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APOLLO MEDICAL HOLDINGS, INC.
FORM 10-K

FOR THE TWELVE MONTHS ENDED JANUARY 31, 2011

EXPLANATORY NOTE

Apollo Medical Holdings, Inc. is filing this Amendment No. 1 (this "Amendment") to its Annual Report on Form
10-K for the fiscal year ended January 31, 2011 in response to comments received from the SEC.

This Amendment No. 1 speaks as of the filing date of the original Annual Report on Form 10-K, except where
otherwise expressly stated and except for the certifications, which speak as of their respective dates and the filing date
of this Amendment No. 1. The information contained in this Amendment No. 1 has not been updated to reflect events
occurring or trends arising after the original filing date of the original Annual Report on Form 10-K.

In accordance with Rule 12b-15 under the Securities Exchange Act of 1934, this Amendment republishes the amended
items in their entirety."
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PART I

ITEM 1. DESCRIPTION OF BUSINESS

Introductory Comment

LT3 L3

Unless context dictates otherwise, references in this Annual Report on Form 10-K (the “Report”) to the “Company,” “we,

us,” “our” and similar words are to Apollo Medical Holdings, Inc. (“Apollo”), and its wholly owned subsidiaries and
affiliated medical groups: (i) Apollo Medical Management, Inc. (“AMM”) and (ii) ApolloMed Hospitalists (“AMH”).

The following discussion and analysis provides information that management believes is relevant to an assessment
and understanding of our results of operations and financial operations. This discussion should be read in conjunction
with the consolidated financial statements and notes thereto appearing elsewhere herein, and with our prior filings
with the Securities Exchange Commission (the “SEC”).

Disclosure Regarding Forward-Looking Statements - Cautionary Statement

We caution readers that this Report contains “forward-looking statements”. Forward-looking statements, written, oral or
otherwise, are based on the Company’s current expectations or beliefs rather than historical facts concerning future
events, and they are indicated by words or phrases such as (but not limited to) “anticipate,” “could,” “may,” “might,” “potentia
“predict,” “should,” “estimate,” “expect,” “project,” “believe,” “think,” “intend,” “plan, 7 79

LR T3 9

29 ¢ LT3 9 ¢

envision,” “continue,” “intend,” “‘tar
“budgeted,” or “will” and similar words or phrases or comparable terminology. Forward-looking statements involve risks

and uncertainties. The Company cautions that these statements are further qualified by important economic,

competitive, governmental and technological factors that could cause the Company’s business, strategy, or actual

results or events to differ materially, or otherwise, from those in the forward-looking statements. We have based such
forward-looking statements on our current expectations, assumptions, estimates and projections, and therefore there

can be no assurance that any forward-looking statement contained herein, or otherwise made by the Company, will

prove to be accurate. The Company assumes no obligation to update the forward-looking statements.

The Company has a relatively limited operating history compared to others in the same business and is operating in a
rapidly changing industry environment, and its ability to predict results or the actual effect of future plans or
strategies, based on historical results or trends or otherwise, is inherently uncertain. While we believe that these
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forward-looking statements are reasonable, they are merely predictions or illustrations of potential outcomes, and they
involve known and unknown risks and uncertainties, many beyond our control, that are likely to cause actual results,
performance, or achievements to be materially different from those expressed or implied by such forward-looking
statements. Factors that could have a material adverse affect on the operations and future prospects of the Company on
a condensed basis include those factors discussed under Item 1A “Risk Factors” and Item 7, “Management’s Discussion
and Analysis or Plan of Operation” in this Report, and include, but are not limited to, the following:

..Our ability to attract and retain management, and to integrate and maintain technical information and management
information systems;

“Our ability to raise capital when needed and on acceptable terms and conditions;

“The intensity of competition; and

“General economic conditions.

All written and oral forward-looking statements made in connection with this Report that are attributable to us or
persons acting on our behalf are expressly qualified in their entirety by these cautionary statements. Given the
uncertainties that surround such statements, you are cautioned not to place undue reliance on such forward-looking
statements.
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Overview

Apollo Medical Holdings, Inc. originally incorporated in Delaware on November 1, 1985 as McKinnely Investments,
Inc. The Company changed its name to Accoline Industries, Inc. on November 5, 1986 and again changed its name to
Siclone Industries, Inc. on May 24, 1988. Until June 2008, the Company had no active business operations.

Apollo Medical Holdings, Inc. and its subsidiaries are a leading provider of hospitalist services in the Greater Los
Angeles, California area. Hospitalist medicine is organized around the admission and care of patients in inpatient
facilities such as a hospitals and Long Term Acute Care (LTAC) facilities and is focused on providing, managing and
coordinating the care of hospitalized patients. As of April 30, 2011, the Company provides hospitalist services to a
range of medical groups, health plans, community physicians and hospital clients at 19 hospitals. The Company is
currently headquartered in Glendale, California.

The Company operates as a medical management holding company that focuses on managing the provision of
hospital-based medicine through a wholly owned subsidiary-management company, Apollo Medical Management,

Inc. (“AMM?”). Through AMM, the Company manages affiliated medical groups, which presently consist of ApolloMed
Hospitalists (“AMH”). AMM operates as a Physician Practice Management Company (PPM) and is in the business of
providing management services to Physician Practice Companies (PPC) under Management Service Agreements.

Organizational History

On June 13, 2008, Siclone Industries, Inc. (“Siclone”), Apollo Acquisition Co., Inc., a wholly owned subsidiary of
Siclone (“Acquisition”), Apollo Medical Management, Inc. (“Apollo Medical”’) and the shareholders of Apollo Medical
entered into an agreement and Plan of Merger (the “Merger Agreement”). Pursuant to the terms of the Merger
Agreement, Apollo Medical merged with and into Acquisition, becoming a wholly owned subsidiary of Siclone. The
former shareholders of Apollo Medical received 20,933,490 shares of Siclone’s common stock in the acquisition.

The acquisition of Apollo Medical is accounted for as a reverse acquisition under the purchase method of accounting
since the shareholders of Apollo Medical obtained control of the consolidated entity. Accordingly, the reorganization
of the two companies is recorded as a recapitalization of Apollo Medical, with Apollo Medical being treated as the
continuing operating entity. The historical financial statements presented herein will be those of Apollo Medical. The
continuing entity retained January 31 as its fiscal year end. The financial statements of the legal acquirer are not
significant; therefore, no pro forma financial information is submitted. On July 1, 2008, the surviving entity (i.e., the
combined entity of Acquisition and Apollo Medical) changed its name to Apollo Medical Management, Inc. (AMM).
On July 3, 2008, Siclone changed its name to Apollo Medical Holdings, Inc. Following the merger, the Company is
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headquartered in Glendale, California.

On August 1, 2008, AMM completed negotiations and executed a formal Management Services Agreement with
ApolloMed Hospitalists (“AMH”), under which AMM will provide management services to AMH. The Agreement is
effective as of August 1, 2008 and will allow AMM, which operates as a Physician Practice Management Company,
to consolidate AMH, which operates as a Physician Practice, in accordance with ASC 810-10 “Consolidation of
Entities Controlled By Contract” subsections. The Management Services Agreement was amended on March 20, 2009
to allow for the calculation of the fee on a monthly basis with payment of the calculated fee each month. AMH is
controlled by Dr. Hosseinion and Dr. Vazquez, the Company’s Chief Executive Officer and President, respectively.

Hospitalist Industry Overview

Hospitalists are physicians who spend their professional time serving as the physicians-of-record for inpatients.
Today, many primary care physicians/healthcare providers use hospitalists to care for their patients when they visit
emergency rooms or are admitted to the hospital. The hospitalist handles the patient’s care during the time spent in the
hospital, and communicates often with the patient’s primary care physician about the patient’s progress. At the time of
discharge from the hospital, the hospitalists returns the patient back to the care of their primary care providers.
According to the Society of Hospital Medicine, the number of hospitalists in the U.S. has grown from a few hundred
in 1996 to over 20,000 today in response to a need for more efficient delivery of inpatient care. It is anticipated that as
many as 33,000 hospitalists may be currently needed for full coverage of inpatients in the United States.

Rising healthcare expenditures is a key motivating factor behind the utilization of hospitalists. An aging population,
advancements in medical technology, and the rising cost of pharmaceuticals are just some of the forces driving up
healthcare costs. Hospital medicine has developed as a specialty with unique characteristics and expertise. Hospitalists
have specialized skills, knowledge, and relationships that contribute value to hospitals, physicians, patients, and health
plans. These skills go beyond the delivery of quality patient care to hospital inpatients and include:

10
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“Providing measurable quality improvement through setting standards and compliance;

“Saving money and resources by reducing the patient’s length of stay and achieving better utilization;

.Improving the efficiency of the hospital by early patient discharge, better throughput in the emergency department
(ED), and the opening up of ICU beds;

..Creating a seamless continuity from inpatient to outpatient care, from the ED to the hospital floor, and from the ICU
to the hospital floor;

..Creating teams of healthcare professionals that make better use of the resources at the hospital and create a better
working environment for nurses and others;

..Creating synergies between emergency and inpatient hospital services by the management of both areas through the
Company’s strategy of acquisitions of both ER and hospitalist groups; and

“"Managing acutely ill, complex hospitalized patients.

In today’s healthcare environment, patients are generally admitted to hospitals and cared for by primary care
physicians (PCPs). The demands of modern medical practice, however, require that PCPs spend most of their time in
outpatient practices, limiting their availability to care for hospitalized patients. These requirements and demands have
led to ever-diminishing quality of inpatient care, longer hospital stays, and higher costs to the insurance companies.
Over the past few years, hospital-based physicians, or hospitalists (i.e. those physicians that do not have a separate
outpatient practice), are becoming a regular part of the healthcare landscape allowing PCPs to focus on outpatient
office visits. Generally hospital-based physicians:

..are medical doctors that spend their time in the inpatient environment, making them familiar with hospital systems,
policies, services, departments, and staff;

..are in-patient experts who possess clinical credibility when addressing key issues regarding the inpatient
environment; and
understand the tradeoffs involved in balancing the needs of the hospital with those of the medical staff; they tend to

“have an intimate knowledge of the issues that the hospital is facing and are invested in finding solutions to these
problems.

Principal Services and Markets

The Company provides management services to medical groups that provide comprehensive inpatient care services.
We offer a comprehensive set of integrated medical services to hospitals, health carriers and medical groups as well as
individual physicians, through our affiliated medical groups, as follows:

Services for Hospitals

“Providing care from the emergency room through hospital discharge;

11
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“ Admission and care of unassigned and/or uninsured patients;

“Inpatient internal medicine consultation services;

“"Emergency room Clinical Decision Unit services to improve throughput and ease overcrowding;

“"Development of hospital-based physicians programs, including pulmonary, critical care, cardiology and nephrology;

"24/7 in-hospital inpatient coverage services;

“"Development of evidence-based medicine protocols for common diagnoses;

“"Implementation of patient safety guidelines;

“Education of nurses and hospital staff;

.Analysis of statistics via the ApolloWeb (discussed further below) database, including length of stay, bed days/1000
admissions, and readmission rates; and

“Care of patients at academic medical centers, including the education of medical students, interns and residents.

Services for Health Carriers and Medical Groups

" Admission and care of assigned patients;

..Consistent communication with primary care physicians upon admission, during the patient’s hospital stay, and upon
discharge;

“Rapid transfer of out-of-network patients back to designated hospitals;

"24/7 in-hospital inpatient coverage services;

“Consistent communication with case managers, social workers, and medical group personnel;

“"Hospital-based physician consulting services; and

" Analysis of statistics via the ApolloWeb database technology.

12
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Services for Individual Physicians

Hospital-based services for physicians on weekends, holidays, or for those who do not wish to come to the hospital;
primary care physicians can benefit from this arrangement because they have more time to focus on outpatient care.

Competition

The healthcare industry is highly competitive, and the market for hospitalists within this industry is highly
fragmented. The Company faces competition from numerous small hospitalist practices as well as large physician
groups. Some of these competitors operate on a national level, such as Emcare, Team Health and IPC and may have
greater financial and other resources available to them.

In addition, because the market for hospitalist services is highly fragmented and the ability of individual physicians to
provide services in any hospital where they have certain credentials and privileges, competition for growth in existing
and expanding markets is not limited to our largest competitors.

Growth Strategy

We anticipate that we will grow our business by two primary methods, organic growth and acquisitions.

Organic Growth

The Company has initiated a marketing plan focused on targeting hospitals, hospital chains, health carriers/yHMOs,
medical groups and individual physicians. We have commenced a physician recruitment campaign aimed at attracting
physicians to meet the expected increase in demand for our services. This campaign will be driven by utilizing direct
contacts with internal medicine residency programs, advertising in professional journals, and on-line advertising
programs. We believe we have a competitive advantage in attracting highly qualified physicians by offering recruits,
through our affiliated medical groups, competitive salary and benefits including, if appropriate, incentive-based stock
options as part of the compensation package.

13
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We expect to add key personnel to our business operations in order implement our growth strategy. Management
believes that this will include a marketing division, expanding the billing department, and establishing a case
management division. We also intend to upgrade our information technology systems to keep pace with growth. This
could include: (1) upgrading the ApolloWeb technology, (2) integration of billing and collections functions, (3)
electronic medical records, and (4) upgrading the wireless technology system.

Acquisitions

The Company also plans to grow through mergers and acquisitions. Targeted mergers/acquisitions will focus on
hospitalist groups, other hospital-based specialty physicians and care and utilization management groups. We believe
that we may have a competitive advantage in closing potential mergers/acquisitions as a publicly-traded company,
which could provide us with access to additional capital and the ability to utilize our stock as part of the compensation
package to the stockholders of the target companies.

Technology

AMH and Drs. Hosseinion and Vazquez have developed, and own, a proprietary web-based, practice management
software program for hospital-based physicians. The system, known as ApolloWeb allows a physician to enter patient
information in real-time at a patient’s bedside via a 3G broadband-enabled PDA or a desktop computer. ApolloWeb is
capable of generating:

“real-time, comprehensive statistical data

“complete HCFA(Health Care Financing Administration) billing forms

“patient admissions and discharge summaries, including major test results and necessary follow-ups
“faxes or emails to primary care physicians with the aforementioned information.

It is expected that additional features will be added to enhance the ApolloWeb technology, several of which include an
Electronic Medical Record (EMR) platform and a quality control component in the near future. In exchange for the
Company’s management services, AMH and Drs. Hosseinion and Vazquez currently make ApolloWeb available to the
Company for its use at no charge in its business operations.

14
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Geographic Coverage

As of April 30, 2011, we provide hospitalist services at 19 acute-care hospitals and LTAC facilities in Greater Los
Angeles, CA.

Professional Liability and Other Insurance Coverage

Our business has an inherent risk of claims of medical malpractice against our affiliated physicians and us. We or our
physician contractors pay premiums for third-party professional liability insurance that indemnifies us and our
affiliated hospitalists on a claims-made basis for losses incurred related to medical malpractice litigation. Professional
liability coverage is required in order for our affiliated hospitalists to maintain hospital privileges. All of our
physicians carry first dollar coverage with limits of coverage with limits of liability equal to $1,000,000 for all claims
based on occurrence up to an aggregate of $3,000,000 per year.

We believe that our insurance coverage is appropriate based upon our claims experience and the nature and risks of
our business. In addition to the known incidents that have resulted in the assertion of claims, we cannot be certain that
our insurance coverage will be adequate to cover liabilities arising out of claims asserted against us, our affiliated
professional organizations or our affiliated hospitalists in the future where the outcomes of such claims are
unfavorable. We believe that the ultimate resolution of all pending claims, including liabilities in excess of our
insurance coverage, will not have a material adverse effect on our financial position, results of operations or cash
flows; however, there can be no assurance that future claims will not have such a material adverse effect on our
business.

We also maintain worker’s compensation, director and officer, and other third-party insurance coverage subject to
deductibles and other restrictions in accordance with industry standards. We believe that our insurance coverage is
appropriate based upon our claims experience and the nature and risks of our business. However, we cannot assure
that any pending or future claim will not be successful or if successful will not exceed the limits of available insurance
coverage.

Regulatory Matters

Significant Federal and State Healthcare Laws Governing Our Business

15
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As a healthcare company, our operations and relationships with healthcare providers such as hospitals, other
healthcare facilities, and healthcare professionals are subject to extensive and increasing regulation by numerous
federal, state, and local government entities. These laws and regulations often are interpreted broadly and enforced
aggressively by multiple government agencies, including the U.S. Department of Health and Human Services Office
of the Inspector General, or the OIG, the U.S. Department of Justice, and various state authorities. We have included
brief descriptions of some, but not all, of the laws and regulations that affect our business.

Imposition of sanctions associated with a violation of any of these healthcare laws and regulations could have a
material adverse effect on our business, financial condition and results of operations. The Company cannot guarantee
that its arrangements or business practices will not be subject to government scrutiny or be found to violate certain
healthcare laws. Government investigations and prosecutions, even if we are ultimately found to be without fault, can
be costly and disruptive to our business. Moreover, changes in healthcare legislation or government regulation may
restrict our existing operations, limit the expansion of our business or impose additional compliance requirements and
costs, any of which could have a material adverse affect on our business, financial condition and results of operations.

False Claims Acts

The federal civil False Claims Act imposes civil liability on individuals or entities that submit false or fraudulent
claims for payment to the federal government. The False Claims Act provides, in part, that the federal government
may bring a lawsuit against any person whom it believes has knowingly or recklessly presented, or caused to be
presented, a false or fraudulent request for payment from the federal government, or who has made a false statement
or used a false record to get a claim for payment approved. Private parties may initiate qui tam whistleblower lawsuits
against any person or entity under the False Claims Act in the name of the government and may share in the proceeds
of a successful suit.

The federal government has used the False Claims Act to prosecute a wide variety of alleged false claims and fraud
allegedly perpetrated against Medicare and state healthcare programs. By way of illustration, these prosecutions may
be based upon alleged coding errors, billing for services not rendered, billing services at a higher payment rate than
appropriate, and billing for care that is not considered medically necessary. The government and a number of courts
also have taken the position that claims presented in violation of certain other statutes, including the federal
Anti-Kickback Statute or the Stark Law, can be considered a violation of the False Claims Act based on the theory
that a provider impliedly certifies compliance with all applicable laws, regulations, and other rules when submitting
claims for reimbursement.
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Penalties for False Claims Act violations include fines ranging from $5,500 to $11,000 for each false claim, plus up to
three times the amount of damages sustained by the government. A False Claims Act violation may provide the basis
for the imposition of administrative penalties as well as exclusion from participation in governmental healthcare
programs, including Medicare and Medicaid. In addition to the provisions of the False Claims Act, which provide for
civil enforcement, the federal government also can use several criminal statutes to prosecute persons who are alleged
to have submitted false or fraudulent claims for payment to the federal government.

A number of states have enacted false claims acts that are similar to the federal False Claims Act. Even more states are
expected to do so in the future because Section 6031 of the Deficit Reduction Act of 2005, or the DRA, amended the
federal law to encourage these types of changes, along with a corresponding increase in state initiated false claims
enforcement efforts. Under the DRA, if a state enacts a false claims act that is at least as stringent as the federal statute
and that also meets certain other requirements, the state will be eligible to receive a greater share of any monetary
recovery obtained pursuant to certain actions brought under the state’s false claims act. The OIG, in consultation with
the Attorney General of the United States, is responsible for determining if a state’s false claims act complies with the
statutory requirements. Currently, 19 states, including California, and the District of Columbia have some form of
state false claims acts.

Anti-Kickback Statutes

The federal Anti-Kickback Statute is a provision of the Social Security Act that prohibits as a felony offense the
knowing and willful offer, payment, solicitation or receipt of any form of remuneration in return for, or to induce,

(1) the referral of a patient for items or services for which payment may be made in whole or part under Medicare,
Medicaid or other federal healthcare programs, (2) the furnishing or arranging for the furnishing of items or services
reimbursable under Medicare, Medicaid or other federal healthcare programs or (3) the purchase, lease, or order or
arranging or recommending the purchasing, leasing or ordering of any item or service reimbursable under Medicare,
Medicaid or other federal healthcare programs. The OIG, which has the authority to impose sanctions for violation of
the statute, has adopted a judicial interpretation that the statute prohibits any arrangement where even one purpose of
the remuneration is to induce or reward referrals. A violation of the Anti-Kickback Statute is a felony punishable by
imprisonment, criminal fines of up to $25,000, civil fines of up to $50,000 per violation and three times the amount of
the unlawful remuneration. A violation also can result in exclusion from Medicare, Medicaid or other federal
healthcare programs. In addition, pursuant to the changes of PPACA, a violation of the Anti-Kickback Statute is a
false claim for purposes of the False Claims Act.

Due to the breadth of the Anti-Kickback Statute’s broad prohibitions, statutory exceptions exist that protect certain
arrangements from prosecution. In addition, the OIG has published safe harbor regulations that specify arrangements
that also are deemed protected from prosecution under the Anti-Kickback Statute, provided all applicable criteria are
met. The failure of an activity to meet all of the applicable safe harbor criteria does not necessarily mean that the
particular arrangement violates the Anti-Kickback Statute, but these arrangements may be subject to scrutiny and
prosecution by enforcement agencies.
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Some states have enacted statutes and regulations similar to the Anti-Kickback Statute, but which may be applicable
regardless of the payor source for the patient. These state laws may contain exceptions and safe harbors that are
different from and/or more limited than those of the federal law and that may vary from state to state.

Due to the breadth of the Anti-Kickback Statute’s broad prohibition, there are a few statutory exceptions that protect
various common business transactions and arrangements from prosecution. In addition, the OIG has published safe
harbor regulations that outline other arrangements that also are deemed protected from prosecution under the
Anti-Kickback Statute, provided all applicable criteria are met. The failure of an activity to meet all of the applicable
safe harbor criteria does not necessarily mean that the particular arrangement violates the Anti-Kickback Statute, but
these arrangements will be subject to greater scrutiny by enforcement agencies.

Some states have enacted statutes and regulations similar to the Anti-Kickback Statute, but which may be applicable
regardless of the payer source of the patient. These state laws may contain exceptions and safe harbors that are
different from those of the federal law and that may vary from state to state.
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Federal Stark Law

The federal Stark Law, also known as the physician self-referral law, generally prohibits a physician from referring
Medicare and Medicaid patients to an entity (including hospitals) providing ‘‘designated health services,’’ if the
physician or a member of the physician’s immediate family has a *‘financial relationship’” with the entity, unless a
specific exception applies. Designated health services include, among other services, inpatient and outpatient hospital
services, clinical laboratory services, certain imaging services, and other items or services that our affiliated
physicians may order. The prohibition applies regardless of the reasons for the financial relationship and the referral;
and therefore, unlike the federal Anti-Kickback Statute, intent to violate the law is not required. Like the
Anti-Kickback Statute, the Stark Law contains a number of statutory and regulatory exceptions intended to protect
certain types of transactions and business arrangements from penalty. Compliance with all elements of the applicable
Stark Law exception is mandatory.

The penalties for violating the Stark Law include the denial of payment for services ordered in violation of the statute,
mandatory refunds of any sums paid for such services and civil penalties of up to $15,000 for each violation, double
damages, and possible exclusion from future participation in the governmental healthcare programs. A person who
engages in a scheme to circumvent the Stark Law’s prohibitions may be fined up to $100,000 for each applicable
arrangement or scheme.

Some states have enacted statutes and regulations similar to the Stark Law, but which may be applicable to the referral
of patients regardless of their payer source and which may apply to different types of services. These state laws may
contain statutory and regulatory exceptions that are different from those of the federal law and that may vary from
state to state.

Health Information Privacy and Security Standards

Among other directives, the Administrative Simplification Provisions of the Health Insurance Portability and
Accountability Act of 1996, or HIPAA, required the Department of Health and Human Services, or the HHS, to adopt
standards to protect the privacy and security of certain health-related information. The HIPAA privacy regulations
contain detailed requirements concerning the use and disclosure of individually identifiable health information by
“HIPAA covered entities,” which include entities like the Company, our affiliated hospitalists, and practice groups.

In addition to the privacy requirements, HIPAA covered entities must implement certain administrative, physical, and
technical security standards to protect the integrity, confidentiality and availability of certain electronic health
information received, maintained, or transmitted. HIPAA also implemented the use of standard transaction code sets
and standard identifiers that covered entities must use when submitting or receiving certain electronic healthcare
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transactions, including activities associated with the billing and collection of healthcare claims.

The American Recovery and Reinvestment Act enacted on February 18, 2009, included the Health Information
Technology for Economic and Clinical Health Act (HITECH) which modified the HIPAA legislation significantly.
Pursuant to HITECH, certain provisions of the HIPAA privacy and security regulations become directly applicable to
“HIPAA business associates,” which include IPC when we are working on behalf of our practice groups.

Violations of the HIPAA privacy and security standards may result in civil and criminal penalties. Historically, these
included: (1) civil money penalties of $100 per incident, to a maximum of $25,000, per person, per year, per standard
violated and (2) depending upon the nature of the violation, fines of up to $250,000 and imprisonment for up to ten
years. The passage of HITECH significantly modified the enforcement structure, creating a tiered system of civil
money penalties that range from $100 to $50,000 per violation, with a cap of $1.5 million per year for identical
violations. We must also comply with the recently promulgated “breach notification” regulations, which implement
certain provisions of HITECH. Under these regulations, in addition to reasonable remediation, covered entities must
promptly notify affected individuals in the case of a breach of “unsecured PHI,” which is defined by HHS guidance, as
well as the HHS Secretary and the media in cases where a breach affects more than 500 individuals. Breaches
affecting fewer than 500 individuals must be reported to the HHS Secretary on an annual basis. The regulations also
require business associates of covered entities to notify the covered entity of breaches at or by the business associate.
Formal enforcement of the new breach notification regulations began on February 22, 2010 and we have taken
reasonable steps to reduce the amount of unsecured PHI we handle and retain.

In light of HITECH, we expect increased federal and state HIPAA privacy and security enforcement efforts. State
Attorney Generals now have the right to prosecute HIPAA violations committed against residents of their states. In
addition, HITECH mandates that the Secretary of HHS conduct periodic compliance audits of HIPAA covered entities
and their business associates. It also tasks HHS with establishing a methodology whereby harmed individuals who
were the victims of breaches of unsecured PHI may receive a percentage of the Civil Monetary Penalty fine paid by
the violator. This methodology for compensation to harmed individuals is required to be in place by February 17,
2012.

Many states in which we operate also have laws that protect the privacy and security of confidential, personal
information. These laws may be similar to or even more protective than the federal provisions. Not only may some of
these state laws impose fines and penalties upon violators, but some may afford private rights of action to individuals
who believe their personal information has been misused.
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Financial Information and Privacy Standards

In addition to privacy and security laws focused on health care data, multiple other federal and state laws regulate the
use and disclosure of consumer’s financial information (Personal Information). Many of these laws also require
administrative, technical, and physical safeguards to prevent unauthorized use or disclosure of Personal Information,
including mandated processes and timeframes for notification of possible or actual breaches of Personal Information
to the affected individual. The Federal Trade Commission primarily oversees compliance with the federal laws
relevant to us, while state laws are addressed by the state attorney general or other respective state agencies. As with
HIPAA, enforcement of laws protecting financial information is increasing. Examples of relevant federal laws include
the Fair Credit Reporting Act, the Electronic Communications Privacy Act, and the Computer Fraud and Abuse Act.

Fee-Splitting and Corporate Practice of Medicine

Some states have laws that prohibit business entities, such as Apollo, from practicing medicine, employing physicians
to practice medicine, exercising control over medical decisions by physicians, also known collectively as the corporate
practice of medicine, or engaging in certain arrangements, such as fee-splitting, with physicians. In some states these
prohibitions are expressly stated in a statute or regulation, while in other states the prohibition is a matter of judicial or
regulatory interpretation.

The Company operates by maintaining long-term management contracts with affiliated professional organizations,
which are each owned and operated by physicians and which employ or contract with additional physicians to provide
hospitalist services. Under these arrangements, we perform only non-medical administrative services, do not represent
that we offer medical services, and do not exercise influence or control over the practice of medicine by the physicians
or the affiliated professional organizations.

Some of the relevant laws, regulations, and agency interpretations in the State of California have been subject to
limited judicial and regulatory interpretation. Moreover, state law are subject to change and regulatory authorities and
other parties, including our affiliated physicians, may assert that, despite these arrangements, we are engaged in the
prohibited corporate practice of medicine or that our arrangements constitute unlawful fee-splitting. If this occurred,
we could be subject to civil or criminal penalties, our contracts could be found legally invalid and unenforceable (in
whole or in part), or we could be required to restructure our contractual arrangements.

Deficit Reduction Act of 2005
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Among other mandates, the Deficit Reduction Act of 2005, or the DRA, created a new Medicaid Integrity Program
designed to enhance federal and state efforts to detect Medicaid fraud, waste and abuse. Additionally, section 6032 of
the DRA requires entities that make or receive annual Medicaid payments of $5.0 million or more from any one state
to provide their employees, contractors and agents with written policies and employee handbook materials on federal
and state False Claims Acts and related statues. At this time, we are not required to comply with section 6032 because
we receive less than $5.0 million in Medicaid payments annually from any one state. However, we may likely be
required to comply in the future as our Medicaid billings increase, but we cannot predict when that will occur. We
also cannot predict what new state statutes or enforcement efforts may emerge from the DRA and what impact they
may have on our operations.

Other Federal Healthcare Fraud and Abuse Laws

We are also subject to other federal healthcare fraud and abuse laws. Under HIPAA, there are two additional federal
crimes that could have an impact on our business: ‘‘Health Care Fraud’’ and ‘‘False Statements Relating to Health Care
Matters.”” The Health Care Fraud statute prohibits any person from knowingly and recklessly executing a scheme or
artifice to defraud any healthcare benefit program. Healthcare benefit programs include both government and private
payers. A violation of this statute is a felony and may result in fines, imprisonment and/or exclusion from

governmental healthcare programs.

The False Statements Relating to Health Care Matters statute prohibits knowingly and willfully falsifying, concealing
or covering a material fact by any trick, scheme or device or making any materially false, fictitious or fraudulent
statement in connection with the delivery of or payment for healthcare benefits, items or services. A violation of this
statute is a felony and may result in fines and/or imprisonment.

10
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The OIG may impose administrative sanctions or civil monetary penalties against any person or entity that knowingly
presents or causes to be presented a claim for payment to a governmental healthcare program for services that were
not provided as claimed, is fraudulent, is for a service by an unlicensed physician, or is for medically unnecessary
services. Violations may result in penalties of up to $10,000 per claim, treble damages, and exclusion from
governmental healthcare funded programs, such as Medicare and Medicaid. In addition, the OIG may impose
administrative sanctions against any physician who knowingly accepts payment from a hospital as an inducement to
reduce or limit services provided to Medicare and Medicaid program beneficiaries.

Fair Debt Collection Practices Act

Some of our operations may be subject to compliance with certain provisions of the Fair Debt Collection Practices Act
and comparable statutes in many states. Under the Fair Debt Collection Practices Act, a third-party collection
company is restricted in the methods it uses to contact consumer debtors and elicit payments with respect to placed
accounts. Requirements under state collection agency statutes vary, with most requiring compliance similar to that
required under the Fair Debt Collection Practices Act.

U.S. Sentencing Guidelines

The U.S. Sentencing Guidelines are used by federal judges in determining sentences in federal criminal cases. The
guidelines are advisory, not mandatory. With respect to corporations, the guidelines state that having an 