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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.



TogeTher       we can accomplish a lot

As the Affordable Care Act continues to rollout 

in the coming years, we will face challenges 

of declining reimbursements, a shift to greater 

“consumerism,” and the need to develop an 

even stronger focus on our performance. 

Performance, as measured by:

• Quality – Patient Satisfaction scores  

and Pay-For-Performance metrics

• EfficiEncy – appropriate use of resources

• Growth – through new products such as 

Covered California and narrow networks

• financial – delivering superior financial 

results as a cohesive group

SCMG’s Board of Directors is focused and 

rowing in the same direction to achieve our 

goal of becoming a high performing network. 

The healthcare market in Southern California 

demands that we compete in a space in which 

the bar continues to be raised in terms of quality  

scores, efficiency, new ways to communicate with 

patients, and increased availability of services. 

The Board determined that strong hospital 

partnerships are central to our success, and 

I’m pleased to share that in 2013 we developed 

a stronger and more viable relationship with 

Sharp HealthCare. We also enhanced our working  

relationship with Palomar Health. The Board 

has also renewed its commitment to SCMG 

CONNECT, which goes far beyond a simple 

electronic health record to include patient  

portal functionality, connections to health plans 

and ancillary services, clinical decision support 

and in time, a Health Information Exchange 

(HIE) – all of which are key factors to our long-

term success. This will make us more knowl-

edgeable about our patients, more consistent  

in how we care for populations, and allow us, 

over time, to truly measure our performance. 

Another new initiative of the SCMG Board is 

Advanced Primary Care (APC). APC is about 

transforming primary care practices and services 

to become more efficient in our offices, thus 

improving care and quality for patients, and 

ultimately creating greater financial security  

for our practices. This transformation cannot 

stop with primary care, but must also include 

an improved partnership with our specialty 

physicians, so that they too can improve  

performance and outcomes for our patients 

and be a part of our ultimate financial success. 

Obviously, much is needed to keep SCMG in 

the forefront of being one of the strongest and 

best IPAs in California. Together we can make 

this happen. I look forward to continuing to 

work with you in 2014. 

After two years as SCMG’s President, I want to thank you once again for your 

confidence in the SCMG leadership team and your continued support in 2013. 

SCMG pulled together to accomplish another successful year – in a very, very 

challenging environment. For that, we are all to be applauded.

KEnnEth roth, M.D.

President
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In 2013, I began my seventh year as CEO of 

SCMG, so many of you may wonder if I have  

a “seven-year itch” to scratch, so to speak.  

Let me assure you, that is not the case. I’m 

more committed than ever to helping SCMG 

successfully navigate the dramatic changes in 

healthcare in order to keep the organization 

strong and prosperous. It’s an interesting time 

to look back and reflect not only on our past, 

but also on our future and contemplate what 

lies ahead. In 2007, SCMG was a strong IPA, 

as measured by its financial performance, the 

quality of our physicians and our geographic 

reach. We had a stable membership. Physicians 

felt “more or less” secure and the future looked 

pretty straightforward and predictable.  

We were also truly an IPA in the sense that 

we were independent physicians. I saw some 

level of “groupness,” a quasi-interest in SCMG’s 

quality and performance, and minimal inter-

est in attending meetings and understanding 

our business environment. Maybe 2007 was a 

place in time where we could have all survived 

if, and I say a big if, the world had not started 

to change. However, that was not the course 

of events. This world of medicine has changed 

dramatically and will continue to do so for the 

foreseeable future.

Today, SCMG is significantly different from the 

reflection I made of our organization’s state in 

2007. Now I see an interesting dynamic within 

our medical group, a kind of a ying and yang of 

strengths and weaknesses, and an opportunity 

or a threat, depending on how you choose to 

view and respond to the implications.  

Many physicians of SCMG are worried about 

the future of the organization and their indi-

vidual practices because of the uncertainties 

in this changing environment. We are all feel-

ing anxiety about the unknowns of healthcare 

reform, reduced reimbursement levels and 

changing models of care. Higher expectations 

from patients, employers and purchasers are 

eliciting an ever-increasing demand for better 

performance, quality, and efficiency in order to 

ceo letteR to 
shArehoLDers

Undoubtedly we have many challenges ahead of us, but I believe that  

SCMG has the ability - and even more importantly - the tenacity to succeed.  

By working together, supporting one another and being involved as shareholders 

and “deliverers” of care, we will continue to be the network model of choice for 

patients to receive care and physicians to practice medicine.



compete successfully. The practice of medicine 

is becoming more and more challenging and 

complex. It is an intimidating place to be. 

Fear, however, is not an emotion I see within 

SCMG. I see strength, maturity, and growth  

in the character of our physicians in the last  

several years. Never has there been a time that 

the Board of Directors, the Regional Advisory 

Councils and the physicians have been more 

engaged in the dialogue about the future of 

SCMG. I am very proud to be part of the  

professionalism and engagement being exhib-

ited by our physicians. We have become a real 

group. Physicians are showing up to hear about 

healthcare reform and to give input about our 

future direction. They are engaged and inter-

ested in how they can assist. Regional Advisory 

Councils and committees are being fully 

attended and members are providing direc-

tion and advice regarding our programs and 

projects. Never have I seen this keen interest 

to improve SCMG’s performance and improve 

our patient satisfaction. I see the eagerness to 

utilize SCMG’s training opportunities and the 

desire to look to SCMG for information and 

guidance. This is incredible progress.  

When I speak across the state, it is clear  

to me that SCMG is leading the way as an  

IPA of distinction and success. 

I’m not suggesting that we have all of the 

answers or that the direction is clearly defined. 

Undoubtedly we have many challenges ahead 

of us, but I believe that SCMG has the ability  

- and even more importantly - the tenacity to 

succeed. By working together, supporting one 

another and being involved as shareholders 

and “deliverers” of care, we will continue to  

be the network model of choice for patients  

to receive care and physicians to practice  

medicine. I believe that SCMG physicians  

will look back in another seven years and  

be proud of who we have become.  

I look forward to that journey.

John E. JEnrEttE, M.D.

chief Executive officer
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integRated CAse 
MAnAgeMenT

Certified case managers – who are highly skilled registered nurses experienced in  

coordinating complex care and services – provide comprehensive supervision of  

high-risk patients with complex medical needs. Based on the Case Management  

Society of America standards of practice, case management interventions  

are geared toward coordination of patient care, referral authorizations, disease  

education, self-care coaching, assistance with vendors and community services,  

health insurance benefits, and family involvement in health care decision-making. 

A New BegiNNiNg
Most of the patients in the program are identified through referrals from physicians, 

family and staff from community support services. In some instances, potential patients 

for case management are identified through a review of Sharp HealthCare reports and  

statistical data. Recently, a newly diagnosed diabetic patient was discharged from the 

hospital to a skilled nursing facility (SNF) to regain her strength and start an insulin  

regimen to address her condition. When the case management team at SCMG followed 

up with her upon the patient’s return home, they discovered that she had not taken any 

insulin since her discharge from the SNF. Taking insulin and monitoring her blood sugar 

were new for this elderly patient. To further complicate things, the supplies she was sent 

home with were different than what she was using at the SNF. SCMG case manage-

ment stepped in and got her reestablished with her primary care physician, educated 

her about following a diabetic diet and enlisted Sharp Medication Assistance Program 

to help with the out-of-pocket costs for her medications and supplies. Her primary 

care doctor is very pleased with how she is doing and the patient reports she is feeling 

“amazingly well.” She is taking her insulin regularly and monitoring her blood sugar. 

Need AssistANce?
The SCMG integrated care management team works side-by-side with physicians  

to manage patients who are high risk, high utilizers of care, or experiencing multiple  

illnesses to improve their health status, satisfaction, and clinical results. Have a  

question or need assistance with a patient? Contact Vilma Maravilla, RN., BSN., Director  

of Integrated Care Management at vilma.maravilla@sharp.com or (858) 499-4576.

Integrated care management at Sharp Community Medical Group  

is a collaborative, shared initiative between Hospital Case  

Management (HCM) and Ambulatory Case Management (ACM).  

The ACM department consists of Complex/Transplant Case 

Management, Disease Management and Case Management  

Assistance and Resource Education program (CARE).
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scmg ConneCT

In 2013, the team implemented new system  

functionality and added new applications 

to the solution set in order to meet the five 

Meaningful Use goals established by the 

Centers for Medicare and Medicaid (CMS)  

as part of healthcare reform.

improviNg the efficieNcy 
ANd QuAlity of cAre

The Quality Information System (QIS) 

was upgraded and fully implemented in 2013. 

Care teams in our practices are now proactively 

monitoring their upcoming scheduled appoint-

ments to identify and resolve gaps in care. A 

new, automated insurance eligibility module 

was also added to the Practice Management 

application. This tool saves time for the front 

office staff when verifying a patient’s insurance 

coverage and improves the practice’s revenue 

cycle management. 

eNgAgiNg pAtieNts ANd 
their fAmilies iN their 
heAlthcAre

In order to more effectively engage patients 

and their families, the FollowMyHealth™ patient 

portal went “live” in 2013. Over 6,500 patients 

have accessed their online records and can now 

communicate with their providers efficiently 

and securely. The portal helps improve prac-

tice operations, as well eliminating the effort 

and cost of printing and mailing of patient test 

results. Use of the patient portal also reduces 

the number of patient phone calls the  

practice receives. 

improviNg cAre 
coordiNAtioN
More SCMG teams were provided 

with access to the EHR, resulting in an expand-

ed care team that is now available to providers 

to assist them as they care for their patients.  

For example, with access to electronic health 

records, the Medication Therapy Management 

team is able to assist providers in managing  

the medications for chronic disease patients. 

The pharmacy team answers questions for  

providers and offers advice for managing  

the complexity of multiple medications. 

improviNg 
populAtioN ANd 
puBlic heAlth

The CONNECT team has been working behind 

the scenes to provide the tools and information 

needed to address improving population and 

public health. The results for 2013 were limited, 

but plans for 2014 include providing practices 

with the ability to run their own population 

health reports in order to proactively identify 

the opportunities for improving care within 

their patient population.

2013 was another year of tremendous growth. Fifteen practices implemented  

the CONNECT solution set, adding 34 providers to the system. We now have  

48 practices—136 providers—using the shared Electronic Health Record (EHR). 

Over 43% of our SCMG’s patient population now has charts within the EHR. 

The ability to aggregate and report on the care we provide to our patients is 

enhanced with every practice brought online. Using the shared system helps  

with the coordination of care, and also allows us to substantiate that we provide 

high quality care to our patients.

goAl  

#1

goAl  

#2

goAl  
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goAl  
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privAcy ANd 
security of pAtieNt 
iNformAtioN

The CONNECT team received funds from the 

California Health Information Partnership & 

Services Organization (CalHIPSO) to engage  

an independent security firm to perform  

security risk assessments at the individual  

practice sites. A summary report with action 

plans was provided to the practices to guide 

them in taking steps to further ensure our 

patients’ information is kept secure, yet  

available as needed for patient care. 

Going forward, the SCMG CONNECT team 

will continue to focus on helping practices 

address the changes brought about by market 

demands and healthcare reform. We are  

determined to see SCMG flourish in the midst 

of this complex transformation process.

thE Ehr has bEEn a GrEat tool for 

hElPinG ME GivE ExcEllEnt PatiEnt 

carE. I can see labs and x-rays that were 

ordered by different providers immediately in the system, 

so I don’t have to go searching or calling. I can see labs 

presented in flow sheet format and can even graph 

them to show my patients how they are improving. 

They love seeing the trends in how their weight, 

blood pressure or glucose control is changing.  

You can set goals in the EHR and then the patient 

can see those goals and work towards them.  

I can easily search for notes by provider or  

date and find things faster than rifling through  

a paper chart. Every patient gets a visit  

summary which is great to help clarify 

what I’ve ordered and what medications 

they need to take. The patients love that, 

and I get fewer call backs for instructions 

or confusion because of it. The EHR has  

really helped me be a better doctor.  

It takes getting used to, but the results are 

well worth it! – sharna shachar, M.D.
 INTERNAL MEDICINE

goAl  

#5
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ADVAnCeD  
pRimaRY caRe

• eNhANced Access After-hours  

ANd oN liNe

• loNg-term pAtieNt ANd provider 

relAtioNships

• shAred decisioN mAkiNg

• pAtieNt eNgAgemeNt oN heAlth  

ANd heAlthcAre

• teAm-BAsed cAre

• Better QuAlity ANd experieNce of cAre

• lower cost from reduced emergeNcy 

depArtmeNt ANd hospitAl use 

In order to facilitate this transformation, 

the practices were teamed up with an APC 

Specialist trained in PCMH concepts and  

standards and experienced in implementing 

change within a clinical environment. The  

specialists helped the practices create cross-

functional Quality Improvement (QI) teams 

which meet twice each month to evaluate  

data, and discuss and implement ways in which 

the practice can enhance their productivity, 

quality and overall experience. 

Three half-day Learning Collaborative sessions 

were produced and completed. During these 

meetings, QI teams from each of the practices 

convened for educational sessions focusing  

on PCMH principles, and to share knowledge 

and experience. These collaboratives provide  

a unique opportunity for networking and  

information sharing between providers  

and staff members alike.

Concepts taught in the Learning Collaboratives 

are reinforced in the individual practice QI team 

meetings. The APC Specialists guide the QI 

teams through process improvement using a 

methodology called PDSA (Plan Do Study Act). 

This methodology helps the practice teams 

identify areas of focus for improvement, ways 

in which the outcomes can be measured, and 

an evaluation of the interventions they’ve cho-

sen to ensure that changes made produce the 

results that the practice is seeking. 

In October, at the 2013 Annual Continuing 

Medical Education (CME) Conference in 

Rancho Mirage, a panel of providers who  

had been involved in the program shared  

their experiences with their peers. 

Early in 2013, SCMG kicked off its Advanced Primary Care (APC) initiative; a pilot 

of 10 primary care practices who agreed to embark on a transformational journey 

to enhance the quality of care they provide, improve the patient experience, and 

return joy to the practice of medicine for providers and their staff. We believe 

that APC harmonizes with the constructs of the contemporary Medical Home and 

have aligned our initiative with the standards outlined by the National Committee 

for Quality Assurance (NCQA) for Patient Centered Medical Homes (PCMH). 

According to NCQA, the key facets to a patient-centered medical home are as 

follows:



Over the course of the past year, it has become 

clear that this type of transformation can be 

challenging and momentum slow to build. 

While it’s still too early to measure the quanti-

tative impact on cost, quality and experience of 

care, the investment in evaluating and modify-

ing clinic workflows to fully utilize the team-

based care model will eventually pay off. There 

is improved communication and coordination 

within each practice through the use of  

huddling, pre-visit planning and preparation – 

all of which result in more focused patient  

visits that allow both the provider and patient 

to fully address the patient’s needs. APC  

practices are also adopting the patient portal 

at higher rates than non-APC practices which 

in turn drives patient engagement in managing 

their own healthcare.

In the months ahead, SCMG plans to expand 

the program to include a new cohort of  

practices. It is expected that some of the  

practices within the existing cohort will apply 

for formal recognition as Patient Centered 

Medical Homes later in 2014. 

Before we joined APC, I had become relatively complacent. I tried to  

do a lot of things on my own in the practice and wasn’t getting results.  

That’s why I started. what i’vE founD is that thE ProGraM itsElf, 

anD thE hElP that you GEt, is rEally for thE businEss of 

your PracticE. You can do a great job as a doctor, but you can’t run 

the whole practice all by yourself. You need help from your 

office manager and the added support of someone  

to work with your MA’s and office staff. So I’m  

glad that I saw the big picture. – scott uPton, M.D.
 INTERNAL MEDICINE
 San Diego Internal 
 Medicine Associates

Morning huddle: Dr. Scott Upton with staff
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iNterNAl trANspAreNcy 
2013 marked the first year of SCMG’s new  

policy of providing internal transparency  

of patient satisfaction scores. This new best 

practice contributed to an amplified dialogue 

around the subject of patient experience, 

encouraging a new sense of a shared fate  

and increased accountability amongst SCMG’s 

physician network. While it may have been 

uncomfortable for some initially, it proved to  

be a strong stimulus for physicians ranking 

low in patient satisfaction to reexamine patient 

experience in their practices. Providers were 

able to see others in their specialty or  

geographic region performing well, which  

provided reassurance that they too could 

improve patient perceptions. Being able to  

easily identify the high performers provided  

the opportunity for physicians seeking 

improvement to reach out to their peers  

for advice and sharing of best practices. 

the chANge withiN
Sometimes it takes more  

than training to make signif-

icant change in a practice.  

SCMG’s Dr. Brij Gupta came 

from what he describes as  

a “factory style” clinic  

in northern California.  

Dr. Gupta had never even 

considered if his patients 

were satisfied. Even after attending SCMG 

patient satisfaction trainings, his scores still 

failed to improve. However, in 2013, Dr. Gupta’s 

patient satisfaction scores soared from the 17th 

percentile in quarter one to the 95th in quarter 

four. When asked what changed, he responded, 

“I did!” By listening to his patients and including 

them in the decision making process, not only 

has Dr. Gupta improved patient perceptions, 

but he’s finding his work more rewarding.

thAt tAkes the cAke
This past year, the Patient Satisfaction Team 

encouraged conversations around the subject 

of patient satisfaction at the quarterly Regional 

Office Manager Meetings. The team rolled out a 

new “That Takes the Cake” award program for 

office managers. Each quarter, one practice per 

region will be awarded a “That Takes the Cake” 

award for remarkable improvement in patient 

satisfaction. The award winning office manag-

ers share testimonials regarding the specific 

changes they implemented that contributed 

to their improvement and answer questions 

from their peers. The winning practices are 

awarded a certificate and a dozen specialty 

cupcakes. The award program inspired enthu-

siasm amongst the office manages about shar-

ing ideas and provided a heightened sense of 

community at the meetings. Through this new 

award program our offices can have their cake 

and eat it too!

Physicians who would like additional sup-

port in meeting their patient satisfaction goals 

are encouraged to contact SCMG’s Patient 

Satisfaction Team. The services are free and 

the primary goal is to support your patient 

experience improvement strategies.

Alan schoengold, m.d. 

Assoc. Medical Director of Patient Satisfaction & EHR 

drgold@gmx.us | (858) 774-4892

Nancy Blumenfeld 

Patient Experience Program Manager 

nancy.blumenfeld@sharp.com | (858) 499-4456

SCMG’s Patient Satisfaction scores showed significant improvement in 2013, achieving 

the 55th percentile in the 4th quarter – our highest ranking ever! This steady improve-

ment is particularly impressive for an Independent Practice Association (IPA) in a  

Press Ganey database composed primarily of employed physician medical groups.
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cfo PersPeCTiVe

SCMG faced challenges in early 2013 as a  

result of the federal budget crisis and the  

government shut down. Sequestration, the 

government’s ability to legally put in place  

spending reductions to trim the increasing  

federal deficit, impacted all sectors of the 

United States economy including healthcare 

and SCMG. Beginning April 2013, the federal 

government reduced payments for medi-

cal services by 2%. This resulted in a monthly 

reduction to SCMG’s senior revenue of around 

$150,000 per month or $1.4 million for the year. 

This reduction in revenue will continue  

to impact SCMG until action is taken by the 

federal government to do away with the 

sequestration reductions. Recognizing that 

sequestration was reducing all SCMG provider 

income from their other payers, the board of 

SCMG decided to not adjust provider payments 

for the reductions the group was enduring.

Overall medical expenses increased as a result 

of additional financial pressures in 2013. Changes 

to SCMG’s provider network and increasing 

demand for medical services pushed commer-

cial costs up by 2.2% and senior cost up 5.5%. 

In looking to smooth some of its administrative 

cost, SCMG worked with Sharp HealthCare on 

cost sharing strategies which helped generate  

savings of $3.5 million on projected costs. 

However, the increasing need to expand 

SCMG’s electronic medical record system to 

include more providers with enhanced func-

tionality increased costs by $1.2 million. These 

increased costs are an investment in the future 

that will create more efficiency and quality care 

for all patients, allowing SCMG to better com-

pete in the shifting healthcare market place.

As challenging as 2013 was, the board  

of SCMG looked to create some stability  

for SCMG providers. By agreeing to pay out  

all earnings for the year in the form of QISR, 

the board hoped to provide some consistency  

to provider incomes while preserving a strong 

SCMG. Though the future of healthcare finance 

is unsettling, the board of SCMG has put the 

corporation on a solid foundation preparing it 

for whatever is on the horizon.

Paul Durr

chief financial officer

In spite of turbulent economic times  

in 2013, Sharp Community Medical 

Group was able to pull together and 

deliver another year of consistent 

financial performance. SCMG generat-

ed income from operations of $1.5 mil-

lion on revenues of nearly $260 million 

with an incentive payment of $9.0 

million being paid to its physicians 

through the annual Quality Incentive 

Service Recognition (QISR) program.
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CONSOLIDATED BALANCE SHEETS

DECEMBER 31, 2013 anD 2012

ASSETS 2013 2012

Current assets:

Cash and cash equivalents   $	11,707,331 $ 15,186,896 

Investments in available-for-sale securities   	40,128,077  37,949,513 

Accounts receivable   	1,062,536	  390,880 

Accrued interest receivable   	236,095	  276,986 

Prepaid expenses   	72,228	  68,208 

Income taxes receivable   	1,305,656	  - 

Current portion of notes receivable from related parties   	882,012	  819,079 

Investments in other entities   	251,575	  - 

Deferred tax assets   	1,124,199	  749,390 

Total current assets 	56,769,709	  55,440,952 

Long-term assets:    

Long-term portion of notes receivable from related parties, net of an 

   allowance of $1,094,648 and $0   	2,816,504	  3,900,087 

Equipment, leasehold improvements and software, net   	1,558,349	  2,277,452 

Investments in other entities   	-	  222,000 

Total long-term assets 	4,374,853	  6,399,539 

Total assets $		61,144,562 $ 61,840,491	

LIABILITIES AND EquITy    

Current liabilities:    

Physician fees payable   $		12,386,165	 $ 11,350,734 

Incurred but unreported claims   	11,133,369	  12,030,196 

Professional fees payable   	1,612,779	  401,193 

Deferred revenue   	2,526,203	  2,786,645 

Physician quality incentive payable   	8,001,716	  9,046,738 

Income taxes payable    	-	  207,505 

Other current liabilities   	3,094,286	  3,442,283 

Total current liabilities 	38,754,518	  39,265,294 

Deferred tax liability    	607,364	  935,143 

Investments in partnerships    	1,336,543	  1,338,113 

Other liabilities    	2,043,025	  1,470,291 

Total liabilities 	42,741,450	  43,008,841 

Commitments and contingencies    

Equity:  

Sharp Community Medical Group, Inc.:    

Common stock   	279,100	  287,833 

Retained earnings   	18,039,549	  18,083,436 

Accumulated other comprehensive income   	166,255	  507,764 

Total Sharp Community Medical Group Inc.  	18,484,904	  18,879,033 

Noncontrolling interest - SmartCareMD    	(81,792)  (47,383)

Total equity 	18,403,112  18,831,650 

Total liabilities and equity $		61,144,562 $ 61,840,491 

See Notes to Consolidated Financial Statements



CONSOLIDATED STATEmENTS Of INCOmE

yEaRs EnDED DECEMBER 31, 2013 anD 2012

2013 	2012

Revenue

Capitated fees $	259,040,343	 $  259,826,398  

Incentive 	912,926	  1,685,366 

Totals 	259,953,269	  261,511,764 

Operating expenses:

Capped fees:

Primary care physicians 	54,171,060	  50,462,578 

Specialty physicians 	35,826,016	  36,600,271 

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

		
114,085,362	

  
112,933,224 

Physician quality incentive 	9,487,209	  10,443,548 

Totals 	213,569,647	  210,439,621 

Income from operations before general and administrative fees 	46,383,622	  51,072,143 

General and administrative fees:

Management fees 	32,705,366	  35,590,804 

Professional and legal fees 	10,625,146	  9,173,993 

Depreciation and amortization 	720,040	  714,251 

Other 	2,230,333	  1,122,829 

Totals 	46,280,885	  46,601,877 

Income from operations 	102,737	  4,470,266 

Other income (expense):

Investment income 	1,091,268	  1,157,711 

Loss on investments in partnerships and other entities 	(991,718)  (460,816)

Interest expense 	(51,458)  (46,054)

Income before income taxes 	150,829	  5,121,107 

Provision for income taxes 	229,125	  2,040,719 

Consolidated net income (loss) 	(78,296)  3,080,388 

Net loss attributable to noncontrolling interest - SmartCareMD 	(34,409)  (29,853)

Net income (loss) attributable to Sharp Community Medical Group Inc. $	 (43,887) $ 3,110,241 

 See Notes to Consolidated Financial Statements
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2013 2012

Consolidated net income (loss) $	 	(78,296)			 $ 3,080,388   

Other comprehensive income (loss) attributable to Sharp Community Medical 
Group Inc. - unrealized gain (loss) on available-for-sale securities, net of 
deferred tax of $226,146 and $69,988

			
	

	(341,509)	

  
 

  105,708   

Other comprehensive income attributable to non-controlling interest - -

Total comprehensive income (loss) 	(419,805)  3,186,096 

Comprehensive income (loss) attributable to noncontrolling interest

	(34,409)  (29,853)

Comprehensive income (loss) attributable to Sharp Community
Medical Group Incorporated

	
$	(385,396)

  
$ 3,215,949

 

CONSOLIDATED STATEmENTS Of COmprEHENSIvE INCOmE

yEaRs EnDED DECEMBER 31, 2012 anD 2011

Common Stock

retained  
Earnings

Accumulated 
Other 

Comprehensive 
Income

Sharp Community 
medical  

Group Inc.
Non-Controlling 

Interest TotalShares Amount
Balance at  
January 1, 2012 590.13  $ 303,933 $ 14,973,195 $ 402,056  $ 15,679,184 $ (17,530) $ 15,661,654  

Net income (loss) - - 3,110,241 - 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 - 105,708 

Issuance of common 
stock 37.00 3,700 - -   3,700 - 3,700 

Shares repurchased  
and cancelled (36.00) (19,800) - - (19,800) - (19,800)

Balance at  
December 31, 2012 591.13 287,833 18,083,436 507,764 18,879,033 (47,383) 18,831,650 

Net loss - - (43,887) - (43,887) (34,409) (78,296)

Unrealized loss on 
available-for-sale 
securities, net of 
deferred taxes of 
$226,146 - - - (341,509) (341,509) - (341,509)

Issuance of common 
stock 20.00	 2,000	 - - 2,000	 - 	2,000	

Shares repurchased  
and cancelled (41.33) (10,733) - - (10,733) - (10,733)

Balance at  
December 31, 2013 569.80	 	 $	279,100		 $ 18,039,549	 $	166,255	 $	18,039,549 $	(81,792) $	18,403,112		

CONSOLIDATED STATEmENTS Of EquITy

yEaRs EnDED DECEMBER 31, 2012 anD 2011

See Notes to Consolidated Financial Statements

See Notes to Consolidated Financial Statements
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CONSOLIDATED STATEmENTS Of CASH fLOwS

yEaRs EnDED DECEMBER 31, 2013 anD 2012

2013 2012
Operating activities:

Consolidated net income $	 (78,296) $   3,080,388  
Adjustments to reconcile consolidated net income to net 
 cash provided by (used in) operating activities:

Amortization of premium 	382,075	  468,001 
Bad debt expense 	1,094,648	 -
Realized gain on investments 	(99,882)  (87,627)
Deferred income taxes 	(476,442)  (311,962)
Depreciation and amortization 	720,040	  714,251 
Loss on investments in partnerships and other entities 	991,718	  460,815 
Changes in operating assets and liabilities:

Accounts receivable 	(671,656)  143,095 
Accrued interest receivable 	40,891	  30,399 
Prepaid expenses 	(4,020)  (14,766)
Income taxes receivable 	(1,305,656) -
Physician fees payable 	1,035,431	  (1,386,097)
Incurred but unreported claims 	(896,827)  433,227 
Professional fees payable 	1,211,586	  (618,869)
Deferred revenue 	(260,442)  (355,107)
Physician quality incentive payable 	(1,045,022)  (6,155,383)
Income taxes payable 	(207,505)  (74,473)
Other liabilities 	224,737	  608,751 

Net cash provided by (used in) operating activities 	655,378	  (3,065,357)

Investing activities:
 Purchases of investments 	(26,640,219)  (17,559,540)
 Proceeds from sales of investments 	23,611,807	  17,565,659 
 Increase in notes receivable from related parties 	(73,998)  (633,671)
 Investments in partnerships and other entities 	(1,022,863)  (332,000)
 Acquisition of equipment and software 	(937)  (47,033)

Net cash used in investing activities 	(4,126,210)  (1,006,585)

Financing activities:
Issuance of common stock 	2,000	  3,700 
Repurchase and cancellation of common stock 	(10,733)  (19,800)

Net cash used in financing activities 	(8,733)  (16,100)

Net decrease in cash and cash equivalents 	(3,479,565)  (4,088,042)

Cash and cash equivalents, beginning of year 	15,186,896	  19,274,938 
Cash and cash equivalents, end of year $	11,707,331	 $ 15,186,896  

Supplementary disclosure of cash flow data:
Interest paid $	 	51,458		 $  46,054  

Income taxes paid $	 2,180,343 $  2,427,174  

See Notes to Consolidated Financial Statements
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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 $229,000 and $211,000, liabilities of $1,047,000 and $685,000, contributed capital of $25,000, and losses of 

$344,000 and $299,000 as of and for the years ended December 31, 2013 and 2012, 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 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:

EEquipment and software are stated at cost and depreciated and amortized using the straight-line method over the estimated useful lives of 

the assets. Useful lives used range from 5 to 7 years. The majority of the equipment and software are related to the implementation of the 

electronic health record system and practice management project.

Investments in partnerships and other entities

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, 2013 and 2012, the total accrued interest and penalties associated with uncertain tax positions were $0 and $7,723, respectively.

The Company files income tax returns in the Federal and California jurisdiction. Federal and California tax returns prior to fiscal years 2010 and 

2009, 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 asset’s 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, 2013 and 2012.



Note 3 - Investments and fair value measurement:

Accounting principles generally accepted in the United States of America provide a framework for measuring fair value, expand disclosures 

about fair value measurements and establish 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, 2013:

Level 1 Level 2 Level 3 Total

U.S. Government agency  
securities

 
$ —

  
$ 15,061,283 

 
$ —

 
$ 15,061,283 

Commercial paper

A-1 —  299,662 —  299,662 

Total commercial paper —  299,662 —  299,662 

Corporate bonds

AA+ —  2,110,047 —  2,110,047 

AA —  3,058,027 —  3,058,027 

AA- —  638,952 —  638,952 

A+ —  3,070,123 —  3,070,123 

A —  3,662,358 —  3,662,358 

A- —  3,921,722 —  3,921,722 

BBB+ —  1,037,761 —  1,037,761 

BBB —  906,541 —  906,541 

BBB- —  257,421 —  257,421 

Total corporate bonds —  18,662,952 —  18,662,952 

Commodities  47,722  - —  47,722 

Equities  453,199  -  —  453,199 

Bonds  408,827  -  —  408,827 

Real Estate  116,307  -  —  116,307 

U.S. Treasury securities  5,078,125  -  —  5,078,125 

Totals $ 6,104,180  $ 34,023,897 $ — $ 40,128,077 
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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, 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 

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, and 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, 2013 consist of the following: 

Amortized Cost Gross unrealized 
Gains 

Gross unrealized 
Losses 

Estimated fair
value

U.S. Government agency  
securities

 
$ 15,028,931  

 
$ 91,533 

 
$ (59,181)

 
$ 15,061,283  

Commercial paper

A-1+  299,662 — —  299,662 

Total commercial paper  299,662 — —  299,662 

Corporate bonds
AA+  2,090,533  33,291  (13,777)  2,110,047 
AA  2,995,455  68,171  (5,599)  3,058,027 
AA-  635,981  3,348  (377)  638,952 
A+  3,042,220  39,199  (11,298)  3,070,121 
A  3,619,043  50,963  (7,647)  3,662,359 
A-  3,853,442  76,340  (8,059)  3,921,723 
BBB+  1,025,582  14,254  (2,075)  1,037,761 
BBB  894,403  19,178  (7,040)  906,541 
BBB-  257,509  2,383  (2,471)  257,421 

Total corporate bonds  18,414,168  307,127  (58,343)  18,662,952 

Commodities  49,796 —  (2,074)  47,722 

Equities  422,202  30,997 —  453,199 

Bonds  400,476  8,351 —  408,827 

Real estate  120,350 —  (4,043)  116,307 

U.S. Treasury securities  5,093,821  27,264  (42,960)  5,078,125 

Total available-for-sale 
securities

 
$ 39,829,406  

 
$ 465,272 

 
$ (166,601)

 
$ 40,128,077  

  

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 
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Note 3 - Investments and fair value measurement (concluded):

The amortized cost and estimated fair value of investments at December 31, 2013 and 2012, by contractual maturity, were as follows:

2013 2012

 Amortized Cost Estimated fair value  Amortized Cost Estimated fair value 

Within one year $	 7,327,816		 $	 7,407,201		 $ 4,203,215  $ 4,232,813  

One to five years 		32,501,590		 		32,720,876		 32,879,972  33,716,700  

Totals $	39,829,406		 $	40,128,077		 $ 37,083,187  $ 37,949,513  

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.

For the years ended December 31, 2013 and 2012, the Company recorded an unrealized loss of $341,509 and an unrealized gain of $105,708, 

respectively, net of deferred income taxes of $226,146 and $69,988, respectively. For the years ended December 31, 2013 and 2012, the Company 

recorded net realized gains of $99,882 and $87,627, respectively.

Note 4 - Equipment, leasehold improvements, and software: 

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

2013 2012

Equipment $	 95,827			 $ 96,039  

Leasehold improvements 	25,889	  25,889 

Software 	4,900,275	  4,900,275 

	5,021,991	  5,022,203 

Less accumulated depreciation and amortization 		3,463,642		   2,744,751  

Totals $	1,558,349		 $ 2,277,452  

Depreciation and amortization expense totaled $720,040 and $714,251 for the years ended December 31, 2013 and 2012, respectively.

Note 5 - Notes receivable from related parties:

The Company entered into a Center Development Agreement on June 15, 2010 for the development of four Partners 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 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.

Due to the continued underachieving financial performance at one of the centers, the Company has accrued a reserve of $1,094,648, which includes 

principal and accrued interest through December 31, 2013.



Note 6 - Investments in partnerships and 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, 2013 and 2012, losses of $58,427 and $460,815, respectively, have been recognized.  During 

the year ended December 31, 2013, the Company provided the remaining $60,000 capital to the urgent care centers of the $170,000 originally 

agreed upon.  The Company’s share of accumulated losses in excess of capital contributions totaled $1,336,543 and $1,338,113 as of December 

31, 2013 and 2012, respectively. 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.  In 2013, the Company made additional contributions of $962,866.  The Company shall 

proportionally share in savings or losses of Sharp ACO, as defined in the Sharp ACO Operating Agreement. The Company’s investment balance 

in the ACO was $251,575 and $222,000, net of recorded shared losses of $933,291 and $0, as of December 31, 2013 and 2012, respectively.

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, 2013 and 2012, approximately $105,722,000 and $111,272,000, respectively, of primary and 

specialty care physicians’ fees, board fees, and committee fees related to physicians who were also stockholders. At December 31, 2013 and 

2012, approximately $8,124,000 and $8,625,000, respectively, of such fees were included in physician fees payable and incurred but unreported 

claims.

At December 31, 2013 and 2012, 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, 2013 and 2012 consists of the following:

2013 2012

Current:

Federal $	502,943			 $ 1,855,976   

State 	164,239	  496,705 

Deferred:

Federal (359,470) (305,558)

State 	(78,587) (6,404)

Totals $	229,125		 $ 2,040,719  

For the years ended December 31, 2013 and 2012, the Company’s effective tax rate differs from the Federal statutory rate due to the existence of 

state income taxes and nondeductible expenses of $199,000 and $589,000, respectively.
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Note 8 - Income taxes (concluded):

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

2013 2012

Current deferred tax assets (liabilities):

Current state taxes $	 50,932		 $ 174,161  

Physician guaranteed payments reserve 	71,679	   354,551  

Accrued liabilities 	684,491	  565,774 

Reserve on uncollectible loan  436,047 -

Unrealized gain on available-for-sale securities 	(118,950)  (345,096)

Totals 	1,124,199	  749,390 

	

Long-term deferred tax liability:

Depreciation 	(587,412)  (861,186)

Income from passthroughs 	(19,952)  (73,957)

Totals 	(607,364)  (935,143)

Net deferred tax assets (liabilities) $	 516,835	 $ (185,753)

Note 9 - major payors:

For the years ended December 31, 2013 and 2012, capitation revenue from four HMOs individually comprised greater than 10% of the Company’s 

capitation revenue. In 2013, four HMOs comprised of 32%, 18%, 14% and 11% for a total of 75% of capitation revenue. In 2012, four HMOs 

comprised of 33%, 16%, 14% and 13% for a total of 76% 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, 2013
Shares  

Authorized
Shares  

Outstanding Amount

Common Stock 12,000 	570.13	 $	279,100		

December 31, 2012
Shares  

Authorized
Shares  

Outstanding  Amount

Common Stock  12,000  591.13 $ 287,833   

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.  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 $547,000 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 14, 2014, the date the financial statements were available to be issued.
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