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PART I

Introductory Comment

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

we,” “us,” “our”, “Apollo” and similar words are to Apollo Medical Holdings, Inc., and its wholly owned subsidiaries and
affiliated medical groups:

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 and 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,”“potential,”“predict,”*should,”“‘estimate,”*“‘expect,”“project,”“believe,”*‘think,”‘intend,”*
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.

9966 9966 9966

The Company has a relatively limited operating history compared to others in the same business and is operating in a
rapidly changing industry environment; as a result 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
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 effect 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:
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“Our ability to raise capital when needed and on acceptable terms and conditions;

“The effect of laws and regulations that apply to our operations and industry;

“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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ITEM 1. DESCRIPTION OF BUSINESS

Business Overview

LEINT

Apollo Medical Holdings, Inc. and its managed affiliated physician groups (‘“ApolloMed”, “we”, “our” or the “Company”) are
a physician centric, integrated healthcare delivery system serving Medicare, Commercial and Medi-Cal beneficiaries

in California. ApolloMed’s businesses operate primarily under risk and value-based contracts with health plans,

Independent Physician Associations (“IPAs”), Hospitals and the Centers for Medicare and Medicaid Services’ (“CMS”)
Medicare Shared Savings Program. We believe each major constituent of the healthcare delivery system, including

patients, families, primary care physicians, specialists, acute care hospitals, alternative sites of inpatient care,

physician groups and health plans can benefit from better coordinated care. We are positioned to assist and provide

“Best in Class” care coordination services to each of these constituents and assist in finding solutions to many of the
challenges associated with patient care in the inpatient and outpatient settings.

The predecessor business to ApolloMed was incorporated in California on November 14, 2006 beginning operations
at Glendale Memorial Hospital as a hospital based physician group, and through a reverse merger became a publicly
held company in 2008. The Company was organized around the admission and care of patients at inpatient facilities
such as a hospital. We have successfully grown our inpatient strategy in a competitive market by providing high
quality care for our patients and innovative solutions for our hospital and managed care clients by focusing on
improving the inefficiencies associated with inpatient care and reducing readmissions and improving outcomes
through better care coordination. Currently, we provide inpatient services at over 28 hospitals and long-term acute
care facilities in Los Angeles and Central California where we have contracted with over 50 Hospitals, IPAs and
health plans to provide a range of inpatient services including hospitalist, intensivist, physician advisor and consulting
services.

In 2012, the Company formed an Accountable Care Organization (“ACO”), ApolloMed Accountable Care Organization,
Inc. (“ApolloMed ACO”), to participate in CMS’ Medicare Shared Savings Program. The ACO program is designed to
work together with payors by aligning provider incentives. This alignment of provider incentives is intended to

improve quality and medical outcomes for patients across the ACO and achieve cost savings for Medicare. We believe
ApolloMed ACO is unique in that it leverages our best in class inpatient and outpatient capabilities. In 2013

ApolloMed formed Maverick Medical Group, Inc. a risk-bearing entity that participates in the Medicare Advantage,
HMO-Medicaid and dual eligible markets.

As of April 30, 2014, ApolloMed has developed a network of over 700 hospitalists, primary care physicians and
specialist physicians through our owned and affiliated physician groups.
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Our Strategic Objectives

-Patient satisfaction
-Quality care
-Cost efficiency

Our Strategy

The principal components of our strategy are to:

Engage the patients we serve to help them make better decisions about their healthcare, clinically and
economically

Employ our medical management and care coordination capabilities to improve the health and well-being of
the patients we serve through improved outcomes and reduced inefficiencies in the healthcare delivery chain

Work in collaboration at the local level with physicians and other healthcare providers to help them
participate in a changing healthcare landscape and provide them the knowledge and IT tools to achieve measurably
better quality and lower costs

Grow our inpatient business through expansion of services and geographic expansion

Expand our relationships with healthcare providers and facilities across the US to develop additional
capabilities to participate in the growing Medicare, Medicaid and dual eligible markets

Acquire and develop additional capabilities to participate in the growing healthcare market, especially the
Medicare and dual eligible segments, under both risk-bearing and value-based contracts
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Opportunities in Healthcare

Inpatient Opportunity

We believe that attractive growth opportunities exist for our hospitalists’ inpatient business due to the increasing need
for improved efficiencies in the hospital from both payors and hospital management teams. Our physicians work
closely with our partners to improve the care given to patients and their families and enhance how care is coordinated
within the hospital and upon discharge of the patient. We have designed programs for some of the largest health plans
and hospital chains in California to improve outcomes, reduce overutilization, reduce Medi-Cal denial rates, optimize
lengths of stay (LOS), optimize senior and commercial bed-days, improve HCAHPS scores, improve hospital core
measures, improve documentation and reduce 30-day readmissions. In addition, our physicians consult with the
hospital management teams to assist in Medi-Cal denial reviews, case management and improving discharge
management.

Accountable Care Organizations

In March 2010, President Barrack Obama signed into law The Patient Protection and Affordable Care Act and The
Health Care and Education Reconciliation Act of 2010, which we collectively refer to as the Affordable Care Act. The
Affordable Care Act established Accountable Care Organizations as a tool to improve quality and lower costs through
increased care coordination in the Medicare Fee-for-Service program, which covers approximately 75% of Medicare
recipients, approximately 36 million eligible Medicare beneficiaries. The program allows certain providers and
suppliers (including hospitals, physicians and other designated professionals) to voluntarily form ACOs and work
together along with other ACO participants to invest in infrastructure and redesign delivery processes to achieve high
quality and efficient delivery of services. CMS established the Medicare Shared Savings Program (MSSP) to facilitate
coordination and cooperation among providers to improve the quality of care for Medicare Fee-For-Service (FFS)
beneficiaries and reduce unnecessary costs. Eligible providers, hospitals, and suppliers may participate in the Shared
Savings Program by creating or participating in an ACO. ACOs receive payment from Medicare on a fee-for-service
basis and may receive additional "shared savings" payments or be at-risk for "shared losses" based on an increase or
decrease in annual fee-for-service payments to the ACO.

The Shared Savings Program will reward ACOs that lower their growth in health care costs while meeting
performance standards on quality of care. Under the final Medicare Shared Savings Program, or MSSP rules,
Medicare will continue to pay individual providers and suppliers for specific items and services as it currently does
under the FFS payment methodologies. The Shared Savings Program rules require CMS to develop a benchmark for
savings to be achieved by each ACO if the ACO is to receive shared savings or for ACOs that have elected to accept
responsibility for losses. An ACO that meets the program's quality performance standards will be eligible to receive a
share of the savings to the extent its assigned beneficiary medical expenditures are below its own medical expenditure
benchmark provided by CMS.
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We have partnered with primary care physicians and specialists to form ApolloMed ACO, a majority owned
subsidiary of ApolloMed, which has been approved by CMS for participation in the Medicare Shared Savings
Program. We estimate that our ACO currently includes approximately 700 participating providers in California. We
aim to provide enhanced care coordination, population health management, data analytics and reporting, information
technology and other administrative capabilities to enable participating providers to deliver better care, improved
health and lower healthcare costs for their Medicare fee-for-service beneficiaries.

Senior Market Opportunity—Medicare Advantage

Medicare Advantage is an alternative to the traditional FFS Medicare program, which permits Medicare beneficiaries
to receive benefits from a managed care health plan. Medicare Advantage plans contract with CMS to provide benefits
at least comparable to those offered under the traditional FFS Medicare program in exchange for a fixed monthly
premium payment per member from CMS. The monthly premium varies based on the county in which the member
resides, as adjusted to reflect the plan members’ demographics and the members’ risk scores.

Individuals who elect to participate in the Medicare Advantage program typically receive greater benefits than
traditional FFS Medicare Part B beneficiaries, including additional preventive services, vision, dental and prescription
drug benefits, and typically have lower deductibles and co-payments than traditional FFS Medicare.

10
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We believe that significant growth opportunities exist for patient-focused, physician-centric integrated groups in
serving the growing senior market. At present, approximately 51 million Americans are eligible for Medicare, the
federal program that offers basic hospital and medical insurance to people over 65 years old and some disabled people
under the age of 65. According to the U.S. Census Bureau, more than 2 million Americans turn 65 in the United States
each year, and this number is expected to grow as the so-called baby boomers continue to turn 65. In addition, many
large employers that traditionally provided medical and prescription drug coverage to their retirees have begun to
curtail these benefits. Finally, the passage of the Medicare Prescription Drug, Improvement and Modernization Act of
2003, known as the MMA, increased the healthcare options available to Medicare beneficiaries through the expansion
of Medicare managed care plans through the Medicare Advantage program. In 2013 we formed Maverick Medical
Group, Inc. an independent physician association and risk-bearing entity that participates in the Medicare Advantage,
HMO-Medicaid and dual -eligible markets.

Medicaid Program and Dual Eligibles

Established in 1965, Medicaid is the largest publicly funded program in the United States, and provides health
insurance to low-income families and individuals with disabilities. Authorized by Title XIX of the Social Security
Act, Medicaid is an entitlement program funded jointly by the federal and state governments and administered by the
states. The majority of funding is provided at the federal level. Each state establishes its own eligibility standards,
benefit packages, payment rates and program administration within federal standards. Eligibility is based on a
combination of household income and assets, often determined by an income level relative to the federal poverty
level. Historically, children have represented the largest eligibility group.

Due to the Medicaid expansion provisions under the Affordable Care Act, CMS projects that Medicaid expenditures
will increase from approximately $450 billion in 2012 to approximately $900 billion by 2020. In addition, as part of
the Affordable Care Act, approximately 20 million additional people are expected to qualify for Medicaid beginning
in 2014.

A portion of Medicaid beneficiaries are “dual- eligibles”, comprised of low-income seniors and people with disabilities
who are enrolled in both Medicaid and Medicare. Based on CMS and Kaiser Family Foundation data, we estimate
there are approximately 9 million dual eligible enrollees with annual spending of approximately $320 billion. Only a
small portion of the total spending on dual- eligibles is administered by managed care organizations across the US.
Dual- eligibles tend to consume more healthcare services due to their tendency to have more chronic health issues. We
believe this represents a significant opportunity for companies like ours that have the capabilities to effectively
manage this sicker population.

Competition

11
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The healthcare industry is highly competitive. We compete for customers with many other healthcare providers,
including local physicians and practice groups as well as local, regional and national networks of physicians and
healthcare companies.

In-patient Business

The market for hospitalists within this industry is highly fragmented. The Company faces competition from numerous
small inpatient practices as well as large physician groups. Some of our competitors operate on a national level, such
as Emcare, Team Health, IPC The Hospitalist Company, DaVita Health Care Partners 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.

Accountable Care Organizations

We believe that competition for customers is generally based upon the reputation of the physician treating the
customer, the physician’s expertise, the physician’s demeanor and manner of engagement with the customer. We also
compete with hospitals, sophisticated provider groups, payors, and management service organizations in the creation,
administration, and management of ACOs.

12
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Healthcare Reform

The Affordable Care Act enacted significant changes to various aspects of the U.S. health insurance industry. There
are many important provisions of the legislation that will require additional guidance and clarification in form of
regulations and interpretations in order to fully understand the impact of the legislation on our overall business, which
we expect to occur over the next several years.

Certain significant provisions of the Affordable Care Act that will impact our business include, among others,
establishment of ACQO's, reduced Medicare Advantage reimbursement rates, implementation of quality bonus for Star
Ratings, stipulated minimum medical loss ratios, non-deductible federal premium taxes assessed to health insurers and
coding intensity adjustments with mandatory minimums. The health care reform legislation is discussed more fully in
the "Risk Factors" section of this report.

In June 2012, the United States Supreme Court upheld the constitutionality of the Affordable Care Act, with one
limited exception relating to its Medicaid expansion provision. The Supreme Court held that States could not be
required to expand Medicaid or risk the loss of federal funding for existing Medicaid programs. Beginning in January
2014, Medicaid coverage was expanded to all individuals under age 65 with incomes up to 133% of the federal
poverty level, subject to the States' elections. The federal government will pay the entire costs for Medicaid coverage
for newly eligible beneficiaries for three years, from 2014 through 2016. The federal share declines to 95% in 2017,
94% in 2018, 93% in 2019, and 90% in 2020 and subsequent years.

Geographic Coverage

As of January 31, 2014, through our managed physician practices, we provide hospitalist services at 28 acute-care
hospitals and long-term acute care facilities in Los Angeles and the Central Valley of California, and operate four
primary care medical clinics in the Los Angeles area. Maverick Medical Group, Inc. (“MMG”) an independent
physician association, provides primary and specialist care through its physician members located in the greater Los
Angeles area.

Professional Liability and Other Insurance Coverage

Our business has an inherent risk of claims of medical malpractice against our affiliated physicians and us. We and
our independent 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.

13
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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.

14
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Regulatory Matters

Significant Federal and State Healthcare Laws Governing Our Business

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, Centers for Medicare and Medicaid (“CMS”),
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 effect on our business, financial condition and results of operations.

False Claims Acts

The federal 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
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that a provider impliedly certifies compliance with all applicable laws, regulations, and other rules when submitting
claims for reimbursement.

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 ("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 have some form of state false claims act.

16
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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 Affordable Care Act amended section 1128B of the Social
Security Act to make it clear that a person need not have actual knowledge of the statute, or specific intent to violate
the statute, as a predicate for a violation. The OIG, which has the authority to impose administrative sanctions for
violation of the statute, has adopted as its standard for review a judicial interpretation which concludes 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 The
Affordable Care Act, a claim that includes items or services resulting from 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. The conduct or business arrangement, however, does increase the risk of
scrutiny by government enforcement authorities. We may be less willing than some of our competitors to take actions
or enter into business arrangements that do not clearly satisfy the safe harbors. As a result, this unwillingness may put
us at a competitive disadvantage.

Some states have enacted statutes and regulations similar to the Anti-Kickback Statute, but which may be applicable
regardless of the payer 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. Although we
have established policies and procedures to ensure that our arrangements with physicians comply with current laws
and applicable regulations, we cannot assure you that regulatory authorities that enforce these laws will not determine
that some of these arrangements violate the Anti-Kickback Statute or other applicable laws. An adverse determination
could subject us to liabilities under the Social Security Act, including criminal penalties, civil monetary penalties and
exclusion from participation in Medicare, Medicaid or other federal health care programs, any of which could have a
material adverse effect on our business, financial condition or results of operations.

Federal Stark Law
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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. Unlike safe harbors under the Anti-Kickback
Statute with which compliance is voluntary, an arrangement must comply with every requirement of a Stark Law
exception or the arrangement is in violation of the Stark Law.

The penalties for violating the Stark Law can 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.
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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.

Because the Stark Law and its implementing regulations continue to evolve, we do not always have the benefit of
significant regulatory or judicial interpretation of this law and its regulations. We attempt to structure our relationships
to meet an exception to the Stark Law, but the regulations implementing the exceptions are detailed and complex, and
we cannot be certain that every relationship complies fully with the Stark Law. In addition, in the July 2008 final
Stark rule, CMS indicated that it will continue to enact further regulations tightening aspects of the Stark Law that it
perceives allow for Medicare program abuse, especially those regulations that still permit physicians to profit from
their referrals of ancillary services. There can be no assurance that the arrangements entered into by us with physicians
and facilities will be found to be in compliance with the Stark Law, as it ultimately may be implemented or
interpreted.

Health Information Privacy and Security Standards

Among other directives, the Administrative Simplification Provisions of the Health Insurance Portability and
Accountability Act of 1996 ("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
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”.

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
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