37,896
Other intangible assets 30,486 �  30,486

81,425 �  81,425

Accumulated amortization
Capitalized software $ (12,562) $ (214) $ (12,776)
Goodwill (11,913) �  (11,913)
Other intangible assets (23,343) (1,394) (24,737)

(47,818) (1,608) (49,426)

Net book value
Capitalized software $ 481 $ (214) $ 267
Goodwill 25,983 �  25,983
Other intangible assets 7,143 (1,394) 5,749

$ 33,607 $ (1,608) $ 31,999

Amortization of acquired technology, a component of other intangible assets, for the three months ended March 31, 2006 and 2005 was
$781,000 and $781,000, respectively, and was included in cost of license revenue. No impairment charges were recorded during the three
months ended March 31, 2006 or 2005.

7. SERIES A PREFERRED STOCK

On June 17, 2004, QuadraMed issued 4.0 million shares of Series A Cumulative Mandatory Convertible Preferred Stock (the �Series A Preferred
Stock�) in a private, unregistered offering to �qualified institutional buyers� pursuant to Rule 144A under the Securities Act of 1933. The Series A
Preferred Stock was sold for $25 per share, and QuadraMed used the $96.1 million of net proceeds of the offering to repurchase all of our 2008
Notes and 2005 Notes, together with accrued interest and related redemption premiums; the remainder of the net proceeds was used for general
corporate purposes.

The Series A Preferred Stock holders do not have any relative, participating, optional or other voting rights and powers, except that (i) if four
quarterly dividend payments are in arrears, such holders are entitled to elect two substitute directors to the Board of Directors at any annual or
special meeting, and (ii) in certain circumstances, such holders are entitled to vote on the authorization or creation of securities ranking on par
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with or above the Series A Preferred Stock, certain amendments to the Certificate of Incorporation or the Certificate of Designation for the
Series A Preferred Stock, and the incurrence of new senior indebtedness in an aggregate principal amount exceeding $8.0 million. Prior to the
authorization or creation of, or increase in the authorized amount of, any shares of any class or series (or any security convertible into shares of
any class or series) ranking senior to or on par with the Series A Preferred Stock in the distribution of assets upon any liquidation, dissolution or
winding up of QuadraMed or in the payment of dividends, QuadraMed must have the affirmative vote of a majority of any outstanding shares of
the Series A Preferred Stock (along with any shares of every other series or class of common stock ranking on par with the Series A Preferred
Stock having like voting rights). In the event of any voluntary or involuntary liquidation, dissolution or winding up of the Company, before any
payment or distribution of the Company�s assets is made or set apart for the holders of common stock or any other class or
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series of shares of the Company�s capital stock ranking junior to the Series A Preferred Stock as to the payment of dividends or as to the
distribution of assets upon liquidation, dissolution or winding up, the holders of the Series A Preferred Stock shall be entitled to receive a
liquidation preference of $25 per share plus an amount equal to all dividends (whether or not earned or declared) accumulated, accrued and
unpaid to the date of final distribution. However, for purposes of the foregoing provision, (1) a consolidation or merger of the Company with one
or more entities, (2) a statutory share exchange or (3) a sale or transfer of all or substantially all of the Company�s assets shall not be deemed to
be a liquidation, dissolution or winding up of the Company.

Generally, the Series A Preferred Stock is entitled to quarterly dividends of $0.34 (5.5% per annum) and is convertible into shares of common
stock of the Company at a conversion price of $3.10, equivalent to a conversion rate of 8.0645 shares of common stock for each share of Series
A Preferred Stock. The initial conversion price of $3.40 (conversion rate of 7.3529 shares of common stock for each share of Series A Preferred
Stock) decreased to $3.10 as of August 1, 2005, pursuant to the terms of the Certificate of Designation relating to the Series A Preferred Stock,
as the volume weighted average of the daily market price per share during a period of 30 consecutive trading days equaled $2.75 or less during
the one year period beginning on the first anniversary of the issue date. Additionally, as provided in the Certificate of Designation, because the
Company had not as of June 15, 2005 completed the registration of the Series A Preferred Stock with the SEC, the dividend rate for such stock
increased to $0.40625 per quarter ($1.625 per annum) on June 16, 2005, and such rate will apply until the date the stock is registered. The
registration statement for the 4.0 million shares of Series A Preferred Stock, and the 32.3 million shares of common stock into which the Series
A Preferred Stock may be converted, was filed with the SEC on February 6, 2006 as Pre- Effective Amendment No. 2 to Form S-3, but has not
yet been declared effective. The Company has the right to demand conversion on or after May 31, 2007, in the event the volume weighted
average of the daily market price per share during a period of 20 consecutive trading days equals or exceeds $5.10.

Upon the conversion of shares of the Series A Preferred Stock into shares of common stock on or before May 31, 2007, the Series A Preferred
Stock holders have an option to convert and receive, when declared by the Board of Directors, dividends equal to the total previously unpaid
dividends payable from the effective date of conversion through June 1, 2007 at a rate of $1.375 per annum, or 5.5% per annum, discounted to
present value at a rate of 5.5% per annum, payable in cash or common shares or any combination thereof at the option of the Company.

As a result of the aforementioned feature, at the date of issuance of the Series A Preferred Stock, the Company recorded dividends payable of
$15.2 million, which represents the present value of the three-year dividends. The present value adjustment of $1.3 million is being amortized
over three years as interest expense using the effective interest rate method. For the period ended March 31, 2006 and 2005, respectively
approximately $101,000 and $165,000, was recorded as interest expense.

The carrying value of the Series A Preferred Stock was also reduced by $15.2 million, which represents the imputed discount on the Series A
Preferred Stock and which is being accreted over three years using the effective interest rate method. In both of the three month periods ended
March 31, 2006 and 2005 approximately $1.2 million was accreted and charged to accumulated deficit. If any Series A Preferred Stock shares
are converted prior to the end of the three-year period, the related accretion will be accelerated. The Company determined that there was no
beneficial conversion feature attributable to the Series A Preferred Stock.
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The following table summarizes the Series A Preferred Stock activities (in thousands):

As of

March 31, 2006

Total issued $ 100,000
Less: Issuance cost (3,856)
Less: Unaccreted discount
Original
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