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Executive Summary

The intent of this document is to present the business case for Smart Client to commit to a
“virtual Group” strategy, and the “Roadmap” for achieving a “Virtual Group” which

includes adopting common practice management and Electronic Health Record (EHR
Systems.

¢ The plan draws on the work over the last several years related to Smart Client’s Strategic goals for Current Year to
develop a “Virtual Group.”

¢ It also brings together the increasing understanding among the Smart Client physicians that:
—  While Smart Client has been financially successful, the market is changing and in a direction which can significantly increase
Smart Client’s vulnerability to losing physicians to competitors.

— Smart Client will need to reposition itself in order to stay the leader in its market, and mitigate the risk of relying on a “single line
of service”.

¢ With this background, there are a number of compelling reasons to develop a strategy which allows Smart Client to
control its destiny including:
— Smart Client can offer its physicians on a very attractive basis the ability to fully implement an integrated practice management
and electronic health record system which will increase their efficiency, responsiveness to patients, and ability to assure full
and appropriate revenue capture.

— By increasing the clinical integration of our physicians, we will be able to collectively contract in the PPO market which will add
new revenue sources.

—  Other organizations in our market (i.e. Kaiser, Healthcare Partners, etc.) are increasingly offering more sophisticated and
integrated services and as a result, we are at a serious risk of losing specialists and patients to those organizations.

— Smart Client is at a “moment in time” where we have the capital necessary to reposition ourselves for the future, and if we are
not “First To Market”, we are at risk of our physicians seeking out solutions without Smart Client.




Executive Summary

The goal is to build a “Virtual Group” as a means to help our physicians be increasingly
successful through aggressive support of their practices including .

¢ In the next two years installing common practice management and electronic health record systems in the office
of 200 physicians including the interfaces to laboratories and selected hospitals.

¢ Within three years, providing the practice management and electronic health record systems to any Smart Client
physician who elects to participate.

¢ Providing additional services such as billing and collection, accounting, human resources and others as our
physicians deem appropriate.

¢ Inthelonger term (3 - 5 years) repositioning Smart Client to:
— Improve market position toward owning/controlling most of the Medicare business and 80% of the non-Kaiser HMO market
— Owning/controlling the PPO business for at least 50% of the Smart Client physicians
— Securing strong hospital relations/collaboration
— Providing full service physician office management
— Forming a true multi-specialty group




Executive Summary

The backbone to the Virtual Group is clinically integrating our practices around the ABC
Enterprise Practice Management System and Electronic Health Record.

¢ Over the past four months Smart Client conducted a formal selection process which involved evaluating all the
major software vendors in the market; requesting proposals from the four judged to best meet Smart Client’s
requirements; and conducting demonstrations and site visits with the finalist vendors.

¢ Atthe end of the process, the selection committee voted EMR Vendor the preferred vendor largely due to its ease
of use, single database feature, and cost competitiveness.




Executive Summary

An implementation plan has been developed which is based on “ramping-up” the Virtual
Group practice management and electronic health record in three phases:

¢ Phase | which focuses on establishing “Show Case” of 30 physicians who volunteer and fit the criteria necessary
for a successful “Early Adopter” program with the goal of having them fully operational by June 30, Next Year.

¢ Phase Il which will include an additional 170 physicians who will be operational in 24 months, effectively
demonstrating clinical integration and its merits to our physicians and patients.

¢ Phase lll which will include the remaining practices who elect to participate.




Executive Summary

Smart Client will bear the one-time implementation costs and offer the physicians a
monthly fee which is competitive, produces a profit for Smart Client and encourages the
formation of a “Virtual Group".

¢ In order to incent physician to participate in the Virtual Group, Smart Client will fund the initial start-up costs up to
35% of its reserves with no charge back to the physicians. This is projected to be $7.5 million or $37,000 per
physician for Phases | and Il, and a cumulative $9.7 million or $24,000 per physician through Phase Ill.

¢ A competitive monthly fee will be charged to the physicians for ongoing expenses which includes a Smart Client
operating margin to support future investment.

¢ The monthly fee will be set by management and approved by the Board, and will include pricing differentials be
stratified into a “Pricing Matrix” recognizing several factors, including PCP/Specialist, the size of the practice and
full/part time.

¢ In order to mitigate any productivity loss during implementation, the first three months of fees will be waived.

¢ The agreement will include penalties for failure to properly perform once the system is installed and for early
termination. The term of the agreement with each practice will be three years.




Background



The intent of this document is to present the business case for Smart Client to commit to a
“ Virtual Group” strategy, and the “ Roadmap” for achieving a “ Virtual Group” which
includes adopting common practice management and electronic health record systems.

¢ The plan draws on the work over the past year or more related to Smart Client’s Strategic goals for Current Year
including:

- Develop a business plan for a Smart Client “Virtual Group”.

- Offer new services to physician offices to enhance individual practice performance and bring value to Smart Client.

- Develop and disseminate competitive and sustainable standards of excellence for clinical care and service.
— Diversify products and services to take advantage of opportunities in a changing marketplace.

¢ The approach to developing the business plan to build the Division of Physician Services has involved a multi-step
process.

- An independent firm, the JHD Group, was retained to develop the business plan and support its implementation.

- A number of representative Smart Client physicians were interviewed regarding their requirements and views and a survey of
over 400 physicians was completed.

A Vendor Selection Committee was created to select software and included representative physicians from both PCP and
specialty practices and practice managers from selected practices.

The experience of other physician management organizations was researched, focusing on the lessons learned and keys to
success.
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The intent of this document is to present the business case for Smart Client to commit to a
“ Virtual Group” (Cont’d)...

+ The approach to developing the business plan to build the Division of Physician Services has involved a multi-step
process (Cont’'d).

The Smart Client Strategic Planning Committee assisted in developing the strategy as it would be applied to Smart Client.

A number of software solutions were evaluated by the Vendor Selection Committee toward selecting a common Practice
Management System and an Electronic Health Record.

This plan was developed, which addresses the goals/objectives, the approach to building the Division of Physician Services and
integrating it into the current Smart Client operation, the performance expectations, staffing and management, the required
investment and cost to operate, and the cost allocation methodologies.

¢+ Theremainder of this document describes the Smart Client Business Plan for developing a “Virtual Group”.
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The process involved a wide range of participants.

¢ Theindividuals directly involved in the development of this business plan included:
—  Smart Client Management and Staff
6 — Names Deleted
—  Smart Client Vendor Selection Committee
9 — Names Deleted
—  Smart Client Strategic Planning Committee
6 — Names Deleted

— JHD Group Consultants
6 — Names Deleted
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The starting point was to survey the Smart Client physicians toward identifying priorities
and concerns.

¢ Approximately 25 physicians were interviewed individually, and another 400 participated in a Web base survey with
the following results:

— Smart Client has excellent relationships with a “Core” group of physicians, estimated to be 200 — 300, which has been built over
time based on a trust in management and competent financial and operational execution.

—  The “Core” group is ready to move forward with a commitment to common practice management and electronic health record
systems with approximately 100 physicians wanting the systems installed within 6 — 8 months, and another 120 looking at
completion within 24 months.

— Inthis regard, there is a high awareness of the emerging role of an EHR and many/most of the physicians interviewed are willing
to compromise to some extent to have an EHR.

—  There was a high degree of consistency regarding the reasons to act with the main observations including:

+ Seeing an EHR as a way to fix specific practice problems such as under-billing due to weak documentation, problems and hassle in
keeping paper records current, availability of information on patients, and communications/connectivity with peers.

* An EHR will make a significant difference in having the data to support Pay-For-Performance incentives and establishing standards for
consistency in care.

—  All of the physicians interviewed are looking for Smart Client to take the lead with this initiative, even those who will probably not
participate.

—  There were a number of essential conditions which were stressed including:
» Charging fees to the practices for the service is a sensitive issue, particularly with the PCPs.
+  “Uptime” or the reliability of 24/7 hosting is a consistent worry, and needs a specific commitment to assuring reliability.

* A unified Data Base is not widely perceived as an issue, but there will need to be solid “Firewalls” and controls over access. The
concept of Smart Client having access to practice financial information is a significant issue for a few physicians.
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Background

Smart Client has been successful over the past 6 years while other IPAs in the market have
struggled.

¢ Smart Client represents over 800 physicians in
every Specialty representing a diversity of ethic
communities and a range of incomes.

_ _ Market Position
¢ The Smart Client service area encompasses
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—  Single line of service focused on the HMO business.
— A minority of the physicians participating on an exclusive basis.
—  The diversity of its market and physicians.
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The market is changing and in a direction which significantly increase Smart Client’s
vulnerability.

<

HMO Enrollment is Declining:

— HMO enrollment in California is declining — partially offset by expected increases in Medicare risk contracting over the near term.
In this regard, Smart Client is losing 1.5 — 2.0% of its commercial HMO enroliment annually, which is only expected to continue.
Much of the anticipated growth in the future will be with PPO and other non-risk products.

¢ Consumer Expectations are Increasing:

— The patients (consumers), are increasingly recognizing the value to them of more sophisticated physician practices which
provide better coordination of care, and will demand the capability of their physicians.

¢ Regulatory Environment is Changing.

—  The regulatory environment is becoming increasingly clear related to restrictions on traditional IPA Clients. The FTC rulings on
Brown & Toland and North Texas Specialty Physicians in particular have placed greater scrutiny upon IPA Client PPO
contracting activities — which, de facto, requires all IPA Clients to transition to a clinically integrated model that permits
management of outcomes and other clinical activities. While there is no “Bright Line” defining clinical integration, empirical
experience indicates that passing the test of “Clinical Integration” means at a minimum a common operational and financial
infrastructure, including the patient/claims data on all Fee-For-Service patients. Failure to change will place access to PPO
contracts at risk — resulting in physician practices relying on a declining HMO enroliment and individual PPO contracting.

<&

Pay-For-Performance is Increasing:

—  The market is increasingly moving toward Pay-For-Performance with escalating performance standards to compete for defined
pools of funds available to reward physicians for performance. In this regard, physician organizations are being forced to better
document their performance in order to participate in pay-for-performance programs, and are competing for the funds for this
pool. This situation applies to Medicare Advantage where physicians will need to report beneficiary diagnoses to receive better
reimbursement from a fixed allotment in addition to receiving performance based reimbursement for Medicare FFS.
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Background

The market is changing (Cont’d)...

¢ Local Competitors are Raising the Bar :
— Larger and better positioned competitors are

Competitor Positioning

pursuing strategies which are increasing the L St o B Qm-
sophistication and integration of their services. If Minneha = ;
Smart Client does not stay competitive, there is a . : = WE 1'31
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of enrollees, specialists and payor contracts, or i Ei ﬂgn
force a disadvantageous merger on Smart Client. e ! o -y ’ o
*  Competitor A is substantially larger than Smart : Easthor gh
Client , has a PCP staff model, is installing an T
EHR (EMR Vendor 2), and is likely to continue 1 o A
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traditional market. 215721 . \( TG >
«  Competitor B is expanding its facility based /"}/ E Harty 5t | Ha 67207 | T+
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patients and the “consumerism” trend with its @B Pawne e ERREEEt
“Thrive” message and is installing EMR Vendor F 5 ﬂ :
3 which could make Competitor B more “patient C72001 Microsoft Carp. Allriahts reserved.: A =
friendly”.

000 Patient population
*  Competitor C is pursuing an EHR initiative and by Zip Code
appears to be selectively merging with smaller

IPA Clients as a growth strategy.

*  Competitor D has a staff model and is actively
looking for growth opportunities.

kil
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The availability and effectiveness of Electronic Health Records are also changing, and are
contributing to changes in the market.

¢ Everyone from industry trade groups to the federal government has announced initiatives to encourage physicians
to adopt electronic health records, and the movement in this direction is substantial. In the state Market alone,
physician organizations such as ABC Partners, Global Physicians, Competitor A, Competitor D, Competitor E, and
others have made commitments to implement EHRs.

¢ This movement is picking up pace for four reasons:

—  State and Federal governments see the EHR as one solution to address both dramatic budget deficits stemming from raising
healthcare costs (i.e. Medicare, Medicaid, etc.) and preventable medical errors, and are pushing hard.

—  While the use of EMR’s is just beginning, there are significant empirical findings which demonstrate what benefits can be
realized when the systems are effectively implemented. A survey done by Medical Economics: Exclusive Survey — Doctors and
EMRs, January 21, Current Year found that:

* Most EMR Owners are bullish about the Return on Investment they are receiving from their EMR systems.

*  53% of those with EMRs have found that the system sped up their work. Only half of the EMRs in use exchange data with labs and
hospitals.

*  Over 87% of those physicians implementing an EMR are neutral to very satisfied with the results to date.
- Case studies where EMRs have been implemented have included:

* A 59 physician, multi-specialty group in Wisconsin with 9 locations and 200,000 active patients had a documented First Year Savings
of $952,500 and has a Five Year Projected Savings of over $8 million.

+ A Texas multi-specialty group with 59 physicians in multiple locations has realized $965,000 in annual cost savings.
—  The technology has advanced enough to merit the investment, even by miserly, under-automated medical groups.

—  The movement toward Pay-for Performance requires clinical data which is difficult to routinely produce and monitor without an
electronic health record.
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The Business Case to Act

There is an increasing understanding among the Smart Client physicians that Smart Client
will need to reposition itself in order to stay the leader in its market, and mitigate the risk
of relying on a “ single line of service.”

¢ There is broad recognition that Smart Client has a number of strengths developed over the
years including:

Excellent physicians dedicated to quality clinical care and patient service.

A strong management infrastructure with an effective use of technology which has provided a number of benefits to the
participating physicians.

A management team which is largely trusted and is responsible for developing a clear business vision with specific goals.
A profitable track record and significant financial reserves.
Strong relationships with a number of hospitals.

¢ At the same time, there are several weaknesses which increase Smart Client’s vulnerability:

Smart Client lacks an intrinsic cohesion largely due to the diversity of its communities, economic disparities, and the number of
participating physicians who are not “exclusive” to Smart Client.

A number of our PCPs operate at the margin in terms of their incomes, and are vulnerable to being lured to staff models.

The Senior business is Smart Client’'s most profitable line of service and is susceptible to competition and will require
increased capabilities to respond to major program changes (i.e. risk adjustment, pharmacy, etc.), which will require effective
medical and data management capabilities.
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The Business Case to Act

With this background, there are a number of compelling reasons to develop strategy which
allows Smart Client to Control its destiny.

¢ Without a change, the Smart Client physicians will lose the ability to collectively contract in
the market because of the FTC position on IPAs that are not clinically integrated.

¢ Our physicians are looking to Smart Client to help them improve revenues. This initiative will
enable that goal.

¢ Smart Client will need to diversify beyond a single line of service (delegated HMO), or take the
risk of being marginalized in the marketplace.

¢ We are competing against organizations (i.e. Competitor A, Competitor C, etc.) who offer much
more sophisticated and integrated services and as a result, we are at a serious risk of losing
specialists and patients.

¢ If we do not help our physicians increase their “bond” with Smart Client, we will be vulnerable
to losing them to organizations who offer more value.

20



The Business Case to Act

With this background, there are a number of compelling reasons to develop strategy which
allows Smart Client to Control its destiny.

¢ While some physicians may choose to implement an EHR on their own, Smart Client offers advantages which
include:

—  The ability to provide capital through the economics of scale.

— Increased clinical integration through a single set of systems.

— Reduced risk to the individual physicians.

—  Greater downstream opportunity to participate in new revenue sources.

¢ Smart Client is at a “moment in time” where we have the capital necessary to reposition ourselves for the future,
and if we are not “First To Market”, we are at risk of our physicians seeking out solutions without Smart Client.

¢ Thereis an opportunity for Smart Client to maintain its position as the leading physician organization in the market.
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The Goals and Strategy

The goal is to build a “Virtual Group” as a means of helping our physicians be increasingly
successful through aggressive support of their practices by:

¢ Enhancing the physician’s ability to maximize revenue opportunities from effective Risk
Adjustment (HCC), Pay-For-Performance incentives, and other Fee-For-Service opportunities.

¢ Offering to Smart Client physicians the practice management services which are technology
centered and will materially help them to manage revenue, costs, and deliver market
competitive clinical care and patient service.

¢ Using an Electronic Health Record (EHR) to provide clinical integration and the ability to
operate as a ”Virtual Group”, while maintaining the key aspects of autonomy such as local
ownership, control of scheduling, and income distribution.

¢ Assuring clinical integration in the eyes of our community and the FTC to assure the ability to
contract with the PPOs and other “Non Risk” arrangements.

23



The Goals and Strategy

The specific objectives are to:

¢ Inthe next 2 -3 years:

Install common practice management and electronic health record systems including interfaces with Smart Client for electronic
referrals and data reporting, for 200 physicians within 24 months and 300 within 36 months. This includes 30 physician
installations in the first six months who will become the “showcase practices.”

Enhance the ability to compete with other physician networks including Kaiser through improved patient service and clinical
coordination.

Enhance physician offices by increasing revenue (i.e. improved clinical documentation, call-backs, etc.); streamlining
operations; and achieving efficient inter-office communication for referrals and care coordination.

Position Smart Client to develop new revenue streams such as fees from providing physician support services (i.e. EHR,
Practice management system, etc.) and clinical trials.

Improve the ability for Smart Client to pursue potential competitive strategies such as:
*  Consolidating with another network, such as Competitor C.
*  Obtaining a Medicare and/or Knox-Keene license.
* Execute PPO model agreements.

¢ Long Term Goals (3 - 5 years):

Improve market position to own/control most of the Medicare business and 80% of the non-Competitor B HMO market.
Own/control PPO business for at least 50% of the Smart Client physicians.

Secure strong hospital relations/collaboration.

Provide full service physician office management.

Form a real multi specialty group.
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The Goals and Strategy

The strategy elements of the Virtual Group Initiative:

¢ Providing a value proposition to the individual physicians which includes:

— Revenue enhancement through improved coding supported by appropriate documentation (i.e. capturing data via templates,
macros, and pulling Information from other portions of the chart); documenting results for quality incentives; and enhancing
proactive health maintenance which impacts both volume of services and quality of care (i.e. contacting Recalled Medication
patients to alter treatment).

— Increased physician office efficiency through fewer chart pulls; easier filing interfaces to labs and hospitals; access to charts
from office, hospital, or home; reduction in phone tag; legible prescriptions; automatic drug-to-drug interaction checking; more
efficient signing of charts; and easier compliance with chart requests and chart audits.

—  Cost reduction through labor savings related to less manual processing of files and less “phone tag”; reduced malpractice
premiums due to improved risk profiles; and lower paper and storage expense.

— Improved patient care and service due to higher quality documentation through built-in protocols and reminders; diagnosis-
specific templates guides/reminders of special protocols and tests; ability to proactively query patient database for overdue
items and send reminder letters; and increased patient education and involvement opportunities.

—  PPO Contracting: Enabling Smart Client to negotiate PPO contracts and other non-risk payor products.

— Assuring the autonomy of individual physicians to manage their income, schedule, and clinical practice.

— Increased market security and the ability to compete on a level playing basis with the larger competitor in the market.
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The Goals and Strategy

The Strategy elements of the Virtual Group (Cont’d)...

¢ Providing a value proposition to Smart Client which includes:

Candidate Support Services

Integrated Electronic
Health Record/Practice
Management System

Charge Capture
Coding Audit/Training
Dictation

E-Prescribing
Information Technology
Support

Group Purchasing

Answering Services

Practice Consulting and
Development

Physician Recruiting

Quality Management and
Reporting

Clinical Decision Support

Operations Improvement
Support

Medicare Compliance
Programs

Accounting and Reporting

Cash and Treasury
Services

Billing and Collection

Expanded Malpractice
Programs

HR Support — Payroll and
Benefits

Contract Maintenance
and Compliance

Coordinated Scheduling

New revenue streams from being able to negotiate PPO contracts and sponsor clinical trials.
Increased organizational cohesiveness from increased coordination of care and clinical integration.
Improved ability to assure physician succession by providing an attractive supporting environment to draw new physicians.

New revenue streams from sources such as the fees from providing support services to physicians, which over time could
ramp-up to include part or all of the following:
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The Goals and Strategy

The availability and effectiveness of Electronic Health Records are also changing, and are
contributing to changes in the market.

¢ Approach the building of the “Virtual Group” with a sense of urgency in order to both satisfy the desire the
participating physicians who want to see the capability implemented in the next 24 months, but to also strengthen
Smart Client’s position in the market.

¢ Provide a base set of initial capabilities with the core capabilities including:
—  Practice Management (Charge capture, coding, billing, and collections)
—  Electronic Health Record
— Information Technology Infrastructure

¢ Provide services beyond the core services on an “a la carte” basis, depending on the needs of the individual
practices.

¢ Subsidize the one time costs of acquiring and setting-up the EHR capability by committing up to 35% of Smart
Client’s reserves in order to make it as economically attractive as possible for Smart Client physicians to
participate.

¢ Include pricing differentials to recognize PCP/Specialist, the size of the practice and full/part time status.

¢ Include rewards/penalties for physician performance and reporting and penalties for early termination.
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The Goals and Strategy

For this strategy to be successful, there are several essential conditions:

¢ A commitment to confidentiality, with “Firewalls”, to assure privacy of individual physician financial data.

¢ Pass the test of “Clinical Integration”, which means, at a minimum, a common operational and financial
infrastructure, including the patient/claims data on all Fee-For-Service patients.

¢ The need to be flexible to allow the practices to evolve.
¢ The cost and pricing to the physicians must be competitive and balanced.
¢ The project management skills and resources to accomplish the stated goals with a sense of urgency.

¢ The need for a well disciplined, accountable business entity with a sound financial plan to implement and manage
the Virtual Group services.

¢ Acritical mass of primary care and specialist physicians.

¢ Under sell and over deliver the program.
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The Goals and Strategy

At the highest level, the requirements for developing the Virtual Group capability include:

¢ Ensuring that the Smart Client physicians have access to the continuously emerging technologies necessary to
deliver clinical and patient service quality competitively.

¢ To be clinically integrated in the eyes of our community and the FTC to assure the ability to continue to contract
with the PPOs while continuing to handle HMO risk including Medicare.

¢ To be able to schedule across the specialties with consistent practices to reduce cost of operation and provide
competitive patient service.

¢ To effectively manage the “Revenue Cycle” more effectively — charge capture, billing and collections.

¢ Developing a capability to allow Smart Client physicians to maintain a degree of autonomy in day-to-day practice
while credibly integrating around clinical care.

¢ To provide the tools which support improved patient and physician experience.
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The operating requirements for the Virtual Group include:

¢ Providing specific operational capabilities designed to enhance the ability to manage a practice and enable clinical
integration such as:

— Availability of a complete an electronic health record at the point of care and remotely.

— An enhanced ability to manage the “Revenue Cycle” more effectively including charge capture, billing and collections.
— Interfaces with key hospitals and ancillary providers, particularly for lab, radiology, and other test results and reports.
—  Data Warehousing to support pay-for-performance and other reporting.

—  The ability to maintain confidentiality of practice specific data (i.e. collections, compensations, etc.).

— Aunified Health Record in a central data base with record sharing between physicians on a “Permitted Access” basis only, with
the levels of access being determined by each practice.

—  Appropriately preserving individual practice financial information and non-Smart Client patient data.
—  High levels of HIPAA compliant security to protect patient data.

¢ Arobust 24 X7 “Uptime” reliability for the systems support, with no significant interruption of system availability.
¢ Routine back-up including the availability of “Backup Downloads” to individual physician offices.

¢ Providing the ability to migrate to a full range of services, should there be sufficient physician demand, which
supports achieving in the long term significant cost effectiveness and revenue enhancement.
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The Basic Requirements for Electronic Health Records Include:

Workflow Tasking

Physician Notes
—Problem
—-Allergy
—Medication Lists

Documentation
Electronic
Prescribing/Medication

Management
—Drug-to-Drug Interaction
—Contra-Indication
—Electronic Transmission

Image/Scanning
Charge Capture

Alerts
Order Entry

Results Reporting
—Laboratory
—Radiology
—-Facesheets
—Transcription
—-Discharge Summaries

Dictation/Voice Recognition

Health Management
—Patient Care Reminders (i.e.

Immunizations, Annual Exams,
etc.)

—Treatment Plans
—Trending Analysis
—Care Plans

—-Long Term Chronic

Disease Management

Reporting
-HEDIS
—-Pay-for-Performance
—Quality Control Measures
—Contracting
—-Patient Outcomes
-Disease Management

Practice Management

Interfacing
—Authorizations
—Case Management
—-Scheduling
-Insurance
—Capture/Eligibility
-Billing/AR
—Encounter Reporting
Additional Connectivity
—-Patient Reminder Systems
-Finance
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Background

The Practice Management System Requirements include:

Accounting and Financial Reporting
Workflow Tasking
Appointment Scheduling
Insurance Verification

Billing and Claims Processing
Payment Posting/Charge Entry
Budgets and Collections
Referral Tracking

Managed Care Contract
Administration

Forms and Letters
Clearinghouse Services

Fee Schedule
Procedure/Diagnostic Codes
Security/HIPAA

® & & & O O 6 O o O o O o o o
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Information Technology

Central to the Virtual Group’s capability will be a common information technology
architecture that enables increased clinical integration.

¢ The capabilities will be sponsored by Smart Client,
and will include:

—  Practice Management Technology Concept
—  Electronic Health Record

— Voice Recognition — Dictation
—  Patient/Physician Connectivity
—  Data Warehousing/Reporting

¢ Additionally, the technology architecture will have
automated interfaces such as:

— Hospital interfaces for lab, radiology, discharge notes
— Independent labs (i.e. Quest)

—  Patient Portals

—  Smart Client Web Portals

—  Payor Portals/Interfaces

—  E-Prescription

¢ The infrastructure will be sufficiently robust to
support 24/7 operations with a supporting
infrastructure of servers, redundant backup,
operating systems, etc.

¢ A support services “Help Desk” to support all the
day-to-day technology needs of the practices
including training.
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Information Technology

An extensive process was conducted to identify the preferred software vendors for the
Virtual Group with Vendor ABC being selected.

The major vendors were researched and evaluated using “Shelf
Data” including reports on implementations with other practices,
comparisons of clinical and operational functionality,

Summary Comparison

technological capabilities (implementation, maintenance, Criteria EMR Vendor 2 EMR Vendor 1
reporting, support, interfaces), and financial strength. Functional Responsive — Responsive — no
Requirements No significant significant gaps
Demonstrations of both the Practice Management and Electronic kg
Health Record were provided to the evaluation teams toward Ease of Use Good Excellent
determining if there was a material advantage between the Interfaces Good Good
systems being evaluated.
Underlying Proven, two Proven, single data
. .. . . . . Technology databases — base
Site visits were conducted, references interviewed, and “ Scripted vendors
Demonstrations” were then conducted between the finalists. — , , ,
raining Strategy Train-the- Train-the-Trainer
Trainer
The evaluation inputs, including discussions with individual -
.. . . Vendor Ability to Excellent Excellent
physicians, practice managers, and management resulted in the Support
following summary.
. . . Vendor Stabilit Excellent Excellent
— The Vendor Selection Committee has determined that EMR Vendor 2 Y
and EMR Vendor satisfy Smart Client’s requirements and will provide
responsive Practice Management and Electronic Health Record Total System $x.x Million $y.y Million
Systems suitable to Smart Client and its strategy as well as to Smart One-time Costs
Client physicians. Annual $XXX,000 $YYY,000
— The Vendor Selection Committee recommends adopting a resolution g"a'”te”taF”CE&
that the Board pursue Best and Final pricing with both vendors with upport Fees
the preference being ABC because of its greater ease of use, Implementation 6 — 9 Months 6 — 9 Months
integrated data base, and price competitiveness. Timeline per
Practice
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Information Technology

The Virtual Group will use a common data base, but with strong “ Access Privileges”
determined by each individual practice/physician.

+ Financial and practice operating data is viable only

to the specific practice. Common Data Base
+ Patient data is made available on a case-by-case

basis using tools built into the Electronic Health Practice Management

Record. System

— Each record is password protected. .

— The systems will allow record sharing between

physicians on a case by case basis. Electronic Health
. . Record
— The sharing can be at prescribed levels such as System
the entire record, only notes, or only notes and test
results, etc.
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Information Technology

The data center solution will be through a third party for cost and reliability reasons.

¢ Itis essential that Smart Client’s data center support:
—  Be 24 by 7 responsive with inconsequential (less than 0.5%) down time
—  Be physically protected
— Have application and device redundancy

¢ Have a secure back-up.

¢ Building such a capability within Smart Client will be prohibitively expensive with increases risks and unnecessary
given the alternatives.

¢ As a part of the technology plan, an ASP or independent data center will be secured from one of the vendors or a
third party ISP/Data Center (i.e. CSC, etc.) to support Smart Client’s Virtual Group information technology
requirements including:

—  Application Hosting
—  Network Management
— Hardware Management
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Development and Roll-Out Plan

The strategy for the roll-out of the Virtual Group capabilities has five components.

¢ The JHD Group will be retained to manage the project to provide Smart Client with:
— Adequate resources to assure timely implementation without disrupting the current business.

— Additional specialized expertise in the operating of Physician Management Organizations, the implementation of Practice
Management and Electronic Health Record Systems, and project management.

¢ The Project team will include participants from Smart Client management and staff, Smart Client practice staff, the
JHD Group, and others as appropriate with:

—  The JHD Group taking the lead for the first two years and then.

—  Migrating the Virtual Group organization into the existing Smart Client management structure, with the JHD Group providing
supplemental support as required for the next two years.

¢ Rolling-out the Virtual Group Services in three phases:

—  Phase | which includes 30 physician “Show Case” practices who volunteer and fit the criteria necessary for a successful “Early
Adopter” program, with the goal of having them fully operational in 6 months.

— Phase Il which will include an additional 170 physicians, effectively demonstrating clinical integration, and its merits to our
physicians and patients.

—  Phase lll which will include the remaining practices who wish to participate in Smart Client’s PPO contracting process.

¢ The roll-out will need to “Flex” in scope to meet number of physicians who wish to participate in the first three
years, flexing up or down based on the actual numbers.

¢ At some point when a critical mass of physicians have been integrated to the new systems, Smart Client will offer
to Smart Client physicians expanded services which will continue to enhance the Smart Client offering to its
physicians.
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Development and Roll-Out Plan

The strategy for the roll-out of the Virtual Group Services capabilities has five components
(Cont’'d)...

¢ Providing a basic set of “Core Services” which include:
—  E-mail
—  Practice Management
»  Scheduling
Charge Capture/Coding
+ Billing
Managed Care Contract Negotiation/Administration
+ Collections
Payment Transfer
—  Electronic Health Record
“Home Data”
* Notes
Rx
+ Lab/Radiology

¢ Facilitating the adoption of additional services on an “a la carte” basis, driven by the needs and desires of the
individual practices.
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Development and Roll-Out Plan

The Phase | “Early Adopter” program is intended to achieve a critical mass in 12-18
months which will demonstrate the effectiveness of the Virtual Group both at the individual
practice level and across the “multi-specialty clinical delivery system”.

¢ Smart Client will identify practices implementing the Virtual Group capabilities that will serve “Demonstration
Sites".

¢ Key to the roll-out process will be the development of a customized “Business Case and Implementation Plan” for
each practice which will address:
—  The operational requirements of the practice.
—  The planned implementation configuration.
— Required changes in policies, processes, and procedures.
—  The opportunities for staff redeployment, operations improvement, and revenue enhancement in the practice.
— ldentification of issues to be anticipated such as assuring minimal loss of physician productivity.
—  The responsibilities for all involved in the implementation along with the schedule.
— A costjustification analysis.
— A Management Services Agreement between the practice and the Smart Client Virtual Group.

¢ The approach to the “Early Adopter “program will be structured around:

—  Providing each Early Adopter Practice with a detailed plan of how they will be affected financially and operationally as the
Division of Physician Services is implemented in their practice.

—  Customizing each implementation plan to the specific practice.
— Initially implementing a sufficient number of PCP practices to provide a foundation.

—  Subsequently implementing selected specialist practices to demonstrate the “Multi-Specialty” impact of a unified scheduling
and health record capability.

— Implementing the interfaces with key hospital and ancillary providers related to lab and radiology.
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Development and Roll-Out Plan

The typical Smart Client Practice will follow a 6 - 8 month implementation schedule. Highly
competent and committed practices can implement on a shorter schedule of 4-6 months.

¢ The Practice Specific Business Case Development and Proposal step will require 30 days and will address the
scope of capabilities to be implemented in the practice, the prospective operational changes required, the
implementation plan, the financial impact on the practice in terms of investment, cost to operate, revenue cycle
considerations, and operational savings opportunities; the non-financial resource commitments required of the
practice (i.e. physician and staff time); a summary schedule/work plan; and the specific performance obligations of
Smart Client and of the Practice.

¢ The Practice Management System (PMS) preparation and implementation will require 60 days per practice and will
include the specific implementation strategy addressing account balances/legacy system wind down, data quality
iIssues, staffing/position changes, etc; set-up of tables, templates, fee schedules, libraries, etc.; the in-office
technology/communications infrastructure implementation (i.e. required hardware, DSL/T-1, LAN, UPS, etc.); in-
office work design and redesign evaluation; the appropriate interfaces with the hospitals, other practices, and the
Central Office, and the training and test plan.
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Development and Roll-Out Plan

The typical Smart Client Practice will follow a 6 — 8 month (Cont’d)...

¢ The “Go Live” will require 1 — 2 weeks of supplemental implementation support per practice, and will include:
—  Completing the Parallel Test
—  Problem Resolution
—  Follow-up Training
—  Temporary Supplemental Staffing
—  Certification of the Implementation

¢ A 90-day post-go-live evaluation will be conducted by the Project Implementation Team to ensure the system and
operation are on target and will compare results to pre-transition figures.

¢ A 30-90 Day Gap between practice management system Go-Live and electronic health record planning and
preparation is being planned.
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Development and Roll-Out Plan

The typical Client Practice will follow a 6 - 8 month (Cont’'d)...

¢ After a “stabilization” period for the PMS, the Electronic Health Record planning and preparation will begin, will
require 90 days, and will include:

Developing the practice specific implementation strategy including the approach to Health Record conversion; the base
modules to be implemented; charge capture/billing interface; managing physician productivity; training and specialty-specific
template building.

The set-up process for templates and user interface design.

Interfaces to hospitals, labs, referring physicians, Central Office, etc.

The supporting hardware and technology infrastructure plan/system security.
Staffing and job evaluations and re-design.

Task plan and electronic health record implementation schedule.

Typical Padice rpierertelien Sceus

Practics Maragemen Syslem Electonic Med cal Record
(ERIL | impleenpeinlms (anming o ML Calue B EUSIREllLIR TR Y] LA Cel g
& Praasation Proparstion

B Mgl M g iwrrh L) L L)

Dac Islon to
Cammit iz
plementati cg

Prachics Specific
EBusimicss Caad

45



Development and Roll-Out Plan

The typical Smart Client Practice will follow a 6 — 8 month (Cont’d)...

¢ The EHR “Go Live” step will require approximately 60 days for each practice and will include:

¢ Address module implementation and provision for intra office physician specific implementation.

Completing the Parallel Test

Problem Resolution

Refinement/Integration Around Physician Practices
Follow-up Training

Cross Vendor Selection

Certification of the Implementation
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Development and Roll-Out Plan

The Phase | “ Early Adopter” program (Cont’d)...

¢ The “Early Adopter practices implementations will be implemented in sequential waves.
¢ The final sequencing of practice roll-out will be determined in the first 90 days of the implementation process.

¢ Highly competent and committed practices can implement on a shorter schedule of 4-6 months.

Phase | Implementation Schedule

Physician Associates
Implamentation Schedule Mowember 2006)
Phase|

Decd5 | Jand6 | Febds | Mardb D5 [ Jund6 Juld Auglh | Sepl§ | Ocid6 Nov06 | Decl§ | Jand7 | Febd7 | Mar07 [ Apdl | Mapd? | Jund]

Virtual Group Tasks
Contracting with O Group
Contracting with PROS Vendor
Oncer and Install Hardwars - PRADS
Onder and Install Telecom
Install and Corfigure PMCS Agplication
PHOS Interfacests)
Ovder and Install Hardware - EMR
Install and Corguee EMR Aglication
EMR Bzse Interfacas | Lab, Phamna, efc)

Phzsz |- Physicizn Ramplp

Practice | Busingss Case PMOS Instaliation GoLhe Gap

Practice 2 Business Case PMOS Inglallation GoLive Gap EMR Selup, configurstion,

Practice 3 BusCase  PWOS Installation GoLiwe Gap

Practice 4 Bus Case  PMOS Inglallation GolLe Gap E

Practice § BusCase  PMOS Installalion (30 Live Gap

Practice BusCsse  PMOS Installsfion Go Live Gap

Practice T BusCase  PMOS Installalion (o Live Gap iF Saty ira
Practica 8 BusCzse  PMOS Instalistion G0 Line Gap
Practice 9 BusCase  PMOS Installalion Gn Live Giap
Practice 10 BusCase  PMOS Inglallation GoLe
Practica 11 BusCase  PWIOS Instaliation Go Live
Practice 12 BusCase  PMOS Installaion
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Development and Roll-Out Plan

To support the overall need to demonstrate results, a results tracking database will be
used.

¢ Each of the Early Adopter practices is being surveyed to profile their current operations with the survey data
including elements such as:

—  Physician and Staff Head Count by Specialty/Function
—  Charges, Collections, Accounts Receivable

—  Operating Expenses by Major Category

—  Payer Mix

—  Use of Management Tools and Systems

¢ This data will serve as a practice specific baseline, and as the Virtual Group implementation progresses, the data
base will be updated with current results, allowing Smart Client to track the impact of using the Virtual Group
Services.

¢ The database will expand over time to include new practices during the second and subsequent phases of
Implementation.
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Development and Roll-Out Plan

After each practice is transitioned to the Virtual Group Services, there will be a series of
Post Implementation reviews and refinements to assure that the Virtual Group is achieving
the intended results.

¢ Thereviews will be conducted at 90 days following the completion of go-live with each individual practice.

¢ They will focus on the effectiveness of systems implementation and utilization, operating processes, and the actual
changes in performance metrics.

¢ Should it be necessary, post implementation adjustments will be performed as required.
¢ Throughout the implementation, information from the individual practices will form the basis of a continually

improving implementation project; thus, frequent communication between the practices and the implementation
team and the Virtual Group will be vital to the successful implementation of all practices.
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Development and Roll-Out Plan

Key aspects of the project management approach include:

¢ The project organization is based on the project implementation team taking the lead during the implementation
and “build-out” process, fully coordinated with Smart Client management and staff, and then transitioning the
operating responsibilities over to the Smart Client management and staff when the Virtual Group is effectively
operating.

¢ Staff recruited into the Virtual Group Operation (i.e. training, Help Desk, etc.) will report to the Project Manager.

¢ The Project Director (Hank Duffy) will be responsible to Dr. Jones for the overall project results including scope,
schedule, quality of implementation results, and economics.

¢ The Project Manager (John Whitham) will report jointly to the Project Director and Dr. Jones and be responsible for:

Requirements Management

Task Planning and Control

Resource Allocation

Coordination with the Smart Client Management and Staff
Results Tracking and Reporting

Communications
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Development and Roll-Out Plan

During the build-out process, the Virtual Group will be operated as a project, reporting to
the Smart Client CEO.
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Development and Roll-Out Plan

The overall success of this project rests largely on the ability to communicate the plan and
its impact at each point to the physicians of Smart Client.

¢ This will be accomplished through the following mechanisms:
—  Written communications from Implementation Team.

— Demonstrations and Site Visits Facilitate Appropriate Selection of Vendors with Communication of Findings to Smart Client
Members.

—  Written Communications from Smart Client CEO.

—  Town Hall Meetings and Conference Calls.

—  Visits to Each Practice Site and Follow up at Each Point.
—  Messages from Smart Client Board.

—  Feedback from the Practices.
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Practice Pricing Model

The services provided by the Virtual Group will be priced to incent participation an to
support Smart Client’s mission.

¢ In order to incent physician to participate in the Virtual Group, Smart
Client will fund the initial start-up costs up to 35% of its reserves with

no charge back to the physicians. Pricing Matrix
¢ A monthly fee will be charged to the physicians to cover: —
. Category PCP Specialist
—  Software and hardware maintenance/upgrade costs
—  Data center and network operations
—  Support staff/’"Help Desk One MD
—  The Smart Client operating margin to support future investment Office
¢ The monthly fee will be set at a level which is more than Multi MD
competitive with comparable alternative solutions. Office Fee Schedule
¢ The monthly fee will be set by management and approved by the Full Ti
Board, and will be stratified into a “Pricing Matrix” whereby: o
— PCPs are afforded a discount in recognition of their role in providing
members and their traditionally lower reimbursement. bart Ti
art rrme
— A practice with several physicians will receive a discount recognizing the MD

economies of installation and staff training.

— Part time, defined as at least one day a week but no more than three
days a week, will be charged a discounted fee.

¢ The monthly fees will be “ramped-up” over a three year period in
order to correlate the cost of the systems with the benefits being
realized.

¢ To provide recognition of any potential productivity loss during
installation, the fees for the first three months will be waived.
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Practice Pricing Model

The specific “ Deal Points” between Smart Client and the individual practices will include:

¢ Smart Client will up-front the capital cost for procuring and implementing the EHR and Practice Management
systems.

¢ The physician agrees to maintain a participating physician contract with Smart Client.

¢ Cancellation will invoke consequences such as:
— Immediate repayment of subsidized capital
— Immediate termination of the Systems Services Agreement
— Vendor services may be continued, but at a higher rate
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Financial Plan

The Virtual Group Initiative will require $7.5 million in funding over the first two years and
when 400 physicians are operational, the average cost per physician is expected to be
$25,000 on a “ turnkey” basis.

¢ The one time cost to provide a base set of services (Practice Management and EHR) to a core group of 200
physicians will require initial funding of up to approximately $7.5 million over two years, with:

—  $6.0 million required for one-time investment in equipment, software, implementation and training support and other start-up
costs.

—  $1.45 million in operating losses over the first two years.

¢ Approximately 12% of the investment will be hardware related, 33% software related, and 55%
conversion and implementation related.
¢ The key investment and cost considerations per physician include:

—  With 400 physicians on the Practice management and EHR systems, the investment by Smart Client per physician is expected
to be approximately $25,000 including implementation, conversion, and training.

—  The annual operating cost to Smart Client before any margin is expected to be $6,000 per physician.

¢ The costs covered with this investment and Smart Client operating Expense include:

One-time Smart Client Investments Annual Smart Client Expenses
- Initial server hardware purchase Microsoft fees - Maintenance & upgrade fees for EHR & practice
(one time/required) management system
- Software licenses for EHR & practice - Network monitoring
management system - Space in data center
- Conversion, Implementation & training costs - T-1 or Business Class DSL lines as required
- Installation of data line, network lines in - Rent for central location
physician office, and routers and switches for - IT support related to the network & the EHR application
connectivity - Helpdesk, network, application, & implementation staff

that are to be integrated as the project grows
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Financial Plan

The Virtual group initiative will require $7.5 million in funding over the first two years
(Cont’d)...

¢ The costs to be absorbed by the individual physician practices, in addition to the monthly fee to Smart Client, will
depend on the circumstances and desires of the individual practice, but could include most or all of the following:

Hardware for physician offices including desktops, laptops, tablet PC’s, printers, document and card scanners, and Faxes.
Voice recognition software.

Dictation costs incurred by transcription.

Wireless hardware in the physician office.

Clearinghouse costs for non-participating plans.

¢ Beginning in the 5th year, Smart Client should earn $500,000 -$1,000,000 annually on the Virtual Group services,
depending on the level of targeted margin.

¢ While these estimates are believed to be conservative, they will change after the final vender negotiations and the
Data Center/ASP selection are completed; the monthly pricing to physicians is finalized, and the rate of fee
schedule “ramp-up” is determined.

¢ The table below summarized the current financial model, which is contained in the appendix.

Category J ) Total | 20 Total I 200 Total I 20 Total | 20 Total I Total
Mumbier of Physicians 100 200 300 350 400
Revanua §  M5100 % 1279600 § 2119600 |3 2735400 § 3144400 % 9527 000
Operating Expenses $ 1170888 § 1a0d7ol & 22056701 |8 20 2099191 § 2410191 § 9740850
ProfitLoss) § ([@35538) & E25,191) § 62764 % 443000 4§ TO5000 | § 21385

One Time Inwestrnent $ 4053611 & 2023611 & TA5E18 % 93050 § 990080 § 9159000
Cumylateog One Tome Invpstrment $ 4053811 § BOFF 2 % FABZEI0 | % 8,180,900 § 9,189 000
Cumulative Cashe Requirement % 45973199 § FsE301 % BEE1 10 % 9129881 | § 9,702 852
Cogt Per Physician % 1709 § am % BAS6 | § 6540  § 6,048
Annual Operating Cost ] 10536 § o1g % 4719 % 2852 % 2,495
Cing time Irestment 5 19795 | § ae4 § 29604 | § B3 &8 24357

Cumulative lrwvestment
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Frequently Asked Questions

The following are a preliminary list of “FAQs”, which will be expanded as the Virtual Group
develops:

1. Why is Smart Client proposing this now?

There is a national effort to bring EHRs and the best care to patients. However, it will be very difficult for individual offices to implement
these complex systems, and their utility will be limited unless we are all interconnected. Our competitors are implementing their own
strategies to develop a full EHR. Also, our ability to provide PPO contracting will hinge on the degree of “Clinical Integration” of our
practices, and a common EHR is the most clear definition of clinical integration. As a result, it is not a question of if medical practices
will be adopting an EHR, but when. We are acting now because we believe that the economics are right, and to protect our future.

2. Will this require that | merge my practice with others?

No. The Virtual Group approach does not require practice merger. We can share many business functions while your practice manages
its own finances and compensation. Additionally, by moving to “standard” systems appropriate future practice associations will become
much easier.

3. Will solo practitioners be able to participate in the effort?
Absolutely. By approaching this as a “cooperative” effort we can keep the costs affordable for even small practices.

4. Will my current practice management system be able to support the Smart Client EHR?

No. Currently, Smart Client physicians are using over 30 different systems. For this to work well, we will have to have a standardized
system which will support common patient registration and potentially inter-office scheduling. To be cost-effective and maximally
efficient, the local EHR must be linked to a single practice management system.
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Frequently Asked Questions

Frequently Asked Questions...

5. If my practice is not ready to change practice management systems now, will this affect my Smart Client
participation?

It will not affect your participation in Smart Client, however it will affect your participation in the Smart Client Virtual Group. Each practice
will make its own decision concerning participation in the Smart Client Virtual Group — both whether to participate and the timing of
participation. We recognize that some practices will not want to immediately participate in the Smart Client Virtual Group for any number
of reasons. We believe that after a number of practices have joined the Virtual Group and there is a track record with clear benefits, that
most practices, if not all, will join.

6. What if | already have a working EHR?

We will provide each practice that wants to consider participation with a practice specific analysis and business case. This analysis will
specify the expected benefits to your practice should you join the Smart Client Virtual Group. If you already have an EHR, this analysis
will address the considerations of switching to the common EHR including differences in functionality, reliability of the vendor, cost to
operate, and benefits of clinical integration across Smart Client. When you decide that you would like to convert to the Smart Client
supported systems, we will provide most of the technical support to make the transition successful.

7. Will Smart Client offices get the new services/hardware/software at a discount?

It is likely that as a large group we will be able to get very competitive pricing for these products. We have already gotten the attention of
some large vendors. Some services will be able to reside within Smart Client and used as a shared resource (the EHR servers,
programming personnel, technical support, computer security systems, installation and conversion staff) providing significant savings
and rapid local assistance.

8. Is Smart Client looking to make a profit on this effort?

Smart Client is owned by its physicians and is operated for their benefit. While it is not a goal to lose money, the Smart Client Board is
committed to supporting this enormous effort with start-up funds to assist the implementation and conversion process. In this regard,
Smart Client is funding most of the one-time hardware, software, and set-up costs. The monthly support fee paid by each physician will
be market competitive, and is expected to provide a small margin to Smart Client. This accumulated margin will be used to fund future
initiatives.
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Frequently Asked Questions

Frequently Asked Questions...

9. How do we migrate our current paper chart information into this paperless system?

There are a number of different approaches which have proven effective for other practices in other parts of the country. In general,
most groups have not added the old records to the new EHR. Typically, for a period of up to 18 months, the practice will begin using
the new EHR while making the old paper chart available at the time of the visit. After that, little of the old chart information is needed
and available upon request only. Some information can be extracted from the old chart and added to the EHR (medications, problem
list, immunization records). This is potentially time consuming, but a very worthwhile investment in your practice.

10. How do we migrate our practice management files to the new system?

The patient demographic and contract data will be converted to the new system. In most cases, the old practice management system
will need to be “sunset”, which means that it will need to stay operational until all of your accounts are collected.

11. Our office is imaging/scanning many chart records. Will these be compatible with the new EHR?

It will likely be possible to convert many scan formats to that supported by the Smart Client EHR. However, scanned records
cannot be optimally used in a true EHR. These images cannot be abstracted or manipulated. The goal is to have fully digital data in
the EHR that can be used by the many functions of the system.

12. Does Smart Client intend to contract with other EHR vendors in addition to EMR Vendor?

No. A single EHR agreement allows Smart Client to maximize the best pricing for licensing, implementation and support, advantages
which benefit the Smart Client physicians directly.

13. Will I be able to stay independent, or will | be required to transfer control to Smart Client?

Each physician who joins the Virtual Group will be required to participate in Smart Client’s clinical integration program. However within
this program, each physician will be able to maintain their own practice, set their own schedules, and determine the nature and patient
mix for their practice.
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Frequently Asked Questions

Frequently Asked Questions...

14. What does Smart Client hope to achieve by making the EHR and Practice management System available to Smart
Client physicians?

It is our goal to make the best information technology available to the Smart Client physician in order to increase their ability to service
their patients, increase the clinical coordination of care among the Smart Client physicians, have the data necessary to participate in
Pay-For-Performance programs, and satisfy the requirements of the FTC in order for Smart Client to be able to negotiate for PPO
contracts.

15. What are the incentives for Smart Client physicians to implement Smart Client’s selected EHR and Practice
Management System?

These systems are being made available to participating Smart Client physicians as substantially reduced cost for any comparable
systems a physician could purchase. Additionally the hassle of implementation, training, and maintenances is being managed by
Smart Client and Smart Client will maintain a dedicated support staff to assure that the Smart Client physicians have access to the
knowledge and experience to make the systems work as they should. Lastly, we expect to all derive significant advantage from the
accumulated data that will be available from the systems.

16. Most practices are already invested in a practice management systems to do billing and scheduling. Will 1 be
required to give up my current practice management systems in order to adopt the EMR Vendor EHR?

Yes. An important part of this initiative is integration, and the integration of the EHR with the Practice Management System will have a
direct impact on encounter management and documentation. Additionally, the cost of interfacing the EHR to a variety of Practice
Management system will compromise our goal of low cost support.

17. What type of assistance will Smart Client provide should | participate with the Virtual Group?

We will plan the implementation of the systems in your practice, including assessing the potential financial impact, manage the
conversion of your records to the new systems (EHR only), train you and your staff, oversee the installation of the necessary network
and desktop equipment, implement the systems in your office, and provide you with the on-going support to maintain the systems.
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Appendix

The five year financial projection for the Virtual Group includes:

Smart Cliont

Wirtual Group Initiatiee

Manthly Praject Cost Madel

Peilaiima - Sinail Clent Sibaidize Ghe Tiine Piojedt Coste

0 Total H Total | B0 Total [ 2 Tetal | 20 Total Tatal
F— tatlon S
¥ ¥

Merer Physicians on PME

e Phyicians on EMR

Toaal Physicians on PMS 100 200 30 0 400

Total Physicians on EMR ah 200 i i) =0 400

Revorue Model |
PCP Specrilis]

Tatal Menthly Fes Revenue Fer D § BO0O0 | § BO0DO0
Humbar of Cumulativs Flysiclans 100 A0 0 0 400

Spacialists 0%

PCPs [B0% Mix) 0%
Maonthly Specialist Revenue ] 140000 |§ 73200 % 1211200 | % 1564800 | § 1756000 | § 5,444 000
Monthly POP Revense ] 05000 | %  S4B400 0§  S00400 | § 1173600 [ § 1 347 600 § 4093 000
Taotal Revenuse ] 25000 |5 12FE0 S 290005 270400 § 314840 | § 9.547 o

Software Malntenance & Annual Fees

honthly MextGen Maintenance Foes £ 35000 | § 182600 | % JA2E00 (& 3200 (§F 4492200 | § 1,351 000
Monthly 3rd Pady Software Cost ] 75368 | % 2241 1 % B2241 | §  E2241 )% E2241 | § 404 352
Tatal Manthly Softwaie Maienance Fee (monthhy. 12% of Torali 5 110363 | § Xod] | § S04 |5 473440 |5 531 447 | § 1 7E5 352
Hardware, Hetwoik Lines Foes and Rent
Mstwork Monitoring ] 30000 § D000 | § 0000 (& 3E0000 (§  3E0000 | § 1,770 000
Data Corder Expenses £ £ ] i % 5
Deata Lenes (T-1) ] 132000 | $ e | % JEO000 (§ SO4D00 (§  STR000 )% 1 B0 000
Fent ] - ] . 1 - 5 - £ . § .
Harderane Marienance ] = ] = ] = ] = 5 = 5 =
Taotal Hardware & Network Line Faes § AEO00 |5 0 SEROOD|§ O THOON0[§ SEA000(§ 90005 3ET00M
Sraff Additions
Whid-Livel Applcations Specialists - 173000 | % 216,000 | § 8000 [ § Me0l0 (§ 205000 |% 1 037 000
Help Desk ] 166625 | § LI2FE0 | 5 ZE2 s (% 22750 (§ ZEm TS0 | § 1077 525
Metwork Spacalisls & Database Admen H farsn | % LBs00| 5 ZES00 | § A5 |$ LAS500)| 5§ #6750
Implamanions 5 [CINFE-1E J3E00 | § JEASOD | § MOSN) | § OIS0 | § 1315135
Taotal Staff Expenses % E19500 | § 51 7E0 | § SE1FE0 [§ 951 TEO[§ 951 7E0 | § 4 426 SO0
Tatal Dngaing Expenss 3 VI708E8 [$ 1804791 18 206790 | § 2289191 [§ 2419191 | § 8,740 852
Expense Per Physicein i M7oa|$ Q024 )5 BB5E | § B6540 | § B 048
Project Hat Income ] ] 491 JI § GRE09 | % 44900 (% 758
Cumlathee Het Incoms ] (o265 BEE)| § [1_&1W § EIEE"




Appendix

The five year financial projection for the Virtual Group includes:

Sman Cllent
Wirnsal Group Initlative
Mowthiy Project Cost Maodal
Paitapinag - Smvart ClHant Siibaidize GieTime Pisject Casts
20 Tetal 20 Total i Total | 307 Tetal | 20 Total Total
Implemantation Summany
Hew Physicians on FMS
Mew Physicians on EMR
Tedsl Physstians on PMS 100 200 300/ 350 400
Total Physscians on EMR (= 1] 200 300 350 400
One-Time Expanses
PRS HER bivwostmemt §2500000 $2500000 | % 2187500 | § N2E00 | § § ] [§ 2500000
Less: Annual Ird Parly Softwane Cost § - L] - | § - | § - | % - L] - § -
Indradual MD License Cost After Phaoe | § 9570 § - |8 - |§% MTR40 )% GE0E0|§ E380580 |5 1534000
Total Software hnestmant ] 2187800 |8 2500 | 8 A7Ba0 |8 BE0E0 S B3OS0 (S 44594 000
Interfaces, Legacy Systems. & Demographic Comversions
Sarvr Handware 3 -
Prattice Natwork Wiring § BIODOO | § 275000 | § 300,000 | § W0000 | $ 300000 (§ 300000 [§ 1475000
Microsoft Licensas £ g 185000 | § E] & g "F 185 000
Practice Legacy Syslems ] . ] - § - ¥ : ¥ . ] - % -
Demographic Comversions ] SR | § BOO00 | § BOOO0 | & B0 000 | § BOODOO | § 295 00
Total Imerfaces and Demagraphlc Conversions § CIEO000 [§ 3600005 3GO000|§ 3E0000(§ 360000 |§ 1565000
Consilin 1j Faas & Expaniss
Progect Professional Feas L1 (AL MILEE SR AL AL Arrre| s L1 § 2500000
Success Fees L . 3 - ] - 5 1 1] -
Expenses $ 240000 |§ 240000 | § BO000 | § $ $  5apoo0
Total Comsulting Fees & Expenses H 1351111 (% 135101119 337 TR | § 3 ¥ 3040000
Total One-Time Incestment §  ADSIENT | § 2023810 (§ 1 A15E18 | & S0G0E0 | §  SOR0O0 (§ 0480000
Cumulathes One-Thne Costs ] 4EETEN] | % EODEETT | § BEE4E11|§ 9gEXE0] | §11.180ET1
Irvestment Per Physician L] 40535 | § o118 | § 4719 | & 2P 1% 2495
Cumdatsve Invesiment Per Physician L] 40795 | § ITEA | § HEM | E B3| 24 257
Soan Client Subsidizes O OO0SERI)| S ROZBEN S NASEE)| S FR0E0) § G800 § 2459 000)
Sman Client Meémber Fliysician Feas Finance 1 H25EEE) § E25.191)] § B2E0E |5 A4 M= |5 TN (§ 213852
Total Sman Client Annual Expense g eradoo)| § EABEO2)N § (135209 § S43871)| 8§ [EF2ETT)
Total Smant Client Cumulative Expense ] (4579 4500 § (7 528.301)) & §BE31 0110} &2 429561 § (3,702 B52)
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