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DOCUMENTS INCORPORATED BY REFERENCE
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This report contains forward-looking statements. These statements relate to future events or our future financial

performance. In some cases, you can identify forward-looking statements by terminology such as may,  will,  should,
could,  forecasts, expects, plans, anticipates, believes, estimates, predicts, potential, see, target,
continue or the negative of such terms and other comparable terminology. These statements reflect our current

expectations, estimates, and projections. These statements are not guarantees of future performance and involve risks,

uncertainties, and assumptions that are difficult to predict. Actual events or results may differ materially from what is

expressed or forecasted in these forward-looking statements. In evaluating these statements, you should specifically

consider various factors, including the risks outlined below under the caption Risk Factors. These risk factors

describe reasons why our actual results may differ materially from any forward-looking statement. We disclaim any

intention or obligation to update any forward-looking statement.

PART I

Item 1. Business
Overview
Perot Systems Corporation, originally incorporated in the state of Texas in 1988 and reincorporated in the state of
Delaware on December 18, 1995, is a worldwide provider of information technology (commonly referred to as IT)
services and business solutions to a broad range of customers. We offer our customers integrated solutions designed
around their specific business objectives, chosen from a breadth of services, including technology infrastructure
services, applications services, business process services, and consulting services.
With this approach, our customers benefit from integrated service offerings that help synchronize their strategy,
systems, and infrastructure. As a result, we help our customers achieve their business objectives, whether those
objectives are to accelerate growth, streamline operations, or enhance customer service capabilities.
Our Services
We provide the following categories of services to our customers either on a standalone basis or bundled within a
comprehensive solution. Within our market-facing units and as described in more detail below, we offer a mix of
these services as part of our solutions.

Infrastructure services

Consulting services

Applications services

Business process services
Infrastructure Services
Infrastructure services are typically performed under multi-year contracts in which we assume operational
responsibility for various aspects of our customers businesses, including data center and systems management, Web
hosting and Internet access, desktop solutions, messaging services, program management, hardware maintenance and
monitoring, network management, including VPN services, service desk capabilities, physical security, network

security, and risk management. We typically hire a significant portion of the customer s staff that have supported these
functions. We then apply our expertise and operating methodologies to increase the efficiency of the operations,
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which usually results in increased operational quality at a lower cost.

Consulting Services
Consulting services include strategy consulting, enterprise consulting, technology consulting, and research. The
consulting services provided to customers within our Industry Solutions and Government Services segments typically

consist of customized, industry-specific business solutions provided by associates with industry expertise.

1
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The consulting services provided within the Consulting and Application Solutions segment includes the
implementation of prepackaged software applications. Consulting services are typically viewed as discretionary
services by our customers, with the level of business activity depending on many factors, including economic
conditions and specific customer needs.

Applications Services

Applications services include services such as application development and maintenance, including the development
and maintenance of custom and packaged application software for customers, and application systems migration and
testing, which includes the migration of applications from legacy environments to current technologies, as well as
performing quality assurance functions on custom applications. We also provide other applications services such as
application assessment and evaluation, hardware and architecture consulting, systems integration, and Web-based
services.

Business Process Services

Business process services include services such as product engineering, claims processing, life insurance policy
administration, call center management, payment and settlement management, security, and services to improve the
collection of receivables. In addition, business process services include engineering support and other technical and
administrative services that we provide to the U.S. federal government.

Our Contracts

Our contracts include services priced using a wide variety of pricing mechanisms. In determining how to price our
services, we consider the delivery, credit and pricing risk of a business relationship. For the year ended December 31,
2006:

Approximately 30% of our revenue was from fixed-price contracts where our customers pay us a set amount
for contracted services. For some of these fixed-price contracts, the price will be set so that the customer
realizes immediate savings in relation to their current expense for the services we will be performing. On
contracts of this nature, our profitability generally increases over the term of the contract as we become more
efficient. The time that it takes for us to realize these efficiencies can range from a few months to a few years,
depending on the complexity of the services.

Approximately 29% of our revenue was from time and materials contracts where our billings are based on
measurements such as hours, days or months and an agreed upon rate. In some cases, the rate the customer
pays for a unit of time can vary over the term of a contract, which may result in the customer realizing
immediate savings at the beginning of a contract.

Approximately 25% of our revenue was from cost plus contracts where our billings are based in part on the
amount of expense we incur in providing services to a customer. Our largest cost plus contract was our
infrastructure outsourcing contract with UBS AG, which was also our largest customer through December 31,
2006. As discussed below under Our UBS Relationship, our infrastructure outsourcing contract with UBS
ended on January 1, 2007, and the services we performed for UBS under that contract represented 12% of our
revenue for 2006.

Approximately 16% of our revenue was from per-unit pricing where we bill our customers based on the

volumes of units provided at the unit rate specified. In some contracts, the per-unit prices may vary over the
term of the contract, which may result in the customer realizing immediate savings at the beginning of a
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contract.

We also utilize other pricing mechanisms, including license fees and risk/reward relationships where we participate in
the benefit associated with delivering a certain outcome. Revenue from these other pricing mechanisms totaled less
than 1% of our revenue.

Depending on a customer s business requirements and the pricing structure of the contract, the amount of cash
generated from a contract can vary significantly during a contract s term. With fixed- or unit-priced contracts or

2
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when an upfront payment is made to purchase assets or as a sales incentive, an outsourcing services contract will
typically produce less cash at the beginning of the contract with significantly more cash being generated as
efficiencies are realized later in the term. With a cost plus contract, the amount of cash generated tends to be relatively
consistent over the term of the contract.

Our Lines of Business

We offer our services under three primary lines of business: Industry Solutions, Government Services, and Consulting
and Applications Solutions. We consider these three lines of business to be reportable segments and include financial
information and disclosures about these reportable segments in our consolidated financial statements. You can find
this financial information in Note 13, Segment and Certain Geographic Data, of the Notes to Consolidated Financial
Statements below. We routinely evaluate the historical performance of and growth prospects for various areas of our
business, including our lines of business, delivery groups, and service offerings. Based on a quantitative and
qualitative analysis of varying factors, we may increase or decrease the amount of ongoing investment in each of these
business areas, make acquisitions that strengthen our market position, or divest, exit, or downsize aspects of a business
area.

Industry Solutions

Industry Solutions, which is our largest line of business and represented approximately 78%, 77%, and 75% of our
total revenue for 2006, 2005, and 2004, respectively, provides services to our customers primarily under long-term
contracts in strategic relationships. These services include technology and business process services, as well as
industry domain-based, short-term project and consulting services.

Our Industry Solutions line of business consists of four delivery groups, three of which are market-facing Healthcare,
Commercial Solutions, and Insurance and Business Process Solutions. The fourth group, Infrastructure Solutions, is
the delivery organization for our technology infrastructure management services, and is responsible for defining the
technology strategies for customers within each industry group.

Healthcare

Our Healthcare group, which represented approximately 47%, 46%, and 45% of our total revenue for 2006, 2005, and
2004, respectively, and approximately 60% of revenue for the Industry Solutions line of business for each of those
years, provides services primarily to providers of healthcare, but we also serve health insurance organizations and
organizations that are a part of the healthcare supply chain:

Providers  including hospitals, physician practices and public sector agencies. Our hospital customers include
health systems and freestanding hospitals. Our physician practice customers include large academic medical
center practice groups. Within the public sector, we focus on federal government healthcare agencies such as
the Veterans Health Administration.

Health insurance organizations including national insurers, Blue Cross and Blue Shield plans and regional
managed care organizations; and

Healthcare supply chain  including medical surgical suppliers and distributors and retail pharmacy.
Within our Healthcare group, we provide a full range of services, including consulting, applications, infrastructure,

and business process services. Our associates deliver technology-based solutions to meet the demanding challenges of
the healthcare industry globally to:
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Improve patient safety and quality;

Lower the healthcare cost trend and achieve new levels of customer satisfaction; and

Achieve administrative transaction process efficiency.
For hospitals, we provide information technology, revenue cycle, supply chain sourcing solutions, as well as
operational and clinical transformation services that drive lower costs, increase cash and improve the delivery of care.

We employ the industry s leading clinical, technology, and process know-how to provide our services.

3
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For physicians, we deploy electronic health records and facilitate revenue cycle management. Our information
technology and revenue cycle solutions provide a self-funding vehicle for clinical technology investments.

For health insurance organizations, we enable the transformation to consumer health models by supporting
administrative process efficiency with our PERADIGM technology platform and business process services.

For healthcare supply chain, we provide technology infrastructure support and solutions that enhance the integration
of the supply chain process among suppliers, distributors, hospitals, and physician organizations.

For public sector healthcare, we utilize our commercial healthcare expertise to support federal government healthcare
initiatives.

Commercial Solutions

Our Commercial Solutions group, which represented approximately 27%, 29%, and 29% of our total revenue for
2006, 2005, and 2004, respectively, and approximately 35%, 37%, and 38% of revenue for the Industry Solutions line
of business for 2006, 2005, and 2004, respectively, provides services to customers primarily in three markets:

Manufacturing including customers in automotive and automotive components and parts, machinery and
durable goods.

Consumer including customers in travel, transportation and publishing industries.
Engineering and Construction including customers in commercial and residential construction.

Within Commercial Solutions, we provide a full range of services including consulting, applications, infrastructure,
and business process services. Our infrastructure and application services are designed to help clients reduce
technology costs while increasing operational quality. Our product engineering services are focused on helping
manufacturers to develop their products more effectively and include research and design engineering, program
management, and manufacturing engineering. Our industry-specific consulting services include business and
technology solutions that improve the efficiencies of critical processes, including product design, supply chain
execution, call centers, collaborative engineering tools, and manufacturing plant floor processes.

Insurance and Business Process Solutions

The Insurance and Business Process Solutions group, which represented approximately 4%, 2%, and 1% of our total
revenue for 2006, 2005, and 2004, respectively, and approximately 5%, 3%, and 2% of revenue for the Industry
Solutions line of business for 2006, 2005, and 2004, respectively, provides industry specific IT and general
back-office business services to the Insurance Industry and to customers in the Healthcare and Commercial Solutions
groups. These services leverage our global delivery capabilities, which include application development and
maintenance, infrastructure services, data entry, transaction processing, document capture and management, and
customer care services. This group uses these capabilities and leverages proprietary intellectual property and
technology platforms to provide various business process services, including revenue cycle outsourcing, claims
processing, financial and accounting services, and life insurance policy administration. These services benefit our
customers by providing lower-cost options with increased visibility into and control over their back-office business
processes.

Infrastructure Solutions
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Our Infrastructure Solutions group is responsible for defining the technology strategies for our Industry Solutions
customers and us. This group identifies new technology offerings and innovations that deliver value to our customers.
It manages, updates and maintains the technology infrastructure for our customers and us, including networks, data
centers, help desks, mainframes, servers, storage, and workspace computing. It also provides senior technology
consultants to assist our customers with more complex technology transformations. It manages, resolves and
documents problems in our customers computing environments. The group also provides comprehensive monitoring,
planning, and safeguarding of information technology systems against intrusion by monitoring system and network
status, collecting and analyzing data regarding system and network performance, and applying
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appropriate corrective actions. All of these activities are either performed at customer facilities or delivered through
centralized data processing centers that we maintain.

Government Services

Our Government Services group, which represented approximately 13%, 14%, and 15% of our total revenue for 2006,
2005, and 2004, respectively, provides consulting, engineering support, and technology-based business process
solutions for the Department of Defense, the Department of Homeland Security, various federal intelligence agencies,
and other governmental agencies.

Our core product portfolio includes information technology and business process outsourcing, business process
services, IT infrastructure support, and a wide array of professional services. These services include the direct support
of engineering, safety, quality assurance, logistics, environmental, and program management for federal managers
across a broad spectrum of critical programs. We provide infrastructure support to the federal government through
management consulting services, information technology and system support, application design and development,
government financial services, business process services, and outreach, media and communications services.

On January 30, 2007, we acquired all of the outstanding shares of QSS Group, Inc. (QSS), a U.S. federal government
information technology services company, for $247 million (net of $1 million of cash acquired), $30 million of which
is being held in an escrow account for up to approximately eighteen months. As a result of this acquisition, we have
gained several significant government-wide acquisition contracts and expanded both the scope of services and the
areas we serve within the Department of Homeland Security and the Department of Defense. The purchase price was
partially funded by $75 million borrowed against our existing credit facility.

Consulting and Applications Solutions

In the first quarter of 2006, we combined the Consulting Solutions group, which was previously included in our
Commercial Solutions group in the Industry Solutions line of business, with the Applications Solutions line of
business. Our Consulting and Applications Solutions line of business represented approximately 9%, 9%, and 10% of
our total revenue for 2006, 2005, and 2004, respectively, net of the elimination of inter-segment revenue.

The Consulting and Applications Services Group provides global consulting and integration services, applications
development and management services, and applications outsourcing services to our global client base. These services
are delivered on-site and offshore, providing innovative industry focused solutions. Leading through domain expertise
to provide performance improvement, business and technology architecture and transformation, these services include
enterprise applications implementation and integration; the development and maintenance of custom and packaged
applications; application systems migration; testing; migration of applications from legacy environments to current
technologies; and performing quality assurance functions on custom applications.

Perot Systems Associates

The markets for I'T personnel and business integration professionals are intensely competitive. A key part of our
business strategy is the hiring, training, and retaining of highly motivated personnel with strong character and

leadership traits. We believe that employing associates with such traits is and will continue to be an integral factor in
differentiating us from our competitors in the IT industry. In seeking such associates, we screen candidates for
employment through a rigorous interview process. In addition to competitive salaries, we distribute cash bonuses that
are paid promptly to reward excellent performance, and we have an annual incentive plan based on our performance in
relation to our business and financial targets.
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As of December 31, 2006, we employed approximately 21,200 associates. A limited number of these associates
located in the United States are currently employed under an agreement with a collective bargaining unit. In European
countries, our associates are generally members of work councils and have worker representatives. We believe that
our relations with our associates are good.
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UBS AG was our largest customer through December 31, 2006. We earned approximately 13%, 15%, and 16% of our
revenue in connection with services performed on behalf of UBS and its affiliates for 2006, 2005, and 2004,
respectively. We performed most of our services for UBS under an infrastructure outsourcing contract called the IT
Services Agreement, which ended January 1, 2007. During 2006, 2005, and 2004, the amounts of annual revenue that
we earned from UBS and its affiliates under the IT Services Agreement were $265 million, $262 million, and

$244 million, respectively, and the amounts of gross profit earned were $58 million, $53 million, and $51 million,
respectively. We continue to provide applications services to UBS, which are provided outside the scope of the
infrastructure outsourcing contract and represented $43 million of revenue in 2006. We do not expect significant
changes in the applications services we provide to UBS as a result of the end of the infrastructure outsourcing
contract.

Competition

We operate in extremely competitive markets, and the technology required to meet our customers needs changes. In
each of our lines of business we frequently compete with companies that have greater financial resources; more
technical, sales, and marketing capacity; and larger customer bases than we do. Because many of the factors on which
we compete, as discussed below, are outside of our control, we cannot be sure that we will be successful in the
markets in which we compete. If we fail to compete successfully, our business, financial condition, and results of
operations will be materially and adversely affected.

Industry Solutions

Our Industry Solutions line of business competes with a number of different information technology service providers
depending upon the region, country, and/or market we are addressing. Some of our more frequent competitors include:
Accenture Ltd., Affiliated Computer Services, Inc., BearingPoint, Inc., Cap Gemini Ernst & Young, CGI Group, Inc.,
Cerner Corporation, Computer Sciences Corporation, Electronic Data Systems Corporation, First Consulting Group,
Incorporated, Hewlett Packard Company, IBM Global Services (a division of International Business Machines
Corporation), McKesson Corporation, Siemens Business Services, Inc., Unisys Corporation, smaller consulting firms
with industry expertise in areas such as healthcare or financial services, and the consulting divisions of large systems
integrators and information technology services providers. In addition, we may compete with non-IT outsourcing
providers who enter into marketing and business alliances with our customers that provide for the consolidation of
services. As we enter new markets, we expect to encounter additional competitors. Our Industry Solutions line of
business competes on the basis of a number of factors, including the attractiveness and breadth of the business strategy
and services that we offer, pricing, technological innovation, quality of service, ability to invest in or acquire assets of
potential customers, and our scale in certain industries. We also frequently compete with our customers own internal
information technology capability, which may constitute a fixed cost for our customer. In addition, the market for
consulting services is affected by an oversupply of consulting talent, both domestically and offshore, which results in
downward price pressure for our services. All of these factors may increase pricing pressure on us.

Government Services

Our Government Services line of business competes with a number of different service providers depending on the
federal agency or department as well as the market we are addressing. Some of our more frequent competitors include:
Accenture Ltd., Affiliated Computer Services, Inc., BearingPoint, Inc., Booz-Allen and Hamilton, CACI International,
Inc., Computer Sciences Corporation, Electronic Data Systems Corporation, General Dynamics, Lockheed Martin
Corporation, Northrop Grumman Corporation, Science Applications International Corporation, SRA International,
and Unisys Corporation. We compete on the basis of a number of factors, including the attractiveness and breadth of
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the business strategy and professional services that we offer, pricing, technological innovation, and quality of service.
We must frequently compete in federal and defense programs with declining budgets, which creates pressure to lower
our prices.
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Our Consulting and Applications Solutions line of business competes with a number of different service providers,
including Accenture, Ltd., BearingPoint, Inc., Cap Gemini Ernst & Young, Cognizant Technology Solutions
Corporation, Deloitte Consulting LLP (a member of Deloitte Touche Tomatsu), IBM Global Services (a division of
International Business Machines Corporation), iGate Global Solutions Limited, Infosys Technologies Limited,
Mastek, Limited, MphasiS, an EDS company, Patni Computer Systems Limited, Polaris Software Lab Limited,
Sapient Corporation, Satyam Computer Services, Tata Consultancy Services Limited, and Wipro Limited. We
compete on many factors, including price, industry expertise, our process methodologies and intellectual property, and
our past successes in executing assignments. Emerging offshore development capacity in countries such as India and
China is increasing the degree of competition for our software development services.

Financial Information About Foreign and Domestic Operations

See Note 13, Segment and Certain Geographic Data, to the Consolidated Financial Statements included elsewhere in
this report.

Intellectual Property

While we attempt to retain intellectual property rights arising from customer engagements, our customers often have
the contractual right to such intellectual property. We rely on a combination of nondisclosure and other contractual
arrangements and trade secret, copyright, and trademark laws to protect our proprietary rights and the proprietary
rights of third parties from whom we license intellectual property. We enter into confidentiality agreements with our
associates and limit distribution of proprietary information. There can be no assurance that the steps we take in this
regard will be adequate to deter misappropriation of proprietary information or that we will be able to detect
unauthorized use and take appropriate steps to enforce our intellectual property rights.

We license the right to use the names Perot Systems and Perot in our current and future businesses, products, or
services from the Perot Systems Family Corporation and Ross Perot, our Chairman Emeritus. The license is a
non-exclusive, royalty-free, worldwide, non-transferable license. We may also sublicense our rights to the Perot name
to some of our affiliates. Under the license agreement, either party may, in its sole discretion, terminate the license at
any time, with or without cause and without penalty, by giving the other party written notice of such termination.
Upon termination by either party, we must discontinue all use of the Perot name within one year following notice of
termination. The termination of this license agreement could materially and adversely affect our business, financial
condition, and results of operations. Except for the license of our name, we do not believe that any particular
copyright, trademark, or group of copyrights and trademarks is of material importance to our business taken as a
whole.

Our Web Site and Availability of SEC Reports and Corporate Governance Documents

Our Internet address is www.perotsystems.com and the investor relations section of our Web site is located at
www.perotsystems.com/investors. We make available free of charge, on or through the investor relations section of
our Web site, annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of
1934 as soon as reasonably practicable after we electronically file such material with, or furnish it to, the Securities
and Exchange Commission. Also, posted on our corporate responsibility section of our Web site (located at
www.perotsystems.com/responsibility), and available in print upon request of any shareholder to our Investor
Relations department, are our 