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Sharp Community mediCal Group, through its 
network of affiliated physicians, is the model 
of choice for patients to receive care and 
physicians to practice medicine. we foster hiGh 
quality, effiCient, finanCially SuStainable 
praCtiCeS that improve health and deliver  
better care for our population.

Guidance: Advice or  

information aimed at  

resolving a problem  

or difficulty. The act  

or process of guiding.



thank you to our physicians
First let me say it has been both 

an honor and a privilege to serve 

as President of our IPA over 

the past two years. For over 23 

years Sharp Community Medical 

Group has existed to preserve 

our chosen model of practice, 

to deliver the best possible care 

to our patients, and to provide 

the highest possible financial 

rewards to you as shareholders. 

All of the programs and initia-

tives that SCMG has undertak-

en have been constructed with 

the goal of creating value to 

you and the patients for which 

you provide care.

I want to thank you, our share-

holders, for all of your efforts. 

Your cooperation and collabo-

ration with SCMG on the many 

demands that have been placed 

on you have been critical to our 

success. The QISR distribution  

of over $10 million for 2012 is  

a testimony to those efforts  

during a year of unprecedented 

challenges.

While other IPAs are facing both 

a decline in enrollment, as well 

as a decrease in reimbursement, 

we are growing our member-

ship, and maintaining a positive 

margin. This success has been 

achieved through our ability 

to participate in an increasing 

number of select and narrow 

networks that are based on the 

efficient use of medical services 

and outstanding performance 

on quality measures. The strong 

partnerships we have with Sharp 

HealthCare, Palomar Health in 

North County and Sharp Health 

Plan – non-profit entities with 

a wealth of market knowledge 

and experience – have given us a 

huge advantage over other non-

affiliated IPAs. Our pilot projects 

with the Pioneer ACO, as well as 

the commercial ACOs have pro-

vided us with unique experience 

and expertise that will further 

benefit us when contracting in 

2014 with the California Health 

Insurance Exchange called 

Covered California.

I want to express my enormous  

gratitude to our Board of 

Directors, Executive Committee, 

and Regional Advisory Councils, 

as well as those that have taken 

an active leadership role as 

participants on Primary and 

Specialty Advisory Councils, 

the SCMG CONNECT and 

Advanced Primary Care Steering 

Committees and the Quality of 

Care Committee. Thank you for 

your hard work and commitment 

to our medical group. I also 

give special thanks to all who 

have invested both time and 

money to be on our Allscripts 

EHR platform, attended our 

HCC coding sessions, partici-

pated in our patient satisfaction 

programs, and joined their col-

leagues in Primary Care Patient 

Management Models (PPMMs)  

to improve patient care. 

As President of SCMG, I have 

worked closely with and am 

grateful to our administrative 

executives who have commit-

ted most of their careers to our 

organization, and have worked 

tirelessly and with selfless dedi-

cation on our behalf. Especially 

notable is the work that our  

CEO has accomplished in making 

our voice heard in Sacramento 

and the halls of Congress in 

Washington, DC.

Looking ahead to 2013,  

I am confident that SCMG  

will continue to move forward  

on our journey as the most  

successful IPA in San Diego.

Thank you for your commitment 

to SCMG.

KENNETH ROTH, M.D.
President and Chair 
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Today, as SCMG reports to its 

shareholders on the outstanding 

performance of the medical 

group in 2012, it is already the 

year 2013, and Sharp Community 

Medical Group is actively posi-

tioning itself for 2014 – the first 

full year and implementation 

of the Affordable Care Act (ACA).  

What does that mean to SCMG and 

the physician shareholders? How 

does SCMG need to respond to 

these historical and significant 

changes? And what do we need to 

accomplish over the next few years 

to be successful beyond 2014? If we 

were to be complacent now, SCMG 

would find itself at a place in the 

future that could undermine our 

successes, destroy the gains we 

have made and would severely 

threaten SCMG’s relevance in 

the new world of health care.

And so, our journey continues.  

If we are going to remain one  

of the most respected, successful 

and clinically integrated IPAs in 

California (if not the nation),  

our focus must consist of the 

following improvements and 

advancements.

ElEctronic connEctivity
When have we not highlighted 

the importance of SCMG 

CONNECT as a means to  

successfully improve the  

quality of the care we provide 

and create the efficiencies 

within the system? It is exceed-

ingly clear that we must be able 

to communicate across a  

common platform – primaries 

with specialists; case managers 

with patients; and offices with 

hospitals, emergency depart-

ments and even urgent care  

centers. What is equally obvious 

is that we cannot standardize 

care, establish point of care  

analytics or share best practice 

if we are not working off of the 

same system. The “dream” of 

Health Information Exchanges 

(HIE) is to accomplish these 

goals, but it is just that – a dream.

HigH PErforming grouP 
What does this really mean, 

and why is it important to our 

future? Being a high perfor-

mance group is not only the 

key to staying in the game of 

membership growth, and com-

peting in the market place with 

other medical groups, but it is 

ultimately about providing the 

highest quality in patient care 

in order to maintain favorable 

contracts and relationships with 

our health plan partners and 

purchasers.  This will require a 

constant “raising of the bar” in 

care delivery. SCMG will need 

to develop performance criteria 

(both quality and efficiency) that 

must be met by providers if they 

wish to stay in the top tier of the 

SCMG network. Many of SCMG’s 

providers are already performing 

at this level, and there is  

confidence that others will  

follow given the appropriate 

tools and support from SCMG.

Strong HoSPital 
PartnErSHiPS
You may ask if the importance 

of hospital partnerships is any 

different than it has been in 

previous years. Quite honestly, 

it is more so now than ever.  

Clinical integration across the 

entire continuum of patient 

care is essential to success, and 

this includes inpatient services. 

The health care dollar is limited 

and shrinking. Only physicians 

working with hospitals can create 

the needed efficiencies. Hospital 

partnerships also become critical in 

contract negotiations and network 

inclusion opportunities with 

health plans. We are fortunate to 

have two strong partners, Sharp 

Health Care and Palomar Health.

PrivatE  
PracticE Survival
This could be the number one 

challenge for providers and 

SCMG as we face Health Care 

Reform. Successful models like 

our own Graybill Medical Group, 

Sharp Rees-Stealy, and Arch 

Health Partners appear to have 

advantages in the ability to 

standardize care, support and 

improve provider compensation, 

and even to favorably negotiate 

some contracts. However, inde-

pendent practices are also a 

powerful and sought after model 

by patients and entrepreneurial 

physicians alike. Health plans 

want this diversity of networks 

to meet many different patient 
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and employer needs. SCMG  

is dedicated to independent 

practice success. Thus, we must 

develop new ways to help them 

improve their ability to practice 

efficiently, provide the highest 

quality of care, and to improve 

their compensation in all product 

types, HMO and PPO.

nEw ProductS  
and modElS of carE
How are these new product 

developments and new “Models 

of Care” driving our future? 

First and foremost is the launch 

of Covered California, the 

statewide Health Insurance 

Exchange. This new channel for 

individuals and small groups to 

purchase insurance coverage 

(eventually all Californians) will 

fundamentally alter our land-

scape both inside and outside of 

the Exchange. It is an uncertain 

environment and will be a rocky 

road for some time to come. 

Yes, there is growth potential 

here for SCMG, but there is also 

uncertainty as to the reimburse-

ment formulas and populations 

that will enroll. SCMG is well 

positioned in our joint product 

development with Sharp Health 

Plan and other payers.

SCMG’s new models of cared 

elivery are known to providers as 

Accountable Care Organizations 

(ACOs) and our Advanced

Primary Care initiative (APC). 

Both are further advancing the 

medical group towards clinical 

integration and the creation of 

greater efficiencies. They will 

provide roadmaps to future 

product developments and  

contracts that will insure  

growth and overall success  

for SCMG.

CliniCal inteGration aCroSS the entire Continuum of patient Care iS 
eSSential to SuCCeSS, and this includes inpatient services. the health 
care dollar is limited and shrinking. only physicians working with  
hospitals can create the needed efficiencies. hospital partnerships 
also become critical in contract negotiations and network inclusion 
opportunities with health plans.
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jOHN jENRETTE, M.D.
Chief Executive & Medical Officer



our primary foCuS over the last 
year has been to provide support  
to our physician partners as they 
strive to improve the quality of  
care they deliver to their patients.



Our primary focus over the last year has been  

to provide support to our physician partners  

as they strive to improve the quality of care  

they deliver to their patients. We have built  

an Integrated Care Model that delivers patient- 

centric care at all levels. We have a team  

comprised of physicians, registered nurses, 

licensed vocational nurses, pharmacists and  

support staff that work with our physician  

partners to provide the highest quality of  

coordinated care across the entire continuum.   

• Hospital Case Management (HCM) staffs are  

on-site at all hospitals in San Diego County. 

They review admissions, talk with admitting  

physicians, and meet with patients to ensure  

that their needs are met during and post 

hospitalization. The HCM team uses evidence 

based tools to identify members who are at 

higher risk for continued health problems and 

potential readmission to hospital. This infor-

mation is communicated to the Ambulatory 

Case Management team prior to member being 

discharged to ensure that an experienced RN 

Case Manager is working with member and 

member’s Primary Care Physician (PCP) on 

post hospital needs.

• Sharp Extended Care (SEC) – SCMG, in  

partnership with Sharp Rees-Stealy and 

Sharp HealthCare, implemented a program 

to improve the services provided to members 

that require admission to Skilled Nursing 

Facilities (SNF). We now have on-site SNF 

Physicians and Nurses that are seeing  

the patients daily, directing the care and  

communication with PCP, and coordinating 

transition to home with our Ambulatory  

Case Management team. 

•  Post Discharge Care/Triage – Experienced 

RN’s and support staff contact all members 

being discharged from acute care and Skilled 

Nursing Facilities to assist with scheduling (or 

verifying) post discharge appointment with 

PCP. They confirm that any services that were 

ordered are in place (i.e. Home Health, DME, 

etc). In addition members are assessed to 

detemine if they would benefit from one of  

our Ambulatory Case Management (ACM)  

programs:

> comPlEx caSE managEmEnt

> tranSPlant caSE managEmEnt

> diSEaSE managEmEnt 

Our goal is to ensure that patients are evaluated 

by their PCP. Our primary care providers are 

essential in reaching our goals of improved  

quality, efficiency and patient satisfaction.

The Health Services Division is in place to  

support our physician partners, and our goal 

over the coming year will be to increase  

collaboration with PCP offices to assist  

with the management of their members.  

health ServiCeS
HEALTH SERvICES DIvISION INCLuDES:
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utilization  
management

quality  
management

ambulatory CaSe  
management

hoSpital CaSe  
management



by better understanding the challenges 
that scmg providers face, the team Can  
Continue to refine the way teChnoloGy  
iS uSed in the praCtiCe.
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SCmG connect
in 2012, the scmg connect team was operatinG at “full Speed ahead,” 
bringing the practice management/electronic health record (pm/ehr) 
system to additional practices, and adding functionality for the  
practices already using the system. the efforts were primarily  
focused in three areas:

1
2

31. continuing  
to roll-out tHE  
Pm/EHr Solution SEt
• Nine new practices implemented the PM/EHR 

solution, which added 40 new providers in 2012

•  A total of 30 practices (101 providers) are using 

the EHR/PM solution as of 12/31/2012

2. EmPowEring  
advancEd utilization  
by tHE ProvidErS  
and Staff
• Implemented an integrated clinical decision 

support system, QIS, to provide patient-specific 

quality information at the point of care

• Implemented an integrated prenatal product,  

to enhance the usability for our OB/GYN  

practices (Enterprise OB)

3. incrEaSing tHE 
rEturn on invEStmEnt  
for tHE PracticES
•  The EHR system was upgraded to meet the 

requirements for Meaningful use reimburse-

ment. SCMG CONNECT partnered with each 

practice that planned to attest, to ensure they 

received the training and assistance they needed 

to meet the standards

•  Those who attested in 2012 received up to 

$18,000 for meeting Meaningful use and will be  

eligible for an additional $26,000 over the next 

four years

•  In order to improve office efficiency, the team 

began to replace the “results only” interfaces  

with fully electronic orders and results for a  

number of Lab and Radiology systems

The CONNECT team also began a process of  

regularly rounding to each practice—to share the 

latest “best practices” for using the system. By 

better understanding the challenges that SCMG 

providers face, the team can continue to refine the 

way technology is used in the practice to improve 

efficiencies and positively impact patient care.



?
accountable care 

organizations:  
are they  

important  
to SCmG?          

by  jOHN jENRETTE, M.D.
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The answer is a resounding 

yeS, ACOs are still important to 

SCMG.  SCMG continues to be a 

big player in the development 

of ACOs in San Diego. ACOs are 

still a very important aspect of 

the Affordable Care Act (ACA) 

and the commercial market 

place as well.

Accountable Care Organizations 

are in a practical sense, provider 

organizations like SCMG that 

are becoming responsible for 

a fee-for-service population in 

the same manner that we take 

responsibility for our capitated, 

managed care populations ( i.e. 

responsibility for cost and qual-

ity). This applies whether it is 

Medicare fee-for-service (our 

Pioneer) or a fee-for-service 

PPO population (our work with 

Anthem and Aetna). The com-

plexities of creating this type 

of delivery model, and what to 

some may seem very straight 

forward, are actually enormous, 

and are taking much longer to 

work through than one would 

imagine. The pay-off, however, 

may also be huge – both in  

creating a delivery model for  

the future and in the financial 

wins for SCMG.

lEt’S rEviEw  
tHE comPlExitiES.  
One of the greatest challenges in 

developing this new model is the 

accurate and timely exchange 

of data. If an organization like 

SCMG cannot get information on 

the populations we are supposed 

to be accountable for, then how 

can we know how to intervene 

and provide appropriate medical 

care, case manage vulnerable 

patients, and provide preven-

tive and chronic care in a timely 

manner? Additional challenges 

we face are the ability to direct 

patients where we are most effi-

cient within our network, and to 

identify patients outside of  

our network where we lose  

continuity. All of these  

challenges can be overcome. 

And although slow, SCMG is 

moving in the right direction.

The potential “wins,” or  

opportunities, that come from 

developing the ACO models are 

the real reason to stay at the 

table. SCMG’s future success  

in healthcare rests with the  

ability to provide and prove 

VALUE to our populations, and 

should not to be driven by the 

VOLUME of services that we 

have often seen driving the 

health care system. ACOs are a 

way to achieve this goal. They 

are of interest to commercial 

payers, government payers 

such as Medicare and Medi-Cal, 

and even to the Military Health 

Systems (the Navy and the VA). 

In Washington, DC, conversa-

tions regarding new models 

of care revolve around ACOs, 

capitated models (which we of 

course know quite well) and 

other activities that provide 

increasingly greater clinical  

integration. Changes in the  

ways of paying for services, 

moving away from fee-for- 

service, will continue to evolve, 

and SCMG will find itself 

 appropriately positioned in  

this respect. ACOs are part of 

our journey towards creating  

a greater degree of clinical  

integration for all populations 

and to position SCMG to be in 

the right place at the right time.

physicians at scmg may be asking,  
“So where are we with aCCountable  
Care orGanizationS and are they Still 
important to our future?”



SCmG ConGratulateS practices who  
continue to make patient satisfaction  
a priority in their practices.



Sharp Community Medical Group 

has made a substantial, long-

term commitment to improving 

the patient satisfaction scores of 

its physicians. Although histori-

cally physicians have regarded 

this initiative as a “soft” issue, 

secondary to intellectual preci-

sion and technical skill, it has 

now become an important mea-

sure for CMS (Medicare), com-

mercial insurance companies, 

ACOs and especially patients. 

While many SCMG physicians 

have excelled in their ability to 

score well above the goal of 

achieving the 90th percentile 

compared to benchmark, others 

continue to struggle with this 

goal. SCMG’s commitment to 

support practices in this  

endeavor included a new  

physician shadowing initiative 

led by Dr. Alan Schoengold.  

Over the last 18 months,  

Dr. Schoengold, along with the 

Patient Satisfaction team’s 

Christa Maruster and  

Nancy Blumenfeld, met with 

numerous practices, and  

together they have been  

successful in helping those  

offices meet or exceed their 

goals.

SuccESS StoriES
One SCMG neurologist’s office 

previously struggled to make 

gains in their patient satisfaction 

scores. Prior to their participa-

tion in the SCMG initiative, the 

practice was well below the 

90th percentile, coming in at 

the 10th percentile range. The 

physician knew that he needed 

to focus on this area, and in a 

show of leadership, he engaged 

Dr. Schoengold and the team 

to shadow their providers and 

office staff. Through observa-

tion, the team was able identify 

problematic areas and establish 

action items for the practice to 

focus on. It took some time, but 

with tenacity and commitment, 

the practice’s scores have  

skyrocketed above the  

90th percentile.

In a similar fashion,  

Dr. Schoengold met with a 

primary care practice in late-

2012 and through observations, 

quickly noticed there was a 

great opportunity for improve-

ment. In only two meetings, and 

one shadowing session with the 

physician and the nurse prac-

titioner, the practice’s scores 

have improved and now exceed 

the 90th percentile goal.

SCMG congratulates these prac-

tices and others who continue 

to make patient satisfaction a 

priority in their practices.

Physicians who are struggling 

to achieve patient satisfaction 

scores that exceed the 90th  

percentile are urged to contact 

Dr. Schoengold directly. He, 

Christa and Nancy will gladly 

assist you in achieving your 

patient satisfaction goals.
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In keeping with our mission of 

fostering financially sustain-

able practices, SCMG helped 

facilitate Anthem Blue Cross 

(ABC) entering into a full risk 

capitation agreement with Sharp 

HealthCare. This relationship 

enabled SCMG to be in ABC’s 

most cost effective high quality 

network, thus advantaging us 

against other medical groups 

in the county through lower 

premiums for members select-

ing their health care through 

SCMG. Additionally, SCMG was 

able to convince ABC of the 

need to increase the rates for 

the Prudent Buyer Plan contract 

to many of our medical manage-

ment physicians by 25% e 

ffective September 1, 2012 and 

by 30% effective May 1, 2013. 

Recognizing the continued 

change taking place with 

Medicare, SCMG joined with 

Sharp Rees-Stealy and Sharp 

HealthCare to form the Sharp 

HealthCare ACO. Through a  

capital contribution of $222,000 

to this new entity, SCMG hopes 

to help transform the delivery of 

care to Medicare fee-for-service 

patients through improved 

health outcomes for patients, 

and benefit from shared savings 

being made available through 

the reduction of uncoordinated 

care. The shared savings will 

inure to the physicians who  

have agreed to work with us  

in providing better managed 

care to these patients.

The Board of SCMG continues  

to recognize that by being  

financially strong it is in a  

better position to work with 

health plans to be in the top  

tier of medical groups. This is  

crucial in a very competitive 

health care marketplace where 

employers are demanding lower 

cost from providers while  

striving to attain higher quality 

outcomes. By working  

collaboratively with our  

partner health plans and  

hospital systems, the Board of 

SCMG believes it will lead the 

way in providing high quality, 

cost effective care to all patients 

served by its physicians and 

continue to enhance the practice 

of medicine in SCMG-affiliated 

practices.

PAuL DuRR
Chief Financial Officer 

Cfo perspective
sharp community medical group continued to provide consistent 
financial performance during the challenging healthcare times  
of 2012. SCmG Generated $4.5 million in operatinG reSultS while 
recognizing a physician quality incentive of $10.4 million.
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sharp community medical group, board of directors
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ConsolidAted BAlAnCe sHeets

DECEMBER 31, 2012 AND 2011

Assets 2012 2011

current assets:

cash and cash equivalents $	 15,186,896		 $	 19,274,938		

Investments in available-for-sale securities 	37,949,513	 	38,160,310	

accounts receivable 	390,880	 	533,975	

accrued interest receivable 	276,986	 	307,385	

Prepaid expenses 	68,208	 	53,442	

current portion of notes receivable from related parties 	819,079	 	591,972	

deferred tax assets 	749,390	 	622,504	

Total current assets 55,440,952 59,544,526

Long-term assets:

Long-term portion of notes receivable from related parties 	3,900,087	 	3,493,523	

equipment, leasehold improvements and software, net 	2,277,452	 	2,944,670	

Other 	222,000	 	—	

Total long-term assets 	6,399,539	 	6,438,193	

Total assets $	 61,840,491 $	 	65,982,719

liABilities And eQUitY

current liabilities:

Physician fees payable $	 11,350,734	 $	 12,736,831	

Incurred but unreported claims 	12,030,196	 	11,596,969	

Professional fees payable 	401,193	 	1,020,062	

deferred revenue 	2,786,645	 	3,141,752	

Physician quality incentive payable 	9,046,738	 	15,202,121	

Income taxes payable 	207,505	 	281,978	

Other current liabilities 	3,442,283	 	3,356,676	

Total current liabilities 	39,265,294	 	47,336,389	

deferred tax liability 	935,143	 	1,050,231	

Interest in urgent care partnerships 	1,338,113	 	987,298	

Other liabilities 	1,470,291	 	947,147	

Total liabilities 	43,008,841	 	50,321,065	

commitments and contingencies

equity:

sharp community medical Group, Inc.:

common stock 	287,833	 303,933

retained earnings 	18,083,436	 14,973,195

accumulated other comprehensive income 	507,764	 402,056

Total sharp community medical Group, Inc. 	18,879,033	 15,679,184

non-controlling interest—smartcaremd (47,383) (17,530)

Total equity 18,831,650 15,661,654

Total liabilities and equity $	 61,840,491 $	 65,982,719

see notes to consolidated Financial statements



ConsolidAted stAteMents oF inCoMe

YEARS ENDED DECEMBER 31, 2012 AND 2011

2012 	2011

revenue:

capitated fees $	 259,826,398	 $	 262,388,844	

Incentive 	1,685,366	 	1,554,625	

Totals 	261,511,764	 	263,943,469	

Operating expenses:

capped fees:

Primary care physicians 	50,462,578	 	54,669,747	

specialty physicians 	36,600,271	 	37,710,400	

Fees for services – primary and specialty care  
 physicians and ancillary providers

	112,933,224	 	106,988,933	

Physician quality incentive 	10,443,548	 	16,603,049	

Totals 	210,439,621	 	215,972,129	

Income from operations before general and administrative fees 	51,072,143	 	47,971,340	

General and administrative fees:

management fees 35,590,804	 	31,964,277	

Professional and legal fees 	9,173,993	 	8,908,639	

depreciation and amortization 	714,251	 	803,620	

Other 	1,122,829	 	1,397,387	

Totals 	46,601,877	 	43,073,923	

Income from operations 	4,470,266	 	4,897,417	

Other income (expense):

Investment income 	1,157,711	 	961,372	

Loss on investments in urgent care partnerships 	(460,816) (987,298)

Interest expense 	(46,054) (25,754)

Income before income taxes and non-controlling interest 	5,121,107	 	4,845,737	

Provision for income taxes 	2,040,719	 	1,989,131	

consolidated net income 	3,080,388	 	2,856,606	

net loss attributable to non-controlling interest—smartcaremd 	(29,853) 	(20,030)

net income attributable to sharp community medical Group, Inc. $	 3,110,241	 $	 2,876,636	
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2012 2011

consolidated net income $	 3,080,388			 $	 	2,856,606		

Other comprehensive income - unrealized gain on available-for-sale securities, net 
of deferred tax of $69,988 and $73,904

		105,708	 		111,624		

Total comprehensive income $	 3,186,096		 $	 	2,968,230	

 

ConsolidAted stAteMents oF CoMpReHensive inCoMe

YEARS ENDED DECEMBER 31, 2012 AND 2011

Common stock

Retained  
earnings

Accumulated 
other 

Comprehensive 
income

non-Controlling 
interest totalshares Amount

balance at  
January 1, 2011 581.13 $	310,233 $	12,096,559 $	 290,432	 $	 — $	 12,697,224	

net income (loss) 	2,876,636	 	(20,030) 	2,856,606	

Unrealized loss on 
available-for-sale  
securities, net of  
deferred taxes  
of $73,904 111,624	 	111,624	

Issuance of common 
stock 	31.00	 3,100 	2,500 	5,600	

shares repurchased  
and cancelled (22.00) 	(9,400) 	(9,400)

balance at  
december 31, 2011 	590.13	 	303,933	 	14,973,195	 	402,056	 	(17,530) 	15,661,654	

net income (loss) 	3,110,241	 	(29,853) 3,080,388	

Unrealized gain on 
available-for-sale  
securities, net of  
deferred taxes  
of $69,988 	105,708	 	105,708	

Issuance of common 
stock 	37.00	 3,700 3,700

shares repurchased  
and cancelled

	
(36.00) 	(19,800) 	(19,800)

balance at  
december 31, 2012 	591.13	 $	287,833	 $	18,083,436	 $	 507,764	 $	 (47,383) $	 18,831,650	

ConsolidAted stAteMents oF eQUitY

YEARS ENDED DECEMBER 31, 2012 AND 2011

see notes to consolidated Financial statements

see notes to consolidated Financial statements



ConsolidAted stAteMents oF CAsH Flows

YEARS ENDED DECEMBER 31, 2012 AND 2011

2012 2011
Operating activities:

consolidated net income $	 3,080,388 $	 	2,856,606	
adjustments to reconcile consolidated net income to net 
 cash provided by (used in) operating activities:

amortization of premium 	468,001	 	442,058	
realized gain on investments 	(87,627) 	(120,289)
deferred income taxes 	(311,962) 	(507,369)
depreciation and amortization 	714,251	 	803,620	
Loss on disposal of fixed assets 	—	 	337,858	
Loss from urgent care partnerships 	460,815	 	987,298	
changes in operating assets and liabilities:

accounts receivable 	143,095	 	511,589	
accrued interest receivable 	30,399	 	(40,184)
Inventories 	—	 	32,434	
Prepaid expenses 	(14,766) 	(28,962)
Income taxes receivable 	—	 	1,071,524	
Physician fees payable 	(1,386,097) 	(2,201,641)
Incurred but unreported claims 	433,227	 	(300,015)
Professional fees payable 	(618,869) 	486,538	
deferred revenue 	(355,107) 	724,663	
Physician quality incentive payable 	(6,155,383) 	656	
Income taxes payable 	(74,473) 	281,978	
Other liabilities 608,751	 	(1,313,700)

net cash provided by (used in) operating activities 	(3,065,357) 	4,024,662	

Investing activities:
Purchases of investments 	(17,559,540) 	(35,676,032)
Proceeds from sales of investments 	17,565,659	 	36,304,743	
Increase in notes receivable from related parties 	(633,671) 	(3,709,496)
Investments in other entities 	(332,000) 	—	
acquisition of equipment and software 	(47,033) 	(217,332)

net cash used in investing activities 	(1,006,585) 	(3,298,117)

Financing activities:
Issuance of common stock 	3,700	 	3,100	
repurchase and cancellation of common stock 	(19,800) 	(9,400)
capital contribution from non-controlling interest 	—	 	2,500	

net cash used in financing activities 	(16,100) 	(3,800)

net increase (decrease) in cash and cash equivalents 	(4,088,042) 	722,745	

cash and cash equivalents, beginning of year 	19,274,938	 	18,552,193	
cash and cash equivalents, end of year $	 15,186,896	 $	 19,274,938	

supplementary disclosure of cash flow data:
Interest paid $	 	46,054	 $	 	24,340	

Income taxes paid $	 2,427,174 $	 	1,535,500	
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notes to ConsolidAted FinAnCiAl stAteMents

note 1 - organization and business:

sharp community medical Group Incorporated (the “company”) is a california professional corporation of physicians, organized in 1989 

and licensed to practice medicine in the state of california. The company is an association of independent primary and specialty care 

physicians who practice in their local offices throughout san diego county and southern riverside county. The company contracts with Health 

maintenance Organizations (“HmOs”) to provide physician and related health care services for the HmO enrollees.  effective January 1, 2011, the 

company entered into two commercial accountable care Organization (“acO”) contracts with the intent to coordinate patient care that will 

promote improvements in quality and efficiency of care delivered to Preferred Provider Organization (“PPO”) enrollees. effective January 1, 

2012, the company joined with sharp rees-stealy medical Group and sharp Healthcare in forming the sharp Healthcare acO (“sharp acO”) to 

provide accountable care services to medicare fee-for-service beneficiaries.

In november 2000, the company entered into a professional services agreement with Graybill medical Group (“Graybill”), a professional 

medical corporation, which employs primary care and certain specialty care physicians. The agreement allows Graybill to access the 

company’s contracts with HmOs. Graybill assumes the risk for all specialty care and covered services for enrollees selecting a Graybill primary 

care physician.

sharp Healthcare provides management advisory, consulting and administrative services to the company. The company entered into a 

purchase services agreement with sharp Healthcare which was effective in 2006.

In may 2011, the company established a subsidiary, smartcaremd Practice management, LLc (“smartcaremd”), to manage physician offices 

thereby sustaining the company’s current model of private practice.  The company owns 90% of the LLc and Graybill owns 10%.  

note 2 - summary of significant accounting policies:

Use of estimates:

The preparation of financial statements in conformity with accounting principles generally accepted in the United states of america requires 

management to make estimates and assumptions that affect certain reported amounts and disclosures. accordingly, actual results could 

differ from those estimates.

principles of consolidation:

The accompanying financial statements are consolidated and include the accounts of the company and its smartcaremd subsidiary as described 

above.  all intercompany balances and transactions have been eliminated in consolidation.

smartcaremd had assets totaling $211,000 and $227,000, liabilities of $685,000 and $402,000, contributed capital of $25,000, and losses of 

$299,000 and $200,000 as of and for the years ended december 31, 2012 and 2011, respectively.

Cash and cash equivalents:

The company considers all highly liquid investments with a maturity of three months or less when purchased to be cash equivalents.



Concentrations of credit risk:

Financial instruments that potentially subject the company to concentrations of credit risk consist primarily of cash and cash equivalents, 

investments and accounts receivable from HmOs. The company maintains cash in certain money market investment accounts that are not 

covered by the Federal deposit Insurance corporation. The money market funds and investments consist of high quality debt securities 

including: U.s. Government obligations; certificates of deposit, time deposits and other obligations issued by domestic banks; commercial 

paper and corporate bonds. The company has experienced insignificant losses in such accounts and does not believe it is exposed to any 

significant credit risk.

With respect to the accounts receivable from HmOs, credit risk is mitigated by the HmOs’ concurrent payment of the contracted amount 

for services provided and government regulations (primarily covered by the state of california Knox-Keene act) which require the HmOs to 

maintain adequate financial reserves for payment of medical services (see note 9).

investments:

The company classifies its investments in debt securities as available-for-sale. accordingly, these investments are reported at fair value with 

unrealized holding gains and losses, net of tax, as a component of accumulated other comprehensive income (loss) until realized. The fair 

value of these securities is based on quoted market prices or quoted prices for similar assets. realized gains and losses are determined on the 

specific identification method. It is the intent of the company not to hold securities until maturity but instead to follow its investment policy 

regarding maturity guidelines, investment ratings, and investment concentrations.

equipment, leasehold improvements, and software:

equipment and software are stated at cost. The majority of the equipment and software are related to the implementation of the electronic 

health record system and practice management project.  In 2011, the company purchased a case management platform as well as obtained 

assets necessary for the operation of smartcaremd. depreciation is calculated over the estimated useful life of each class of depreciable 

asset from five to seven years. The company began depreciating the equipment and software related to the practice management project in 

October 2008, the equipment and software related to the electronic health record system in april 2009, and the software related to the case 

management platform in may 2011.  all smartcaremd assets were placed into service in October 2011.

investments in partnerships:

Investments in partnerships in which the company has the ability to exercise significant influence are recorded on the equity method at cost 

plus advances and equity in undistributed earnings or losses.
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note 2 - summary of significant accounting policies (concluded):

Revenue recognition:

The company’s contracts with various HmOs provide for a prepaid, monthly, fixed capitation payment on a per member basis by the HmOs to 

the company. capitation payments from HmOs are recognized as revenue during the period in which enrollees are entitled to receive services.

Under capitation contracts, the company is financially responsible to provide the enrollee with necessary covered primary and specialty 

physician care. The company is a party to shared risk (incentive) arrangements which generally reward the company for the efficient 

utilization of certain inpatient and outpatient services. Under the shared risk arrangements, the company shares any surplus above amounts 

pre-established by the HmO. amounts received as surplus from the HmOs are recognized as revenue when received.

incurred but unreported claims:

Incurred but unreported claims are estimated based on historical data of actual claims approved for a given date of service. These estimates 

may vary from actual results and the differences may be significant.

income taxes:

The company accounts for income taxes pursuant to the asset and liability method which requires deferred income tax assets and liabilities 

to be computed annually for temporary differences between the financial statement and tax bases of assets and liabilities that will result in 

taxable or deductible amounts in the future based on enacted laws and rates applicable to the periods in which the temporary differences 

are expected to affect taxable income. Valuation allowances are established when necessary to reduce deferred tax assets to the amounts 

expected to be realized. The income tax provision or credit is the tax payable or refundable for the period plus or minus the change during 

the period in deferred tax assets and liabilities.

at december 31, 2012 and 2011, the total accrued interest and penalties associated with uncertain tax positions were $7,723 and $8,835, 

respectively.

The company files income tax returns in the Federal and california jurisdiction. Federal and california tax returns prior to fiscal years 2009 

and 2008, respectively, are closed. The company’s tax returns are not currently under examination.

The company recognizes interest and penalties associated with tax matters as part of operating expenses and includes accrued interest and 

penalties with the related tax liability in the balance sheets.

Accounting for the impairment of long-lived assets: 

The company assesses potential impairments to its long-lived assets when there is evidence that events or changes in circumstances indicate 

that the carrying amount of an asset may not be recovered. an impairment loss is recognized when the undiscounted cash flows expected to 

be generated by an asset (or group of assets) is less than its carrying amount. any required impairment loss is measured as the amount by 

which the assets carrying value exceeds its fair value, and is recorded as a reduction in the carrying value of the related asset and a charge to 

operations. The company has determined that there have been no such changes in circumstance as of december 31, 2012 and 2011.



Recently adopted accounting standards: 

In June 2011, the Financial accounting standards board (“Fasb”) issued asU 2011-05, comprehensive Income (Topic 220) – Presentation of 

comprehensive Income” (“asU 2011-05”). asU 2011-05 eliminates the option to present components of other comprehensive incomes as part 

of the consolidated statements of equity. Instead, asU 2011-05 requires that all non-owner changes in equity be presented either in a single 

continuous consolidated statement of comprehensive income or in two separate but consecutive statements. asU 2011-05 is required to be 

applied retrospectively and is effective for fiscal years beginning after december 15, 2011. These changes became effective for the company 

beginning January 1, 2012. The adoption of asU 2011-05 did not have a significant impact on the company’s consolidated financial position or 

results of operations.

note 3 - investments and fair value measurement:

accounting principles generally accepted in the United states of america provide a framework for measuring fair value, expands disclosures 

about fair value measurements and establishes a fair value hierarchy which prioritizes the inputs used in measuring fair value summarized 

as follows: 

Level 1: Fair value determined based on quoted prices in active markets for identical assets. 

Level 2: Fair value determined using quoted prices for similar assets or liabilities in active markets; quoted prices for identical or similar 

 instruments in markets that are not active and model-derived valuations in which all significant inputs are observable in active 

 markets.

Level 3: Fair value determined using significant unobservable inputs.

Following are the major categories of assets measured at fair value on a recurring basis as of december 31, 2012:

level 1 level 2 level 3 total

U.s. Government agency  
securities

	
$	 —

	
$	 14,505,724

	
$	 —

	
$	 14,505,724

commercial paper

a-1+ — 	194,730	 — 	194,730	

a-1 — 	399,929	 — 	399,929	

Total commercial paper — 	594,659	 — 	594,659	

corporate bonds

aa+ — 	2,412,318	 — 	2,412,318	

aa — 	3,009,921	 — 	3,009,921	

aa- — 	912,692	 — 	912,692	

a+ — 	3,063,307	 — 	3,063,307	

a — 	3,951,600	 — 	3,951,600	

a- — 	3,559,433	 — 	3,559,433	

bbb+ — 	821,587	 — 	821,587	

bbb — 	1,026,329	 — 	1,026,329	

bbb- — 	239,259	 — 	239,259	

Total corporate bonds — 	18,996,446	 — 	18,996,446	

U.s. Treasury securities 	3,852,684	 	—	 — 	3,852,684	

Totals $	 	3,852,684	 $	 34,096,829 $	 — $	 37,949,513
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note 3 - investments and fair value measurement (continued):

Following are the major categories of assets measured at fair value on a recurring basis as of december 31, 2011: 

level 1 level 2 level 3 total

U.s. Government agency  
securities

	
$	 —

	
$	 15,518,393

	
$	 —

	
$	 15,518,393

corporate bonds

aa+ — 	3,164,579	 — 	3,164,579	

aa — 	2,699,211	 — 	2,699,211	

aa— — 	231,210	 — 	231,210	

a+ — 	2,773,003	 — 	2,773,003	

a — 	4,481,630	 — 	4,481,630	

a— — 	3,011,663	 — 	3,011,663	

bbb+ — 	759,412	 — 	759,412	

bbb — 	965,356	 — 	965,356	

Total corporate bonds — 	18,086,064	 — 	18,086,064	

U.s. Treasury securities 	4,555,853	 — — 	4,555,853	

Totals $	 4,555,853 $	 33,604,457 $	 — $	 38,160,310

The company’s investments in available-for-sale securities are valued based on the market approach valuation technique and are exposed 

to price fluctuations. The fair value measurements for the company’s Level 1 investment securities are valued based upon the quoted price 

in active markets multiplied by the number of securities owned, exclusive of any transaction costs and without any adjustments to reflect 

discounts that may be applied to selling a large block of securities at one time.

The company’s Level 2 investment securities are valued based on standard inputs listed in approximate order of priority for use when 

available that include benchmark yields, reported tables, broker/dealer quotes, issuer spreads, two-sided markets, benchmark securities, 

bids, offers, reference data including market research publications, vendor traded platform data. The company does not believe changes in 

the fair value of these assets will materially differ from the amount that could be realized upon settlement or that the changes in fair value 

will have a material effect on the company’s results of operations or financial position. However, the ultimate amount that could be realized 

upon sale or settlement is dependent on several factors including external market conditions, the terms and conditions of a sale agreement, 

the counterparty to a sale agreement, the investment’s liquidity in capital markets and the length of time to liquidate an equity investment. 



available-for-sale securities at december 31, 2012 consist of the following: 

Amortized Cost gross Unrealized 
gains 

gross Unrealized 
losses 

estimated Fair
value

U.s. Government agency  
securities

	
$	 14,238,242	

	
$	 	268,111	

	
$	 	(629)

	
$	 14,505,724	

commercial paper

a-1+ 	194,730	 — — 	194,730	

a-1 	399,929	 — — 	399,929	
Total commercial paper 	594,659	 — — 	594,659	

corporate bonds
aa+ 	2,321,481	 	90,837	 	—	 	2,412,318	
aa 	2,919,248	 	91,066	 	(393) 	3,009,921	
aa- 	901,444	 	11,248	 	—		 	912,692	
a+ 	2,990,325	 	74,120	 	(1,138) 	3,063,307	
a 	3,846,275	 	105,325	 	—	 	3,951,600	
a- 	3,435,458	 	123,975	 	—	 	3,559,433	
bbb+ 	808,060	 	15,360	 	(1,833) 	821,587	
bbb 	998,089	 	28,292	 	(52) 	1,026,329	
bbb- 	239,033	 	582	 	(356) 	239,259	

Total corporate bonds 	18,459,413	 	540,805	 	(3,772) 	18,996,446	

U.s. Treasury securities 	3,790,873	 	61,811	 —			 	3,852,684	

Total available-for-sale 
securities

	
$	 37,083,187	

	
$	 	870,727	

	
$	 	(4,401)

	
$	 37,949,513	

 

available-for-sale securities at december 31, 2011 consist of the following: 

Amortized Cost gross Unrealized 
gains 

gross Unrealized 
losses 

estimated Fair
value 

U.s. Government agency  
securities

	
$	 15,188,396

	
$	 329,997

	
$	 —

	
$	 15,518,393

corporate bonds
aa+ 3,086,962 77,617 — 3,164,579
aa 2,606,743 92,468 — 2,699,211

aa- 229,019 2,196 (5) 231,210

a+ 2,738,381 35,408 (786) 2,773,003

a 4,444,919 47,318 (10,607) 4,481,630

a- 2,999,279 35,835 (23,451) 3,011,663
bbb+ 753,465 6,536 (589) 759,412

bbb 969,057 4,118 (7,819) 965,356
Total corporate bonds 17,827,825 301,496 (43,257) 18,086,064

U.s. Treasury securities 4,453,459 102,394 — 4,555,853

Total available-for-sale 
securities

	
$	 37,469,680

	
$	 733,887

	
$	 (43,257)

	
$	 38,160,310
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note 3 - investments and fair value measurement (concluded):

The amortized cost and estimated fair value of investments in debt securities at december 31, 2012 and 2011, by contractual maturity,  

were as follows:

2012 2011

 Amortized Cost estimated Fair value  Amortized Cost estimated Fair value 

Within one year $	 	4,203,215	 $	 4,232,813	 $	 	4,365,028	 $	 	4,437,693	

One to five years 	32,879,972	 	33,716,700	 	33,104,652	 	33,722,617	

Totals $	 37,083,187	 $	 37,949,513	 $	 37,469,680	 $	 38,160,310	

actual maturities may differ from contractual maturities because some issuers have the right to call or prepay obligations with or without 

call or prepayment penalties.

as of december 31, 2012 and 2011, the company recorded unrealized gains of $175,696 and $185,528, respectively, net of deferred income taxes 

of $69,988 and $73,904, respectively. as of december 31, 2012 and 2011, the company recorded net realized gains of $87,627 and $120,289, 

respectively.

note 4 - equipment, leasehold improvements, and software: 

equipment, leasehold improvements, and software consist of the following:

2012 2011

equipment $	 	96,039		 $	 	94,196	

Leasehold improvements 	25,889	 	25,889	

software 	4,900,275	 	4,855,275	

	5,022,203	 	4,975,360	

Less accumulated depreciation and amortization 	2,744,751	 	2,030,690	

Totals $	 2,277,452	 $	 	2,944,670	

depreciation and amortization expense totaled $714,251 and $803,620 for the years ended december 31, 2012 and 2011, respectively.

note 5 - notes receivable:

The company entered into a center development agreement on June 15, 2010 for the development of four Partner’s Urgent care centers in san diego 

county.  Under this agreement, four partnerships were formed to develop and operate the centers.  The company has provided the entire $4,000,000 

originally agreed upon for financing that is to be repaid over the period of eight years accruing interest at 2% above the prime rate.  additionally, 

the company has financed $110,000 of the $170,000 loan to the company’s partner as required through a capital contribution requirement of the 

partnerships that is to be repaid over the period of five years accruing interest at 2% above the prime rate.  The company may provide additional 

funding as necessary.



note 6 - investments in other entities:

The company is a 50% owner of the Partner’s Urgent care centers. The company has accounted for its share of losses under the equity method 

of accounting. For the years ended december 31, 2012 and 2011, losses of $460,815 and $987,298, respectively, have been recognized.  during 

the year ended december 31, 2012, the company provided capital to the urgent care centers totaling $110,000 of the total $170,000 originally 

agreed upon.  The company will continue to fund the operating needs of the urgent care centers as needed.

during 2012, the company made a $222,000 capital contribution in exchange for a 33.3% interest in sharp acO.  The company has accounted 

for its share of gains/losses under the equity method of accounting. Per the agreement, the company is required to make capital contributions 

as needed to cover the ongoing costs of sharp acO.  The company shall proportionally share in savings or losses of sharp acO, as defined in 

the sharp acO Operating agreement. as of december 31, 2012, the company has not recorded any shared savings or losses.

note 7 - Related party transactions and balances: 

a substantial portion of the medical services provided on behalf of the company is rendered by physicians who are also stockholders of 

the company. during the years ended december 31, 2012 and 2011, approximately $111,272,000 and $121,969,000, respectively, of primary and 

specialty care physicians’ fees, board fees, and committee fees related to physicians who were also stockholders. at december 31, 2012 and 

2011, approximately $8,625,000 and $8,854,000, respectively, of such fees were included in physician fees payable and incurred but unreported 

claims.

at december 31, 2012 and 2011, substantially all of the physician quality incentive payable and expense related to physicians who were also 

shareholders. The physician quality incentive rewards physicians for various quality and service measures.

note 8 - income taxes:

The provision for income taxes for the years ended december 31, 2012 and 2011 consists of the following:

2012 2011

current:

Federal $	 	1,855,976		 $	 	1,983,700		

state 	496,705	 	512,800	

deferred:

Federal (305,558) 	(433,675)

state (6,404) 	(73,694)

Totals $	 	2,040,719	 $	 	1,989,131	

For the years ended december 31, 2012 and 2011, the company’s effective tax rate differs from the Federal statutory rate due to the existence of 

state income taxes and nondeductible expenses of $589,000 and $570,000, respectively.

sCMg
2012 AR

27



note 8 - income taxes (concluded):

The components that comprise deferred tax assets and liabilities are as follows at december 31:

2012 2011

current deferred tax assets (liabilities):

current state taxes $	 174,161	 $	 174,352	

Physician guaranteed payments reserve 	354,551	 	380,617	

accrued liabilities 	565,774	 	342,643	

Unrealized gain on available-for-sale securities 	(345,096) 	(275,108)

Totals 	749,390	 	622,504	

	

Long-term deferred tax liability:

depreciation 	(861,186) 	(1,050,231)

Income from passthroughs 	(73,957) 	—	

Totals 	 (935,143) 	(1,050,231)

net deferred tax liability $	 (185,753) $	 (427,727)

note 9 - Major payors:

For the years ended december 31, 2012 and 2011, capitation revenue from four HmOs individually comprised greater than 10% of the company’s 

capitation revenue. In 2012, four HmOs comprised of 33%, 16%, 14% and 13% for a total of 76% of capitation revenue. In 2011, four HmOs 

comprised of 32%, 14%, 14% and 12% for a total of 72% of capitation revenue

note 10- Capital structure:

Pursuant to the amended articles of Incorporation, the company is authorized to issue one class of shares of common stock. The capital 

structure is as follows:

december 31, 2012
shares  

Authorized
shares  

outstanding  Amount

common stock 12,000 		591.13	 $	 287,833	

december 31, 2011
shares  

Authorized
shares  

outstanding  Amount

common stock 	12,000	 		590.13		 $	 303,933		

shares of common stock are owned by licensed primary care physicians and specialty care physicians who have entered into a provider 

services agreement with the company. Prior to the amendment of the articles of Incorporation in 2007, the shares were issued at $100 and 

$1,000 depending on the contribution at the time their provider services agreement was executed. Following the amendment, a single class of 

shares is issued at $100. all shares bought back by the company are at the original share value.



note 11- state of California solvency standards:

The california department of managed Health care (“dmHc”) promulgated regulations that establish certain financial and reporting 

requirements to which risk-bearing organizations, such as the company, must adhere.  These regulations require quarterly reporting to the 

dmHc of a financial survey report as well as statements to verify positive tangible net equity and positive working capital are maintained 

by the company.  The regulations also include compliance of claim payment timeliness and meeting a cash-to-claims ratio requirement.  

currently, the company believes that it meets all of the requirements of this regulation.

note 12- Contingencies:

litigation:

The company, from time to time, is a defendant in actions arising in the ordinary course of business. In the opinion of management, such 

litigation will not have a material effect on the company’s financial condition, results of operations or cash flows.

note 13- Commitments:

Hosting fees payable:

The company entered into an agreement with a vendor in december 2006, which was subsequently amended in June 2011, for hosting services 

related to the electronic health record and practice management licenses. The company plans to implement the licenses in its contracted 

physician offices by december 2013.  The company agreed to pay the vendor $47,250 each month for 60 months for hosting fees which are 

included in professional fees expense in the statements of income. The company capitalizes and amortizes all other costs associated with the 

purchase and implementation of the licenses in accordance with accounting principles generally accepted in the United states of america.

operating leases:

The company has directly guaranteed certain operating leases for smartcaremd with aggregate guarantee of approximately $648,000 and has 

secondarily guaranteed the urgent care centers’ leases for office space as well as equipment.  The leases have terms of between five and 

seven years.

note 14- subsequent events:

subsequent events have been evaluated through april 17, 2013, the date the financial statements were available to be issued. 
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