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EPS (USD):
1999 $0.17 $0.20 $0.22 $0.17 $0.76 $0.80 13.6x $1,564.5
2000E 0.19           0.22A 0.23 0.23 0.86 0.97 11.2x 1,835.0
2001E 0.23 0.25 0.26 0.27 1.01 1.13 9.7x 2,083.5
Source: Company reports and Deutsche Banc Alex. Brown estimates

52-Week Range: $21-$6 ROE: 13.3%

Shares Outstanding: (MM) 71.3 Total Debt: (MM) $187.4

Market Cap: (MM) $775.4 Debt/Total Capital: 29.7%

Float: (MM) 66.4 Dividend Yield: $0.00/0.0%

Avg. Daily Volume: 670,136 3 Yr. EPS Growth Rate: 16%

S&P 500: 1438.56 CY 00 P/E-to-Growth: 72%

�� Following a one-year downturn in their stock, we believe there is light
at the end of the tunnel for PSSI shareholders. In the September
quarter, PSSI achieved its financial goals and management reconfirmed
its comfort with the full-year outlook. Despite weakness in the health
care distribution group as a whole, we believe PSSI is uniquely
positioned based on its low exposure to the more challenging hospital
system.

�� PSSI’s business has been in transition over the past year, impacted by
the same negative issues plaguing the entire U.S. health care system.
Reimbursement cuts by Medicare, coupled with aggressive pricing by
managed care companies, have rippled throughout the health care
continuum. Together, we believe these issues have undermined PSSI’s
customers, and, in turn, tempered growth at the Company.

�� With health care service stocks trading near-record lows, many
investors are underweighted in the group. As investors continue to look
for value among the high-quality companies in this recovering sector,
we believe that PSSI stock will outperform the broader market in the
coming year.

�� Over the next two years, we look for PSSI to grow revenues 13%-15%
annually, with internal expansion driving 6%-9% of this growth. We
look for the diagnostic imaging business to grow revenues 20%-25%,
the core physician supply business to grow in the 6%-8% range, and
the long-term care business to grow about 7%-9%.

�� Continued revenue growth, coupled with the potential for greater
operating efficiencies, leads us to anticipate solid EPS growth over the
few years. We are modeling EPS of $0.86 and $1.01 in FY00 and FY01,
representing 13.3% and 17.8% year-over-year growth, respectively.
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Investment Thesis

PSS World Medical has been the dominant supplier of medical-related
products to physicians across the U.S. for nearly half a decade. With the
acquisition of Gulf South Medical in early 1998, PSSI is now the leading
supplier of medical products to nursing homes. Furthermore, the Company
entered the diagnostic imaging business in 1997 by acquiring Diagnostic
Imaging, Inc. This wholly owned subsidiary has grown to become the only
national provider of diagnostic imaging equipment and service. PSSI
consistently maintains a superior level of customer service in each of its
business lines, helping to differentiate it from the competition. Consequently,
we believe PSS World Medical is well positioned to maintain and grow its
market share within each of its businesses in the coming years.

At current valuation levels, despite the general woes of the U.S. health care
system, we believe investors have already factored in a worst-case scenario
for financial performance at PSSI. In addition, we believe early evidence
points to a turn in the Company’s businesses. As a consequence, we believe
investors will award PSSI stock higher valuation multiples as the projections
grow increasingly visible in FY00. Therefore, we rate PSSI stock BUY with a
12-month price target of $13.50 per share, 12x our CY01 EPS estimate of
$1.13, roughly a 25% discount to the Company’s projected EPS growth rate.
This target represents a 24% potential premium over the current stock price.
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The Market

Health care is one of the largest, fastest-growing sectors of the economy, with
spending projected to reach $1.7 trillion by the year 2002. Two primary
factors are generating this tremendous growth: demographics and
technological innovation. In fact, as the roughly 75 million baby boomers
enter their retirement years, experts predict that there will be more
grandparents than grandchildren in as little as 30 years. Indeed, the over 65
population is growing faster than the total population in this country. By next
year, the 65-plus population is estimated to account for approximately 12.8%
of the total U.S. population, up from 9.8% just 30 years ago. Coupled with the
fact that those over 65 are the greatest health care consumers, it is irrefutable
that increased surgical procedures, more and better treatments, and shifting
patient populations are the fuel behind health care’s growth (see Exhibit 1). In
addition, it seems that medical breakthroughs occur faster than we can keep
track of them. Major advancements in the fields of pharmacology,
biotechnology and biochemistry are made virtually every day. Today, new
medical devices improve our physician’s ability to accurately and rapidly
diagnose our ailments. Armed with the knowledge, the tools and the cures,
doctors are helping us live better and longer than at any other time in history.

Exhibit 1: US Resident Population 65+ Demographic Trend
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Source: 1996 U.S. Census Bureau report "65+ in the United States"

One of the greater challenges we face in health care today is the industry’s
partially deserved stigma of inefficiency. There are more patients than ever
before. There exist more treatment options than ever before. Furthermore,
patients, providers and payors are all demanding faster, better and cheaper
care. Combined, these opposing forces put a great deal of stress on the
health care system. One way to relieve some of the stress across the health
care continuum is to strengthen the product supply chain, often a weak link
historically mired in inefficiencies.
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Enter the medical supply distribution market, an increasingly important
element of an efficient health care system. This market has evolved into an
approximate $39 billion opportunity divided into seven major segments, as
shown in Exhibit 2.

Exhibit 2: Medical Supply Distribution Market
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As physicians and administrators face ever-increasing demands on their time,
their ability to navigate and manage the complex supply chain efficiently is
progressively undermined. Therefore, in a fragmented industry, a
commitment to service by the distribution channel continues to drive this
business, thereby creating a tremendous opportunity for customer service-
oriented providers to build strong bonds with their customers.

Company Overview

Founded in 1983, PSS World Medical is a specialty marketer and distributor of
medical products and supplies to physicians, alternate-site diagnostic
imaging centers, long-term care providers, home care providers and to a
lessor extent, hospitals. Through internal expansion and acquisitions, the
Company grew to $1.6 billion in FY99 from $1.9 million in sales. Today, with
102 service centers operating in all 50 states and three European countries,
the Company has become a leader within the three distribution market
segments in which it competes: Physician Supply, Diagnostic Imaging
Equipment & Supplies, and Long-Term Care Supply (see Exhibit 3).
Combined, these segments represent an aggregate $16.7 billion market
opportunity for PSS World Medical. Overall, the physician supply market is
expected to grow in the 2%-3% range, whereas the long-term care supply
market is tracking 3%-5% growth. Within the diagnostic imaging market
segment, consumables are relatively flat, growing 0%-2%, while the
equipment is experiencing roughly 4% annual growth.
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Exhibit 3: PSS World Medical Market Segments
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To build a competitive advantage in each of these specific markets, PSS
World Medical is organized into discrete operating units, each division or
wholly owned subsidiary having its own management team and unique
operational strategy: 1) Physician Sales & Service (PSS); 2) Diagnostic
Imaging (DI); and 3) Gulf South Medical Supply (GSMS) (see Exhibit 4).

Exhibit 4: PSS World Medical Organizational Diagram (FY Q2:00)
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This structure allows these units to leverage the brand awareness and
sophistication of a large, national company, while still providing the local
service customers demand. This strategy has paid off for PSS World Medical,
resulting in a high level of customer satisfaction, and therefore, loyalty. This
loyalty has effectively become a substantial recurring revenue base for the
Company, as well as a barrier to entry for competitors. Indeed, roughly 77%
of FY00 revenues is estimated to be derived from repeat customers. While
PSS is currently tracking recurring revenues of about 70% in FY00, DI is
expected to obtain between 75%-80% of its FY00 revenues from repeat
customers. GSMS, however, tops the charts at roughly 90% repeat customer
revenue each year.
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Physician Sales & Service (PSS)

PSS, a division of the Company, is the leading distributor of medical supplies,
equipment and pharmaceuticals to office-based physicians in the United
States. This market comprises roughly 400,000 physicians who practice in
approximately 200,000 office sites throughout the United States. PSS targets
both the small independent physician as well as the larger physician groups.
Currently, through its 52 medical supply distribution service centers and 737
sales representatives, PSS serves roughly 50% of all physician offices in the
50 states (see Exhibit 5).

Exhibit 5: PSS Medical Supply Distribution Service Centers

Source: Company reports

Forging strong relationships with manufacturers and clients, delivering a
better product faster than its competitors and employing (and retaining) a
highly trained sales force is the Company’s recipe for success. In fact, PSS
was recognized twice in 1998 for its accomplishments in these areas.

 Substantial Recognition for Quality Service

PSS was rated the No. 1 national medical supply distributor based on
customer satisfaction by the H.R. Chally Group in a survey sponsored by the
Health Industry Distributors Association (HIDA).

Both Sales and Marketing Management magazine and Dunn & Bradstreet
ranked the Company’s sales force fifth in all U.S. industries, not just health
care.
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To meet physicians’ needs, PSS currently offers a wide array of products in
four main categories (see Exhibit 6): general products, pharmaceuticals,
equipment, and private label (PSS Select). General products is the largest
component of the division’s product offerings by far, comprising 60%-61% of
revenues in FY99 and fiscal 1H00. Concurrently, pharmaceuticals typically
generate 10%-12% of revenues in any given period.

Exhibit 6: PSS Product Mix
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PSS has several important nonexclusive relationships with manufacturers
such as Burdick, Midmark and Welch Allyn. In addition, PSS has many
exclusive agreements with medical equipment ���� �!���"�#� #�!�� �#� $%%���
&��'��#��!#(�)��*"��(�Hologic, Roche, Siemens and SonoSight. For example,
PSS distributes Cell-Dyn’s hematology line (92% of all units placed in
physician offices last year), the SAHARA Clinical Bone Sonometer for Hologic,
Candela’s lines of advanced aesthetic and medical laser systems, and
SonoSight’s handheld ultrasound devices.

Through these extensive agreements, PSS provides physicians with rapid
access to equipment and technical service, supplying some 90% of all
products and equipment found in a physician’s office. Today, the PSS
division derives approximately 21%-22% of its revenues from equipment
sales and service. Finally, PSS earns the remaining 7%-8% of its revenues
from PSS Select, its relatively high-margin, private label product line. With
more than 450 high-quality products including most physician office staples
(e.g., gauze pads, cotton swabs, detergents, etc.), as well as a variety of
exam-room products, PSS Select offers physicians a less-expensive
alternative to branded goods without asking them to compromise quality. In
fact, of the roughly 74% of clients who have tried PSS Select products, 96%
are said to be satisfied with the price and quality of the product line.

This deep focus on the physicians' needs provides further evidence that
service is the main driver of this relationship business. Take, for example, the
typical relationship between a PSS sales representative and his/her client,
whose average weekly order is roughly $125. Frequently, the relationship
reaches a level of trust whereby the sales representative is empowered to act
as a quasi inventory manager.  To improve office efficiency, often times, the
rep will actually place the order for the physician/administrator, while
monitoring inventory levels and historical buying patterns using a laptop
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computer. In addition, PSS offers quick turnaround time for its supply orders.
If a physician office is located within 100 miles of a PSS distribution center
and the order is placed by 10:30 am, the physician is guaranteed same-day
delivery of his order, or else receive a $10 rebate. Similarly, if the office is
within a 50-mile radius, the order must be placed by noon in order to meet
the same-day delivery deadline. Physician offices located outside the 100-mile
radius are ensured next-day delivery. This high level of service, while costly,
is a significant competitive advantage for PSS because none of its
competitors can offer equally rapid turnaround time, including the major
shipping/transportation companies. In fact, PSS boasts national fill rates of
95% plus within 24 hours.

However, the rep’s role goes beyond merely managing supply inventory.
Additionally, by studying each client’s particular patient demographics and,
for example, the type and frequency of specialist referral, the sales
representative is highly trained at identifying potential incremental revenue-
generating opportunities for the physician. The rep then presents not only the
opportunity, but also outlines the potential return on investment based on a
custom profiling of the physician. The sales rep typically only presents
opportunities that offer a positive return on investment within the first year.
Furthermore, PSS offers several financing options, enabling the physician to
make the capital investment and still generate net positive cash flow. In some
cases, PSS even allows physicians a short trial period to actually perform
procedures using the new equipment in their own office, giving them every
incentive to incorporate this new service.

PSS is leading the pack in the roughly $4.4 billion medical supply distribution
market. PSS has garnered the dominant market share, earning revenues of
approximately $677 million in FY99, commanding 16% of the market share
(see Exhibit 7). With 12% market share, McKesson HBOC is its closest direct
competitor. However, PSS faces its greatest competition from manufacturer
direct sales and local and regional distributors, which account for an
aggregate 53% of the market.

Exhibit 7: PSS Market Share
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Historically, medical product manufacturers maintained a system of two-
tiered pricing whereby distributors paid more than hospitals and large
Physician Practice Management companies (PPMs) for the same goods. In the
1980s and early 1990s, PSS was unaffected by this pricing strategy because
individual physicians did not have the purchasing leverage of these larger
organizations and, thus, were willing to pay a higher price for their supplies.
Furthermore, on average, supplies only account for about 2%-4% of a
physician’s overhead. However, as individual practitioners began to align
with integrated delivery networks and hospital executives searched for ways
to cut costs (supplies account for approximately 10%-15% of a typical
hospital’s overhead), more physicians began to gain access to supplies at
significantly reduced costs through Group Purchasing Organizations (GPOs).
In FY98 and FY99, these downward pricing pressures began to impact PSS,
affecting roughly 40%-50% of PSS’s business, reducing average selling prices
and resulting in a general business slowdown.  To retain clients, PSS began
to sign agreements with GPOs to circumvent the problems presented by two-
tier pricing. Although the process took roughly two-and-a-half years, today
PSS is a preferred distributor at every major GPO in the country.

Despite significant pricing pressure during this period, PSS maintained unit
growth of 11%-12% and even widened margins. Although somewhat counter-
intuitive, GPOs were indeed a mixed blessing: PSS has expanded its gross
margins under GPO contracts. By gaining superior purchasing power, the
discount at which the division is able to purchase products more than offsets
the price reduction required to be competitive. Therefore, while revenue
growth has slowed, gross margins have actually expanded.

After observing a plateau in the two-tier pricing of general products, we
believe that many of the negative pressures have subsided and, in some
cases, reached bottom. Furthermore, PSS gained further leverage in FY99
through the renegotiation of many of its GPO contracts, combined with the
fact that hospitals have stopped acquiring and begun divesting physician
practice businesses. Benefiting from this improved pricing environment, unit
growth rebounded to 13% last quarter, boosting consumables revenue
growth to 8% during the period. In fact, the division has actually raised prices
on some of its products recently. These early signs of recovery for this
important source of PSS World Medical's revenue and earnings encourage
us.

PSS is currently the Company's largest revenue component, growing to $677
million in FY99 from approximately $1.9 million in FY83.  We look for growth
to accelerate from FY99 levels of 2.2%. Indeed, we are projecting revenues for
this division of $717 million in FY00 and $774 million in FY01, representing
growth of 5.8% and 8.3%, respectively (see Exhibit 8).



January 11, 2000 Deutsche Banc Alex. Brown Deutsche Bank

US       Health Care Distribution 11

Exhibit 8: Historical and Projected PSS Revenue Growth
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Within the PSS product suite, general products constitute the vast majority of
revenues. However, the paradigm is shifting, which should benefit gross
profit. We estimate general products (including pharmaceuticals), with their
relatively high gross margins, will grow 5%-6% annually and account for 70%-
71% of sales over the next few years. Furthermore, we expect growth in
equipment revenue, with more moderate gross margins, to accelerate to
11.5% next year, accounting for 21%-23% of revenues in both FY00 and FY01.
Importantly, we expect PSS Select products, which boast the division’s
highest gross margins, to reach $54 million in revenues in FY00, accounting
for 8.3% of total revenues by FY01 from just under 6% in FY99, improving
overall profit margins (see Exhibit 9).

Exhibit 9: Historical and Projected PSS Revenue Mix
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Adjusted to exclude one-time expenses, the Company’s Physician Sales &
Service business produced operating margins of 4.8% in FY98. The
Company's largest cost components are its fixed infrastructure, which
consists of a network of service centers, and its sales force. On average, each
service center generates annual revenues of nearly $15 million.  To reach
break-even, PSS must generate gross margins of approximately 21%.
Therefore, operating costs for a typical center are between $11.5 million and
$12.0 million, which include such direct expenses as inventory and freight in
costs. Furthermore, a seasoned PSS sales representative servicing a mature
market will generate between $0.75-$1.5 million in revenues and earn
between $100,000-$250,000 per year. Selling expenses at PSS equate to
approximately 8% of the division’s revenues. G&A expenses, composed of
such costs as salaries, warehouse costs, freight in/out, and leases, account for
roughly 13% of revenues.

The Company requires that all its PSS distribution service centers operate at a
minimum 5% operating profit margin. Today, all branches meet this
performance criterion except one. Serving as testament to the Company’s
commitment to maintaining this operating standard, PSS closed five
branches in the recent September quarter. The best/mature branches, on the
other hand, are producing operating margins in the 10%-11% range.

To expand operating margins, the Company has focused on cost
containment, holding each PSS branch service center accountable for its own
spending. In fact, management currently believes that there are inefficiencies
to exorcise and synergies upon which to capitalize. For example, in FY99 the
Company implemented the QuickTrak system, which serves to increase driver
routing efficiencies. Furthermore, the Company began to exercise leverage
over manufacturers following the substantial increase in scale resulting from
the synergistic acquisition of Gulf South Medical in March 1998. In fact,
margins bounced back in FY99 and in the fiscal 1H00 to a much-improved
7.4%. Indeed, we estimate that operating margins will expand slightly to 7.5%
in fiscal 2H00, and at least maintain that level in FY01.

Capital spending at PSS was $4.5 million in FY98 and $15.1 million in FY99.
Capital spending in this business, however, is expected to decline to
approximately $7 million in FY00 and $3 million-$5 million in FY01 as the
business continues to mature and the Company completes its technology
systems rollout.
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Diagnostic Imaging (DI)

DI, a wholly owned subsidiary of PSS World Medical, is the leading
distributor of medical diagnostic imaging supplies, chemicals, equipment-
and service to the acute care and alternate-care markets in the United States.
This market is primarily composed of approximately 10,000 hospitals and
alternate-site imaging companies operating in roughly 40,000 office sites in
the United States. Currently, through its 35 imaging distribution service
centers, including approximately 750 service specialists and 220 sales reps, DI
serves over 16,000 customers in 41 states (see Exhibit 10).

Exhibit 10: DI Imaging Distribution Service Centers

Source: Company reports

The Company entered the diagnostic imaging business in November 1996
with its acquisition of Diagnostic Imaging, Inc. in Jacksonville, Florida. At the
time, this niche market totaled approximately $4.1 billion, less than one-half
of its current $9.8 billion estimate. Management identified a tremendous
consolidation opportunity in this market, which was then composed of more
than 450 independent distributors. Over the course of the following two
years, DI generated both significant internal and acquisition growth. In fact,
since its addition to PSS World Medical in late 1996, DI has made 43
acquisitions accounting for approximately $550 million in revenues. Our
assumptions assume moderate acquisition activity with DI acquiring several
small- and mid-sized companies. We expect DI to make roughly one
acquisition per month over the next 18 months with each acquired company
generating $5 million to $30 million in annual revenues.  We expect DI will
use approximately $90 million to $100 million in capital for acquisitions in
FY00, declining to roughly $80 million in FY01. However, we believe the
opportunity exists for the Company to accelerate its acquisition activity and
substantially consolidate the market through a few large acquisitions. If this
were to occur, it could have significant ramifications to our projections.
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The two key success factors at Diagnostic Imaging are its ability to provide
rapid service for its customers and the overall growth in equipment sales
within the health care industry. Proactive in strengthening its position as the
market leader, DI has dedicated a highly trained team of service engineers to
its customers, capable of responding to on-site calls in metropolitan and
urban areas in as little as two hours and four hours, respectively. Further
evidence of DI’s commitment to the highest level of service is the
PerformancePLUS incentive program.  For service engineers to be eligible for
the monthly PerformancePLUS bonus, they must meet the subsidiary’s rapid
service response time requirement, as well as complete periodic maintenance
and paperwork, and limit repeat service calls. Measured by account service
performance and response time, DI estimates a historical performance rating
of 95%.

Echoing PSS, this demonstrated concentration on the clients’ needs
highlights service as the main driver of this relationship business as well.
Take, for example, the typical relationship visit a DI sales representative
makes to each client at least twice a month. Upon arriving in the radiology
department of a hospital or alternate-site office, the rep has several people
with whom they must meet: lab technicians, materials managers,
radiologists, and occasionally a hospital administrator. The subsidiary’s team
of professional service engineers is considered to be one of DI’s greatest
value-added services. Therefore, it is no surprise that the sales rep spends
considerable time with the lab technician, making sure all equipment is
performing correctly. Furthermore, these frequent sales visits can ultimately
aid the service engineers by alerting them to potential problems before they
fully develop. The sales rep also meets with a materials manager to discuss
supply orders. Finally, employing the same strategy honed by PSS sales
force, the DI representative informs the radiologist, occasionally in
conjunction with a hospital administrator, of new opportunities to increase
their business and may discuss potential equipment requisitions. A typical DI
sales rep will generate annual revenues of $2.5 million-$3.5 million and earn
$75,000 to $150,000 per year.

Currently, DI is the only option equipment manufacturers have for national
distribution and service. Indeed, several manufacturers such as Canon,
Eastman Kodak, Philips, SonoSight and Trex Medical are taking advantage of
the benefits DI offers in the form of both exclusive and semi-exclusive
relationships. For example, DI currently distributes three products for Philips,
with exclusive distribution of the BV25 Gold Mobile C-Arm system and the
Tomoscan CT system. DI also distributes Trex Medical’s Bennett’s imaging
systems, Lorad, and Continental lines, as well as the full line of laser imaging
equipment and printers manufactured by Kodak. Furthermore, DI launched
ImagePlus™ in FY98, a line of private-labeled supplies and accessories which
has grown to a $40 million run rate today, accounting for approximately 8%-
9% of DI’s total consumable sales.

Besides its ability to offer superior service levels, DI represents an attractive
distribution option for diagnostic equipment manufacturers. With its 35
distribution service centers, 220 person sales force, and well-established
relationships, DI's national scope gives manufacturers the geographic
coverage they desire. In terms of product delivery options, manufacturer-
direct purchasing often leaves customers at the mercy of third-party shippers.
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DI, on the other hand, uses its own delivery fleet to accommodate
organizations like hospitals, which prefer to have scheduled deliveries from
its vendors. In addition, by utilizing DI, they only have to bill one customer
with minimal credit risk. Furthermore, by taking the burden of organizing the
sale and service continuum for 14,000 customers away from the
manufacturer, the distribution system allows manufacturers to focus on their
core competency, product design and manufacturing. In short, DI provides
total flexibility.

Today, DI derives the largest portion of its revenues from film/consumables
sales, totaling approximately 72% and 64% of revenues in FY99 and fiscal
1H00, respectively. Currently, DI’s private label consumables compose
roughly 6% of revenues. Finally, equipment sales and service account for the
remaining 20% and 10%, respectively (see Exhibit 11). Margins on these three
businesses vary greatly. Consumables, although the largest revenue
component, contribute only 7%-15% to gross margin. On the other hand,
while equipment business has gross margins of 25%-30%, service tracks at
greater than 75% gross margins.

Exhibit 11: DI Product Mix

,"�-�!"
�.�

�/����"��
��.	

���-��"�0�%"��
)��#���%�"#

�.�
�"�"����

)��#���%�"#
��.�

Source: Deutsche Banc Alex. Brown estimates

As the first national distributor in this niche market, DI is leading the way in
the $9.8 billion dollar imaging opportunity. Today, DI accounts for
approximately 20% of the total film/consumables market and addresses
roughly 2% of the diagnostic imaging equipment and service demand in the
U.S. DI faces its greatest competition from manufacturer direct sales and local
and regional distributors. In fact, within the diagnostic imaging equipment
sales and service market, direct sales account for roughly 68% of the entire
market (see Exhibits 12 & 13).
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Exhibit 12: DI Consumables Market Share
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Exhibit 13: DI Equipment and Service Market Share
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Although DI has historically been the Company’s second-largest revenue
contributor, the paradigm is shifting. In its first two years as a wholly owned
subsidiary, Diagnostic Imaging experienced incredible growth, increasing its
revenues to $525 million in FY99 from ground zero. In fact, we are projecting
a continued steep growth trajectory for DI with revenues of approximately
$714 million and $872 million in FY00 and FY01, respectively. In fact, by FY01,
we estimate that DI will contribute roughly 4.8% more revenues than PSS,
surpassing PSS as the top revenue generator (see Exhibits 14 & 15).
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Exhibit 14: Historical and Projected DI Revenue Growth
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Exhibit 15: Historical and Projected DI Revenue Mix
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Capital spending at DI was $4.6 million in FY98 and $6.7 million in FY99. And
we expect the Company to continue to allocate significant capital to this
business as management focuses increasing efforts at this high-growth
business. We expect capital expenditures to be approximately $15 million in
FY00 as the Company integrates a number of acquisitions from the past 12
months, then decline to $6 million-$7 million in FY01 as the business matures
and acquisitions represent a smaller component of the business.
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Gulf South Medical Supply (GSMS)

Gulf South Medical, another wholly owned subsidiary of PSS World Medical,
is a leading distributor of medical supplies and related products to the long-
term care market in the United States. This market is composed of
independent operators, small- to mid-sized local and regional chains and
several national chains. Combined, the market is made up of 17,000 long-
term care companies in the United States. Today, through its 13 distribution
service centers with 150 sales representatives, GSMS serves over 10,000
customers in all 50 states (see Exhibit 16).

Exhibit 16: GSMS Distribution Service Centers

Source: Company reports

The Company entered the long-term care distribution market in March 1998
upon the completion of its acquisition of Gulf South Medical Supply, Inc. in a
stock-swap deal valued at $616.8 million. Since then, the Company has
invested over $8 million in distribution systems in hopes of eventually
leveraging this expanded capacity to drive efficiencies, lower costs and
maximize profits. Today, GSMS is one of three leaders in the $2.5 billion
domestic long-term care distribution market (see Exhibit 17).
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Exhibit 17: GSMS Market Share
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Serving each through a distinct, specialized sales force, Gulf South has
identified three main distribution opportunities within the long-term care
market: National, Regional, and Independent Accounts. There are only about
15 National, or Chain, companies in the United States, each with more than
50 facilities nationwide. Collectively, they represent a roughly $600 million
supply market. The 300-400 second tier, or Regional, companies compose an
aggregate $900 million market opportunity. In the third tier, there are
between 6,000-7,000 Independent long-term care companies in the U.S.,
consisting primarily of skilled nursing facilities, assisted living companies,
and home care providers. At approximately $1 billion, the Independent sub-
segment represents Gulf South’s largest opportunity. Today, National
Accounts constitute roughly 50% of Gulf South’s revenues, while
Independent and Regional Accounts comprise the remaining 45% and 5%,
respectively (see Exhibit 18).

Exhibit 18: GSMS Account Breakdown
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National Acccounts

National Accounts are Gulf South’s traditional core competency. Still the
market share leader, Gulf South serves more than 60% of this subsegment,
which includes eight of the top-10 national companies. Missing from the list
is Manor Care, which selected McKesson’s RedLine Group as its sole
provider. Gulf South’s track record of successfully meeting its customers’
needs has paid off. Indeed, Gulf South has renegotiated all of its National
Account contracts this year, all of which cover terms of at least two years, and
most are three-year deals.

Due to the fairly infrequent contract renegotiations within this subsegment,
there are few opportunities for Gulf South to gain, or lose, market share. With
dedicated inventory managers and relatively sophisticated purchasing and
management practices, clients do not require much assistance from sales
reps. In fact, with only about 10 reps in place to cover all of these accounts,
rather than solicit new relationships, each rep focuses on maintaining and
growing current relationships.

Most frequently, National Accounts have two main requirements: aggressive
product pricing and high service levels. Most distributors who contend for
these large contracts can offer their clients aggressive pricing, and Gulf South
is no exception. Gulf South, however, successfully distinguishes itself from
the competition through its superior, value-added service offerings.

Beyond a long history of on-time delivery and a reputation for prompt
service, Gulf South offers incredible flexibility in accommodating its
customers’ ordering needs. For example, most National Accounts prefer to
order supplies through EDI (Electronic Data Interchange) or online, either
directly from Gulf South’s e-Commerce Website, GS Online, or though DSSI,
a third-party e-Commerce partner site. In fact, management estimates that
80% of these transactions are currently done in an automated fashion.
However, clients can also utilize their sales rep, or even the centrally located,
120-person customer service center, to place orders. Furthermore, Gulf South
often works with its clients to establish and maintain individual product
formularies, or lists of authorized supplies, to drive purchasing compliance
within the company, an extraordinary value-add. To date, GSMS has
experienced approximately 80%-85% compliance rates when its customers
utilize its formularies.

National Accounts have been suspect this year due to the difficult times many
of its customers are facing. Indeed, the cuts in Medicare reimbursement
resulting from the Balance Budget Act of 1998, coupled with the move to a
prospective payment system (PPS), have negatively impacted these long-
term care providers. Many, including the large publicly traded chains such as
Beverly Enterprises, Genesis Health Ventures, Integrated Health Services,
Mariner Health Group, Sun Healthcare Group and Vencor, have defaulted on
loan covenants over the past several months, and/or filed for bankruptcy
protection by the courts. Ironically, these events could actually turn out to
benefit GSMS. As a supplier of basic medical necessities, the courts consider
GSMS an essential vendor in terms of collection priority. Therefore, although
the Company has reserves of 100% for what it views to be high-risk
customers, expensing $8 million-$10 million over the past few quarters,
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GSMS is hardly in jeopardy of not getting paid. In fact, in recent court cases
involving Vencor and Sun, both under bankruptcy protection, the courts
named GSMS either number one or number two in order of collections,
behind only the food vendor. Furthermore, while under bankruptcy
protection, many of these large providers have actually restructured their
balance sheets, helping them to improve their financial condition. As an extra
precautionary measure, Gulf South continues to reserve at a rate of
approximately $500,000 per quarter in an effort to maintain a conservative
balance sheet.

Regional Accounts

Currently accounting for only about 5% of revenues, Gulf South only began to
directly address Regional Accounts within the past six months. Prior to
GSMS’s recent initiative to penetrate this segment of the market, general
sales reps targeted the individual facilities instead of their controlling
corporate entity. However, by refocusing its efforts on the regional operator,
GSMS has increased the upside to its efforts, as most of these potential
clients are not legacy accounts. Quickly discovering that Regional Accounts
have needs akin to those of National Accounts, Regional Account Teams are
gaining rapid acceptance by adopting similar service offerings. These nascent
efforts have progressed very well over the past few months, and
management hopes to grow the team to about 15 reps by next year.
Furthermore, the Regional Account Teams can hope to realize synergies by
synchronizing with the General sales force to determine which facilities
they’ve been tracking.

Indeed, Regional customer needs are much more similar to those of National
Accounts than the Independent ones. For example, rather than assistance
with product ordering, Regional clients need customer support and a
sophisticated inventory purchasing and management infrastructure. Gulf
South’s major competitors, MedLine and RedLine, currently control much of
the Regional Account market share. In our view, because of its extensive
experience in National Account servicing, Gulf South is actually better
positioned to fulfill its clients’ needs versus the competition.

Furthermore, Gulf South has gained significant recognition by offering its
Regional clients product formularies, a formidable competitive advantage.
Similar to those constructed for National Accounts, Gulf South essentially
custom-builds a product list in conjunction with client guidance. Not only are
the formularies a tremendous benefit to their clients, but Gulf South also
reaps rewards by including higher-margin goods, as well as products already
stocked for other clients, a win-win for both parties.

The Internet is beginning to have an important impact on Gulf South’s
Regional business. GS Online is an additional value-added service Gulf South
brings to the table. Although most Regional Accounts do not have the
resources to invest in EDI hardware technology to facilitate the supply
requisition process, many are already online and Internet savvy. Therefore,
GS Online provides the benefits of automated supply requisition, without the
large capital expenditure associated with EDI. GS Online has been well
received, to say the least. When Gulf South rolled out GS Online 12 months
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ago, clients used it to place approximately 70 orders per day, generating
about $20,000 in daily revenues. Today, clients, a majority of whom are
Regional Accounts, place roughly 375 orders per day. This equates to daily
revenues of nearly $130,000. Within the next two or three years, management
predicts that 50%-75% of orders could be placed online, accounting for
annual revenues of $50 million-$100 million. Regional Accounts currently
generate gross margins roughly 400 basis points higher than National
Accounts. We believe that the cost savings associated with streamlined,
automated ordering systems represent a significant opportunity for further
gross margin expansion at GSMS in the future.

Independent Accounts

Consisting primarily of skilled nursing facilities, assisted living companies,
and home care providers, there are approximately 6,000-7,000 independent
long-term care companies in the United States. Independent Accounts form
the largest segment of the long-term care market. Gulf South has built an
extensive General sales force of 130-135 reps who call on the Independents
and are responsible for growing this business one operator at a time.
Although Gulf South has several home care and assisted living clients, the
majority of its accounts are skilled nursing facilities, for which sales volume is
typically higher.

General sales reps play a role similar to that of a PSS rep, often more
integrated into the daily activities of their clients than either their National or
Regional counterparts. With fairly unsophisticated ordering processes in
place, Independent clients often utilize the Gulf South rep to manage
inventory for them. Consequently, General sales rep visits are much more
frequent and in depth.

Competition in this particular market is very fragmented, dominated by
“Mom & Pop” distributors. However, among national competition, MedLine
controls more of the Independent market share than Gulf South. Independent
Accounts generate gross margins approximately 600-800 basis points higher
than National Accounts.

The Private Label Opportunity

GSMS is only beginning to offer its customers the option of private label,
less-expensive products. While Gulf South has yet to develop a full line of
private label products, which typically enjoy substantially higher gross
margins versus branded products, we believe this effort will grow sharply in
the coming years. We estimate that GSMS realized revenues of just over $1
million in FY99 from private label products. However, as the Company
expands its product offering and further penetrates the Regional Accounts,
we expect this figure to grow to roughly $12 million in FY00 and $18 million
in FY01. Longer term, we anticipate that revenues from private label products
to grow faster than overall revenue at GSMS.
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Contribution from Gulf South Medical

Although not as prolific as PSS or DI, GSMS is an important contributor to the
financial success of the Company, as well as to its quality reputation. In its
first two years as a wholly owned subsidiary, Gulf South has experienced
substantial growth, increasing its revenues to $342 million in FY99 from $178
million in FY97. In fact, we are projecting revenues of approximately $371
million and $403 million in FY00 and FY01, respectively (see Exhibit 18).

Exhibit 18: Historical and Projected GSMS Revenue Growth
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Capital spending at Gulf South Medical was substantially less than PSS World
Medical’s other businesses, at $1.7 million in FY98 and $2.9 million in FY99,
as it is more mature and requires less capital.  We expect capital expenditures
to be approximately $3 million in FY00 and growing to $5 million-$7 million in
FY01. The forecasted increase is due to the expected rollout of new systems
at GSMS. PSS World Medical intends to move GSMS onto its JD Edwards
software platform in FY01 and convert the Company’s hardware accordingly.
In addition, management intends to roll out an updated version of ICONWeb
for GSMS.
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International Operations

PSS World Medical’s final revenue component is its international operations.
Through its distribution service centers located in Belgium, Germany and the
Netherlands, this division represents the Company’s examination of an
expansion opportunity abroad. A hybrid model similar to PSS and DI, the
Company sells a broad range of supplies and equipment, as well as provides
service, to physicians and medical centers.

Like most experiments, the yields here are small, generating only $15.7
million, $22.0 million and $19.9 million of revenues in 1997, 1998, and FY99
respectively. Historically, the business ran at break-even or a slight loss.
However, in recent quarters, the operations have begun to turn a profit.

We believe that management began to dabble abroad as one option for
future expansion. However, DI came along generally around the same time
and management was forced to choose how it would deploy its capital; DI
prevailed.

As this division is yet nascent, we are forecasting only modest growth as
management decides whether to pursue this opportunity and make additional
investments, or sell the business. Therefore, we are modeling only modest
revenue growth. We are looking for revenues of $33 million and $36 million in
FY00 and FY01, respectively (see Exhibit 19).

Exhibit 19: Historical and Projected International Revenue Growth
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Impact of the Internet

Armed With Web Browsers

The Internet is changing the way virtually every company does business. PSS
World Medical is no exception. Rather than resisting ”Webolution,” the
Company is embracing it in an effort to garner significant competitive
advantage. Currently, the Company estimates that the Internet has penetrated
about 15% of its clients' offices, and could grow to roughly 50% over the next
three to four years. Furthermore, management indicates that both larger
offices and those with consistently good practice management have been
faster Internet adopters.

Instant Customer Order Network (ICON)

ICON was first introduced as a resource for PSS sales reps to help their
clients better manage their inventory. Believed to be the first handheld order-
processing computer in the medical supply industry, ICON provided sales
reps with quick access to all aspects of purchasing including ordering, billing,
product listings and availability, product usage and spending patterns. ICON
was a slow, dial-up based modem application installed on the sales reps'
laptop computers. At the end of the day, the rep would download customer
orders to a mainframe computer using a toll-free number, a process that took
anywhere from 10 minutes to 1.5 hours. A useful, but very expensive tool
mired in inefficiencies, ICON was responsible for generating monthly telecom
expenses of $40,000-$50,000.

PSS sought to increase the rate and accessibility of information transfer and,
thereby, eliminate a substantial monthly expense. Recognizing that the
Internet is not all dot.com and e-Commerce, PSS created an Internet-enabled,
sales force automation tool called ICONWeb. Offering expanded functionality,
ICONWeb is a far superior tool that integrates the customer, the sales rep-
and customer-service via a single interface.

Now in the final stages of the first ICONWeb rollout, all 737 PSS sales reps
have had extensive training with the product. This measure ensures that reps
can properly train customers and will maximize the product's capabilities.
Currently, the Company is projecting that 80% of all PSS orders will be placed
through ICONWeb by early-to-mid 2000, greatly increasing product supply
efficiency and lowering order fulfillment costs. ICONWeb, however, was
designed for companywide use, not just for use by PSS. In fact, the Company
plans to deploy the application across all operational units over the next six
months. Exhibits 20 & 21 are actual ICONWeb screen views.
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Exhibit 20: Inventory Monitor and Supply Requisition

Source: PSS World Medical, Inc.

�� ICONWeb allows both physicians and sales reps to monitor office
inventory levels. Therefore, it is easy to determine which supplies are
needed, and which ones the office already has on-hand.

��The clear graphical interface provides a great deal of well-organized
information on each product offered. This information includes the PPS
item number, the manufacturer, the part number, an abbreviated product
description, the current inventory level and the quantity to be ordered.

�� ICONWeb increases office resource efficiency by enabling physicians to
minimize the inventory carried, while still ensuring a sufficient supply level.
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Exhibit 31: Order Detail and Execution

Source: PSS World Medical, Inc.

��A useful tool for physicians and sales reps alike, ICONWeb’s inventory
procurement provides incredible order detail and flexibility.

��The screen shot above demonstrates the unbelievable flexibility of
ordering through ICONWeb. By specifying the product unit desired (e.g.
box or case), ICONWeb simultaneously calculates the exactly quantity of
each product ordered and the total cost, essentially generating an instant
invoice.

�� ICONWeb allows physicians and sales reps to view order history, helping
them to identify supply requisition and usage patterns.
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The Company is already developing inventory management features that
should be integrated into Gulf South’s version of ICONWeb by mid-2000.
Although the Company fully expects to incorporate this additional feature
into ICONWeb for both PSS and DI, Gulf South will be the first to have this
expanded capability. Since Gulf South’s clients, long-term care facilities, have
the largest and most diverse inventory needs, the Company can provide
incredible value-add through efficient inventory tracking and management.
Additionally, regulatory issues require that long-term care facilities track and
account for all supplies and equipment used to treat patients. Ultimately,
ICONWeb will incorporate AccuScan into its product suite, aiding supply
managers by further automating the inventory tracking process.

Does the Internet automation of the supply chain jeopardize the sales rep’s
job security? It is natural to assume that there will be some degree of sales
rep displacement as more and more physician offices grow comfortable with
online supply requisition. While it is too early to say for sure, one scenario
places the typical sales rep in a completely different role. Perhaps covering
much larger territories, sales reps might focus on equipment sales rather than
consumables. Ideally, in this scenario, a fully trained delivery truck driver
would become the main company-customer interface.

On the other hand, PSS has earned intense customer loyalty and trust
through establishing solid relationships and offering value-added services
like inventory management, not through offering five-cent savings on a roll of
gauze. Historically, physicians have been willing to pay the premium placed
on their supplies because of the service and attention they receive. More
efficient technology and streamlined ordering are hardly substitutes for
quality service when average weekly supply needs amount to only $125.

Although long-term job security for medical supply and equipment sales reps
is uncertain given the impending supply chain automation, ICONWeb makes
one thing clear: we believe that PSS is ahead of its competition. Therefore,
the next 18 months represent a huge opportunity for the Company. When one
considers the additional time required to educate and automate an entire
sales force after product design and launch, it is likely that PSS World Medical
has an approximate 12-24 month advantage over one of its largest
competitors. Furthermore, since we’ve already noted that Internet penetration
is higher in larger practices, PSS’s Internet advantage clearly positions it to
acquire additional market share from GM.

WebMD Agreement

On November 4, 1998, PSS entered into a strategic partnership with
Healtheon/WebMD. Under the terms of the agreement, sales representatives
from PSS distribute WebMD services to their extensive customer base. In
return for these marketing services, WebMD offers PSS products though its
Internet-based service for physicians. Although promising when announced,
the partnership has proved to be less-than-successful. PSS sales reps have
had little success selling WebMD services to physicians. Management
believes that physicians are simply unwilling to pay $29.95 a month for what
is quickly becoming a consumer-targeted content site.
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The NeoForma Trump Card

On October 19, 1999, the Company made an equity investment in
Neoforma.com, a leading provider of B2B e-Commerce services in the health
care marketplace for medical products, supplies and equipment.
Neoforma.com’s services enable users to efficiently and cost-effectively buy
and sell new and used medical products in an open, online marketplace.
Furthermore, Neoforma.com has recently announced the addition of
AuctionOnline a consumer-to-consumer (C2C) auction arena for used and
refurbished medical equipment. In addition to their recent equity
investments, Dell Computer, GE Medical Systems, Superior Consultant and
Owens & Minor have each structured strategic operating agreements with
Neoforma.com. PSS, however, has not yet announced any such agreement.
Management indicated that AuctionOnline is of serious interest to DI.
Therefore, it is only reasonable to assume that there be some strategic
rationale behind the current absence of an operating agreement.
Management undoubtedly has something in mind for the future.

Disintermediation or Channel Facilitation

In the October 1999 In Vivo article entitled, "Hospital Supply’s Vapor Chain,"
NeoForma CEO Bob Zollars discusses the myth of what he calls
"disintermediation." Disintermediation, the article goes on to define, "[is] the
notion that Internet companies carve out their role and demonstrate their
value by eliminating someone else from the supply chain, either or both
hospital supply distributors and group purchasing organizations." In reality,
however, e-Commerce companies like NeoForma are uninterested in
assuming the logistical role that distributors play. Rather, they seek to bring
together buyers and sellers in a more efficient, streamlined market than
currently exists.

For example, no single distributor can fulfill the supply needs for even one
entire hospital. Rather, typical supply managers have relationships with
thousands of distributors and manufacturers. NeoForma, for instance,
attempts to make it easier for hospital supply managers to order and track
inventory by creating a marketplace that aggregates numerous distributors
and manufacturers, allowing managers to order all their supplies from one
site. Therefore, although managers use NeoForma for supply procurement,
the actual orders are filled by a distributor or manufacturer, not NeoForma.

The notion, then, that NeoForma and its brethren will displace the supply
distribution system is indeed a false one. In fact, distribution companies that
participate in these programs with Internet companies may actually gain
access to companies not traditionally within this client base.

It is our opinion, however, that the individual physician will likely be the
slowest adopters of technology vis-à-vis the corporate health care market due
to the relatively small financial impact of supplies on the business versus the
potential for cost savings. Today, high service levels and relationships are the
primary business drivers. Therefore, we believe this will limit the probability
of these “virtual” distributors displacing PSS World Medical.
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Financial History and Outlook

Through its discrete operational units, PSS World Medical has become a
leader in the three primary market segments it serves with a focused
approach to customer service, a consultative sales force, strategic
acquisitions and strong arrangements with product manufacturers. As we
discussed, the revenue contribution made by each operational unit is
dynamic (see Exhibits 22 & 23). Overall, we are forecasting total revenues of
$1.84 billion and $2.08 billion in FY00 and FY01, respectively.

Exhibit 22: Historical and Projected PSSI Revenue Contribution Analysis
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Exhibit 23: Historical and Projected PSSI Revenue Mix
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PSS World Medical has demonstrated solid revenue growth and profitability
over the last few years, despite broad weakness in the health care market. In
fact, the Company produced revenue growth of 13.2% in FY99 and is tracking
to 17.3% in FY00.  We are modeling revenue growth of 13.5% in FY01,
assuming modest acquisition contribution at DI. Concurrently, PSS World
Medical’s profitability has also improved. Operating margins rose to 5.7% in
FY99 from 4.9% in FY98. Furthermore, we expect the Company to generally
maintain this level of profitability, with operating margins holding steady at
5.6% in FY00, then expanding modestly to 5.9% in FY01. Our figures exclude
the impact of nonrecurring charges related to acquisitions and/or
restructuring. Our forecasts for improving operating margins assume the
Company will achieve greater efficiencies as management focuses its
attention on its infrastructure, rationalizing costs. In addition, we look for a
continued shift in revenue toward higher-margin products, including greater
penetration of private label products.

Naturally, this shift in revenue mix toward higher-margin products should
fuel overall gross margin expansion. Gross margins have already improved
to 27.0% in FY99 from 24.6% in FY97. We are projecting only slight gross
margin expansion, with conservative improvements of 10-20 basis points per
year resulting in gross margins of 27.2% and 27.3% in FY00 and FY01,
respectively. Pretax margins, although expected to dip slightly to 5.5% in
FY00 from 5.7% in FY99, should widen to 5.8% in FY01. On a fully taxed basis,
this translates into EPS growth of at least 13.3% and 17.8% in FY00 and FY01,
respectively (see Exhibit 24).
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PSS World Medical, Inc. has a solid balance sheet, in our view. The Company
has $45.3 million in cash and $185.8 million of long-term debt, including a
$125 million senior sub note issue with an 8.5% coupon rate. In addition, the
Company is cash flow positive, generating cash flow from operations of $18.4
million year to date. This strong financial position gives management
flexibility to expand existing operations or make acquisitions. The Company
spent $25.4 million on capital expenditures in FY99 and $12.0 million year to
date, and we expect the Company to continue to invest in its business (see

Exhibit 25). We look for capital expenditures of $25 million for FY00 declining
to $15 million-$18 million in FY01. FY00 included approximately $10 million in
nonrecurring costs related to Y2K. Management anticipates capital
expenditures to decline further to the $10 million-$13 million annual level. In
fiscal 1H00, PSS World Medical achieved a return on invested capital (ROIC)
of approximately 16.3%, excluding non-recurring charges. We believe this
ROIC target can grow at least 100 basis points, over the next 18 months, as
internal growth accelerates and management reduces its reliance on
acquisitions for earnings. This compares to a weighted average cost of capital
for the Company of approximately 14.7%.

Valuation

With PSSI stock trading at 11.2x our CY00 EPS estimate of $0.97 and 5.6x our
CY00 EBITDA estimate of $139.3 million, we believe the stock is significantly
undervalued relative to the potential future earnings power of the Company.
In addition, we believe that the cost to build each of PSSI’s businesses is
greater yet. Consequently, we expect the stock to rise roughly 24% to $13.50
per share over the next 12 months as investors grow comfortable that the
business is on track for solid growth. At $13.50, PSSI stock would trade at 12x
our CY01 EPS estimate of $1.13, a 25% discount to our 3-year EPS growth
target for the Company of 15.6% (see Exhibit 26).
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Risk Factors

Acquisitions

Due to the acquisitive nature of the business, especially for Diagnostic
Imaging (DI), the future success of PSS World Medical depends, in part, on
the Company’s ability to integrate acquired companies both operationally and
culturally. Furthermore, since our model assumes modest acquisition growth
for DI, future performance may be impaired should it fail to make additional
acquisitions, or successfully integrate acquired companies.

Indebtedness

Due to the Company’s current leverage of 1.6x LTM EBITDA, indebtedness
may limit PSS World Medical’s ability to obtain additional financing in the
future, thus limiting its flexibility to react to dynamic industry and economic
conditions. Furthermore, should interest rates rise, the Company’s cost of
capital could increase materially, therefore increasing interest expense and
decreasing future earnings.

Dependence on Exclusive Distributorship Agreements

The Company relies heavily on vendors and manufacturers for the supply of
products. In many cases, exclusive relationships are involved, granting PSS
World Medical preferential treatment, and in turn, a competitive advantage.
Should a manufacturer choose to terminate an agreement, or should the
Company fail to renew or negotiate additional agreements, financial
performance and market share could be adversely affected.

Health Care Regulatory Environment

The current Health Care regulatory environment is tumultuous. Following the
passage of the Balance Budget Act of 1998, the U.S. government enacted
steep cuts in Medicare reimbursement levels. In addition, The Health Care
Financing Administration (HCFA) moved to change reimbursement for long-
term care providers from a fee-for service system to a prospective payment
system (PPS), sharply reducing profits.

Due to the declining financial position of many of Gulf South Medical’s
clients, several of which are already in Chapter 11, the Company faces
substantial reimbursement risk should the government make further cuts in
reimbursement rates, or diverge from the current precedent of preferred
payment status in bankruptcy court.

The Internet

The Internet adds a significant degree of uncertainty to the entire health care
industry, including distribution. Internet influences are yet too nascent to
accurately qualify, or quantify, their risks.
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Exhibit 24: PSSI Historical and Projected Fiscal Year Income Statements
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* All Operating Income and EPS values are presented net of any non-recurring charges
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Exhibit 25: Balance Sheet Items & Financial Ratios
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Exhibit 46: Health Care Distribution Industry Comparative Valuation Analysis
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Additional information available upon request

Within the past three years, Deutsche Bank Securities Inc. or its wholly-owned
subsidiary, DB Alex. Brown LLC, has managed or comanaged a public
offering of PSS World Medical, Inc.

Deutsche Bank Securities Inc. maintains a net primary market in the common
stock of PSS World Medical, Inc.

PSS World Medical, Inc. stock is optionable.
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