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RE: Appeal of Arturo & Maria D. Lopez
Appeal Case ID No. 740943
Submission of additional exhibits for appeal hearing.

MEMORANDUM

Respondent is submitting for purposes of this appeal additional exhibits as follows:
Exhibit Y ~ (46 pages)

The partnership agreement dated July 23, 2003, entered into between Arturo Lopez, M.D., Inc.
(ALMD) and Caremore Medical Group (CMG).

Exhibit Z - (2 pages)

Appellant Arturo Lopez, M.D.'s letter to your Board dated September 16, 2014, which
constitutes testimonial evidence.

Exhibit AA - (1 page)
Diagram of February 28, 2006, Caremore Medical Group sale and merger.
Exhibit BB - (8 pages)

The 2006 Partnership Return of Income (form FTB 565 (20086)), (exclusive of Schedules K-1
for the 38 partners) filed by Caremore Medical Group. The Schedule K-1 (565) filed for
partner Arturo Lopez, M.D., was previously submitted as an exhibit to Respondent's opening
brief.
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Exhibit CC - (9 pages)

The 2007 Partnership Return of Income (form FTB 565 (2007)), (exclusive of Schedules K-1
for the 38 partners) filed by Caremore Medical Group. The Schedule K-1 (565) filed for
partner Arturo Lopez, M.D., was previously submitted as an exhibit to Respondent's opening
brief.

Exhibit DD - (8 pages)

Relevant portions of the 2006 Partnership Return of Income (form 565 (2006)) of Caremore
Medical Management Company.

Sincerely,
Tax Counsel lil
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Appeal of Arturo and Maria D. Lopez

Appeal Case ID No. 740943

Submitted by: D. Todd Watkins, Tax Counsel
For: Respondent, Franchise Tax Board
ExhibitY

The partnership agreement dated July 23, 2003, entered into between Arturo Lopez, M.D.,
Inc. (ALMD) and Caremore Medical Group (CMG).

Total pages - 46



This Partnership Agreement (Agreement) is entered into by the parties
set forth in Addendum A to this. Agreement :

RECITALS

A.  On or about June 1%, 1993, the Partners formed a General
" Partnership under the laws of the State of California for the purposes and on the terms
and conditions stated in the CareMore Medical Group General Partnership &
Professional Services Contract.

- B.  The Partners now wish to restate the terms and conditions of
General Partnership & Professional Services Agreement (hereinafter referred to as the
"Agreement" as set forth below to more accurately reflect the current operating
environment. ‘

ARTICLEIL

Formation, Name and Term

1.1 Formatton The Partners by this Agreement form the Partnership
under the laws of the State of California, and agree as follows: :

1.2 Firm Name. The name of the Partership is CareMore Medical
Group. ‘

” 1.3 Places of Business. The Pa_rtnersmp S pnnc1pa1 office and place
of business shall be at 10000 Lakewood Boulevard, Downey California 90241, in Los
Angeles County, California. The principal place of business may be changed from
tume to time, and other offices may be established by actions taken in accordance with
the provisions of this Agreement that govemn management of CareMore Medical
Group's business and affalrs :

1.4 Term. CareMore Medical Group shall begin on March 15, 1993,
hereinafter the (Effective Date) and shall continue for thirty-five (35) years thereafter
or until dissolved and terminated by mutual agreement of all the Partners or under the
provisions for dissolution and winding up as set forth i this Agreement.

1.5 Purpose. The purposes of CareMore Medical Group are to
engage in the business of prow.dmg health care and medical services and to do all
things reasonably incidental to or in furtherance of that business.

1.6 Powers of Partnership. CareMore Medical Group is empowered
to do any and all things necessary, appropriate, or convenient for the furtherance and

pertn
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" accomplishment of its purposes, and for the proteéticn and benefit of CareMore
Medical Group and its properties, including but not limited to the following:

1.6.1 Entering into and performing contracts of any kind;

1.6.2 Acquiring, ' constructing, operating, maintaining,
owning, transferring, renting or leasing any property, real, personal or mixed;

1.6.3 Borrowing money and issuing evidences of
indebtedness and securing any such indebtedness by mortgage, deed of trust, pledge,
lien or other security interest in or on any properties of CareMore Medical Group;

1.6.4 Applying for and obtaining governmental
authorizations and approvals; :

1.6.5 Bringing and defending actions at law or equity;

1.6.6 'Subject to the express provisions of this Agreement,
purchasing the interest of any Partner.

1.7 -Requirement of Professional Corporation. Each Partner shall be a
California Medical Professional Corporation in good standing at the time it executes
and delivers this Agreement and shall remain a California Professional Medical
Corporation during the period that the Partner remains a General Partner.

ARTICLE IL

Statutory Filings

2.1 Fictitious Business Name Permit. The Partmership shall cause to
be filed an application with the California Department of Consumer Affairs for a
fictitious business name permit number and comply with the laws and regulations
related thereto. :

2.2  Fictitious Business Name Statement. The Partners, or any one of
them on CareMore Medical Group's behalf, shall sign and cause to be filed and
published an appropnate fictitious business name statement under the California
Fictitious Business Name Law within forty (40) days after CareMore Medical Group
begins doing business, within forty (40) days after any subsequent change in its
membership and before the expiration of any previously filed statement. Each Partner
appoints Sheldon S. Zinberg, M.D., as his or her agent and attorney-in-fact to execute
on his or her behalf any such fictitious business name statement relating to this
Partnership.
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2.3 Address and Agent for Service. CareMore Medical Group shall
execute and file with the California Secretary of State a statement pursuant to
California Corporations Code section 24003 in which the location and complete
address of CareMore Medical Group's principal office in California, is designated and
in which an agent of CareMore Medical Group for service of process is designated.

ARTICLE IIL.
Management

3.1 Management of Business. Except as otherwise specifically
provided in this Agreement, the conduct of the business of CareMore Medical Group
shall be* exclusively controlled by and be the responsibility of the Executfive
Management Committee hereinafter referred to as the (Management Committee). The
Management Committee shall consult and confer as far as practicable with the
Partners, but the power of decision shall be vested exclusively in the Management
Committee. Except as otherwise expressly provided in this Agreement, all things to be
done by CareMore Medical Group shall be done under the Management Committee's
control and supervision. The members of the Management Committee shall be
entitled to reimbursement monthly, on the submission of an itemized account, of any
reasonable sums incurred for the benefit of the CareMore Medical Group's business.
Without limiting their general powers, the Management Committee shall have the
following spemﬁc POWers:

.31 To have control over CareMore Medical Group's
books and records and the hiring of any independent public accountants it deems
necessary for this purpose;

3.12 To select and terminate all medical administrative
service providers- and medical service providers of CareMore Medical Group, to
prescribe duties and to fix compensation for the providers and to require if necessary,
security for faithful performance of this Agreement by the providers;

3.13 To enter into Partnerships and joint ventures as may
be necessary or convenient; ,

3.1.4 To borrow money or incur indebtedness and to
cause to be executed necessary documents for such indebtedness;

3.15 To generally conduct, manage and control the
affairs and business of CareMore Medical Group, to enter into contracts with other
entities, to conduct or assist in the management and control of the affalrs and business

e U .
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of CareMore Medical Group and to make rules and regulations not 1ncon51stent with
this Agreement;

3.1.6 To recruit, hire and terminate employee physicians
who are not Shareholder Employees and determine the compensamon and benefits of
the employee physicians; :

3.1.7 . To implement practice consolidation programs of
the Partners for the purpose of reducing overhead expense and increasing proﬁtability;

3.1.8 To determine and distribute risk fund profits and the
other profits of the Partnership except as otherwise specifically provided in this
Agreemeént;

3.1.9 = To develop. and -conduct _appropriate grievance
-procedures for Partners; '

3.1.10  To determine the amount and to purchase general
liability insurance and/or an insurance umbrella policy or annuity to indemmfy the
Partnership, its Management Committee and its Partmers from liability resulnng from
being a Partner or Management Committee member; :

3.1.11  To sell, transfer or otherwise dispose of CareMore
Medical Group and all of its assets; :

, 3.1.12  To determine and implement procedures for the
discipline and/or removal of a member of the Managemant Committee and the filing
of a'vacancy caused thereby;

3.1.13  To determine and set billing rates for all medical
services. ‘ :

3.2  Management Committee. There shall be a maximum of eleven
(11) members of the Management Committee until such maximum number is changed
by amendment to this Agreement. Each member of the Management Committee
‘(except the initial Chairman and the members appointed by the Chairman) shall be
elected by a majonty vote of the Partmers from time to time at properly held meetings
of the Partners. Members of the Management Committee shall hold office for two (2)
years after being elected or appointed. Each member of the Management Committee
shall hold office until his/her respective successor is elected or until he/she dies,
resigns or is removed from office. The Management Committee by majority vote, shall
have the right to fill any vacancy in the Management Cornmittee. The successor shall
serve the remainder of the term of the person he or she has replaced. If the member to
be replaced was one appointed by the Chauman the. Chauman. shall have the right to
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select the successor and rot the Management Committee. Except as otherwise
specifically provided for in this Agreement, if any annual meeting is not held or the
members of the Management Coramittee are not elected at that time, the members of
the Management Committee may be elected at any special meeting of the Partners held
for that purpose. At no time shall more than two (2) physician specialists serve on'the
Management Committee. For purposes of this Section the term "specialist” does not
include pediatrics, OB-GYN or internal medicine when the intermist engages in qu
time primary care. :

, 3.3 Management Committee Structure. At the first annual meeting of
the Partners nine (9) of the eleven (11) members of the Management Committee will
be elected and/or appointed (including the Chairman). The Management Committee,
upon a majority vote and in its sole discretion, has the authority to appoint the tenth
(10th) and eleventh (11th) members of the Management Committee to serve for a
single two (2) year-term after which those Management Committee positions shall be
subject to élection by the Partners.

3.4  Appointment and Election of the Chairman. The Chairman of the
Management Committee shall be a voting member and the initial Chairman shall serve
for a term of six (6) years commencing with the first annual meeting of Partners during
which the Management Committee members are elected. Sheldon S. Zinberg, M.D.,
shall be the Chairman of the Management Committee for the initial six (6) year term
of CareMore Medical Group and during that period shall not be required to be elected.
Thereafter the Chairman shall be elected at the annual meeting by a majority of the
Management Committee from one of the duly elected and/or appointed Management
Committee members and shall serve a two (2) year term. A Chairman may serve more
than one (1) term as long as the Chairman is a member of the Management Committee.

3.5 Special Powers of the Chairman. Commencing with the
formation of the Management Committee and every two (2) years thereafter, the
Chairman shall have the authority to appoint two (2) Management Committee
members to each serve for a two (2) year term. This special power of the Chairman
shall be in effect whether or not the Management Committee consists of nine (9) or
eleven (11) members. :

3.6 Management Committee Elipibility. To be eligible to serve as a
member of the Management Committee an individual must be professionally licensed
by the State of California Department of Consumer Affairs as a physician and must be
a shareholder of a Partmer and must be a Shareholder Employee as defined in Section
3.11.6 hereof and be actively engaged during their term in the practice of medicine.
The restrictions set forth above in this section 3.6 shall not apply to Chairman of the
Management Committee nor 1o the Chief Medical QOfficer.

o e e i e

g . .
WORD-LAILBL70240848.1 G- EXHIBIT: \}/ o -

|

| s
121200 . PAGE__ 5  oF _Y4 b XFL63178
]




3.7 Management Committee Nominations. Nominations for the
Management Committee can be made by any Partmer. The names of the nominees
shall be submitted in writing to the Management Comumittee no later than sixty (60)
days prior to the annual Partners meeting and thereafter the names will be mailed to all
of the Partmers by the Chairman of the Management Committee at least thirty (30)
days prior to the annual Partners meeting of each year in which elections shall be held.
Thereafter all nominations shall be closed. At the time of elections, all such nominees
must agree in writing to serve as a member of the-Management Committee if elected.

3.8 Management of Meetings. The following provisions and
requirements shall apply with regard to the conduct of the business by the members of
the Management Committee:

v 3.8.1  Meetings. As soon as is reasonably practical after
the first meeting of the Partners and after the adjournment of each annual meeting of
the Partners, the Management Committee shall hold its annual meeting for the purpose
of organization and the transaction of such other business as it deems appropriate. No
-notice of such meeting need be given. Regular meetings of the Management

Committee shall also be held from time to time for the making of all decisions relating
to the business of CareMore Medical Group. Notice of any regular meeting of the
Management Committee must be given to all members of the Management Committee
by telephone, fax or by personal delivery if given at least forty-eight (48) hours in
‘advance of the meeting or by United States mail at least five (5) days prior to the
meeting. All meetings shall be held at the principal place of business of CareMore
Medical Group or at such place as shall be designated in writing by the Chairman of
the Management Commuttee.

3.82 Action of Meetings. Every action taken or made by
a majority of the members of the Management Committee present at a meeting duly -
held and at which a quorum is present shall be regarded as the action of the
Management Committee. Each Management Comumittee member shall have one (1)
vote. Action taken at any meeting of the Management Committee shall be valid and
binding on the Partnership if: (1) taken at a meeting duly held after a regular call and
~notice; (i1) a quorum was present and the vote was by a majonty of the members then
present; or, (1) if a guorum was not present a majority of the members of the
Management Committee sign a written waiver of notice and consent to the holding of
such meeting and approves the minutes taken at the meeting. Such waivers, consents
or approvals shall be filed with the records of CareMore Medical Group.

3.8.3 Quorum. A majority of the duly constituted
. members of the Management Comumttee shall constitute a quorum for the transaction
of business. :

e G e b e e e
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3.8.4 Action without Meeting.  Any action by the
Management Committee may be taken without a meeting if a majority of the members
‘of the Management Committee individually or collectively consent in writing-to such
action. Such written consent shall be filed with the minutes of the proceedmgs of the
Management Comumnittee.

3.8.5  Delegation. None of the foregoing Sections shall be
construed as preventing the Management Committee from reasonably delegating any
day to day management powers, duties or responsibilities to individual Management
Comimittee members, to establish appropriate subcommittees or enter into agreements
for the exercise of management powers with third parties.

3.9 Salanes. Each member of the Management Committee shall be
entitled to a salary or other campensation for services rendered in connection with the
business of CareMore Medical Group as may be fixed from time to time by the
Management Committee but not to exceed $2,000.00 per month for any member of the
Management Committee without amendment to this Agreement.- This Section does
not prevent or limit a member of the Management Committee to have a contract for -
services with the Partnership, as approved by the Management Committee.

3.10 Meetings of Partners. Annual and special meetings of the
Partners shall be held for the purpose of voting on matters upon which action by the
Partners is required and on any other matters affecting the Partners interest. Such
meetings shall also be required for the conduct of any business of CareMore Medical
Group not otherwise under the control of the Management Committee under the terms
of 'this Agreement. No action may be taken by the Partners except at a meeting. All
such meetings shall be conducted according to the following rules:

3.10.1  Place of Meetings. All meetings of Partners shall
- be held at the principal place of business of CareMore Medical Group or at such place
as designated in writing by the Chairman of the Management Committee.

3.10.2  Annual Meetings. The annual meeting of the
Partners shall be held on the fourth Monday of January of each year except for the first
annual meeting which shall be held on June 15, 1993, or at the time noticed by the
Chairman of the Temporary Management Committee. If for any reason the annual
meeting shall not be held on the day or place specified, it may be held at such other
time and place as the Chairman or the Management Committee may determine upon
the same notice and conditions as a regular meeting.

3.10.3  Special Meetings. S;Secial Meetings of the Partners
may be called at any time by a resolution of the Management Committee or by the
Partners holding not less than one-fourth (1/4)_of the Partnership Equity Interest. A

i ' 2
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Partnership Equity Interest means that equity interest purchased by each Parmer in
CareMore Medical Group and is equivalent to the number of shareholders in each
Partner's professional corporation.

A 3.104  Notice of Meetings. Notice of the annual or any
special meeting of Partners shall be mailed to each Partner entitled to vote at such
meeting by United States mail at least fifteen (15) days prior to the date of the
meeting. All notices shall specify the place, day and hour of such meeting and may
specify the general nature of the business to be transacted.

3.10.5 Quorum. The Partners entitled to vote under
Section 3.10.6 and who are, present in person or by proxy, and holding fifty-one
percent (51%) or more of the Partnership Equity Interest shall constitute a quorum for
the transaction of business at a meeting of the Partners. Partners present at a duly held
meeting at which a quorum was established may continue to conduct business until
adjournment of the meeting notwithstanding the withdrawal of Partners from the
meeting so that a guorum 1s no longer present.

3.10.6  Voting. Each Partner of the Partnership shall have
one vote for each Shareholder Employee of record who is actively engaged in the
practice of medicine as set forth in Exhibit "A" (referenced in paragraph4.1),
hereinafter referred to as a (Shareholder Employee). All voting rights of a Partner and
any other actions required of or permitted to be performed by a Partner shall be
performed by a designated representative of that Partner (the Partner Representative)
who shall be a Shareholder Employee. Each Partner shall file with the Management
Committee thirty (30) days prior to any Partners' meeting, a designation of its Partner
Representative who shall have the authority of that Parmer to vote all of the votes of
that Partner at any special or annual meeting of the Partnership. Any Shareholder
Employee of a Partner who does not want the Partner Representative to vote his or her
vote at the annual or special meeting of the Partnership shall either attend the annual or
special meeting and vote his/her vote in person or designate another Shareholder
Employee his/her agent for voting purposes at the annual or special meeting of the
Partnership. The designation of another Shareholder Employee for voting purposes
shall be a written proxy to be delivered to the Chairman of the Management
Committee prior to any vote at the annual or special meeting of the Partners.

3.10.77  Majority Vote.  Wherever a majority vote 1s
required such action shall be approved by a majority of the total votes cast at any
annual or special meeting of the Partnership even though the vote in favor of an action
may be less than the total number of Shareholder Employees which could be eligible
to vote 1if all Shareholder Employees were present at the meeting or were represented
by a Partner Representative at the meeting. Whenever more than a majority vote is
required as set forth in this Agreement, such action shall be apDr oved by the necegssary
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number of votes to be cast at any annual or special meeting of the Pammrshxp for
which a quorum was present pursuant to Section 3.10.7.

3.10.8  Adjournments. Any meeting of Partners may be
adjourned by the vote of the holders of a majority of the votes present at the meeting
whether or not a quorum was present at the meeting.

3.11 Admission of New Partners. A new Partner may be admitted to
CareMore Medical Group upon the approval of the Management Commuttee. Each
new Partner shall be admitted only if the new Partner shall have executed this
Agreement or an appropriate supplement in which the new Partner agrees to be bound
by the terms and provisions of this Agreement and as modified by any supplement.

3.12 Special Power of Attorney. Each Partner and each Shareholder
Employee hereby appoints Sheldon S. Zinberg, M.D. or any successor Chairman of the
Management Committee as limited attomey-in-fact for the purposes of executing any
amendments to this document in accordance with Section 14.4 and to execute any
documents necessary to complete the sale and/or transfer of any Partner's or
Shareholder Employee's interest m CareMore Medical Group and/or CMMC in the '
event that DCH exergises its option rights as specified in the CareMore Medical Group
Option Agreement and the CMMC Option Agreement.

ARTICLE IV.

Capital: Profits and Losses

4.1  Capital.

4.1.1 Contributions. CareMore Medical Group's initial
capital shall consist of cash to be contributed by the Partners in the amounts set forth
next to their respective names in Exhibit A. Each Partner shall purchase a number of
Partnership Equity Interests equivalent to the number of shareholders in its

‘professional corporation. The purchase price shall be $500.00 per Partnership Equity
Interest. A Partner's Partnership Equity Interest shall be reduced in the event that the
number of shareholders in that Partner is reduced. Each Partner's contribution shall be
paid m full within ninety (90) days after the execution of this Agreement by the
Parmer.

412 Calls for Additional Capital There shall be no
additional calls for capital from any Partner.
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4.13 Voluntary Contributions. No Partner may make any
voluntary contribution of capital to CareMore Medical Group without the consent of
all the Partners.

4.14 Withdrawals of Capital. No Partner may withdraw
capital without the consent of the Management Committee or as otherwise provided
for in this Agreement. '

4.1.5 Interest on Capital Contributions. No Partner shall -
be entitled to receive any interest on his or her capital contribution. If a Parter is
entitled to repayment of his or her contribution and such is not repaid when due, then
the Parmer shall be entitled to interest on the contribution not repaid at the rate
determined from time to time by the Management Committée from the date when
repayment should have been made to the Partner.

4.1.6  ~TFuture Loans. No Partner. shall lend or advance
~ money to or for CareMore Medical Group's benefit without the approval of a majority
vote of the Management Committee. If any Partner, with the consent of the
Management Committee, lends any money to CareMore Medical Group in addition to
his. or her contribution to its capital, the loan shall be a debt of CareMore Medical
Group to that Partner and shall bear interest at the rate determined from time to time
by the Management Committee. The liability shall not be regarded as an increase in
the lending Partner's capital and it shall not entitle the lending Partner to any increased
~ share of CareMore Medical Group's profits or an increase in the voting rights.

4.2  Profits and Losses.

42.1 Determination of Profit and Loss.  CareMore
Medical Group's net profit or net loss for each fiscal year shall be determined as soon
as practicable after the close of that fiscal year in accordance with the accounting
principles employed in the preparation of the federal income tax return filed for that
year by CareMore Medical Group. The Management Committee shall have the sole
and exclusive authority to determine the amount to be distributed to the Partners as
well as the time of such distributions, taking into account, without limitation working
capital needs of the Partnership.

(a)  "Profit" and "Loss" shall mean the difference between the
total fees collected by CareMore Medical Group minus all expenses of the Partnership.

(b)  "Operating Income" shall mean ninety percent (90%) of a
Partner's gross collected fees less the Partner's direct and allocable expenses as set
forth in Sections 5.6.1, 5.6.2 and 5.6.3 hereof.
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(¢)  "Nonrecourse Deductions” has the meaning set forth in
Section 1.704-2(b)(1) of the Regulations. '

(d) "Nonrecourse Liability" has the meaning set forth in
Section 1.704-2(b)(3) of the Regulations. .

(e)  "Partner Nonrecourse Debt" has the meaning set forth in
Section 1.704-2(b)(4) of the Regulations. '

® "Partner Nonrecourse Debt Minimum -Gain" means an
amount, with respect to each Partner Nonrecourse Debt, equal to the Partership
Minimum Gain that would result if such Partner Nonrecourse Debt were treated as a -
Nonrecourse Liability, determined in accordance with Section 1.704-2(1)(3) of the
Regulations.

(g)  "Partner Nomecourse Deductions" has the meaning set
forth in Sections 1.704-2(i)(1) and 1.704-2()(2) of the Regulations.

(h) "Partnership Mmlmum Gain" has the meaning set forth in
Regulation Sections 1 704-2(b)(2) and 1. 704 2(d).

(1) "Regulations" means the income tax regulations (including
temporary regulations), promulgated pursuant to the Internal Revenue Code, as such
regulations may be amended from time to time (including correspondmg provisions of
succeeding regulatlons)

422 Allocahon of Profits. After ﬁrst giving effect to the
Special Allocations set forth in Sections 4.3 and 4.4 hereof, Profits shall be allocated
among the Partners in the following order of priority: '

-(a)  First, among the Partners in the same proportion that they
have received distributions pursuant to Section 5.10 until the aggregate amount
allocated pursuant to this Section 4.2.2(a) for such fiscal year and all prior fiscal years
is equal to the aggregate profit realized by the CareMore Medical Group upon the sale
of its assets as contemplated in Section 5.10;

(b)  Second, among the Partners in the same proportion that
they have received distributions pursuant to Section 5.7 until the aggregate amount
allocated pursuant to this Section 4.2.2(b) for such fiscal year and all prior fiscal years
1s equal to the aggregate risk fund profits distributed in accordance with Section 5.7,

- (¢)  Third, among the Partners in the saine proportion that they
have received distributions pursuant to the last sentence of the first paragraph of
Section 5.6 until the aggregate amount allocated purspant to this Section 4.2.2(c) for
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such fiscal year and all prior fiscal years is equal to the aggregate amount distributed
pursuant to such sentence of Section 5.6;

(d) Fourth, among the Partners in the same proportion that
they have received distributions pursuant to the terms of Section 5.5(d) until the .
aggregate amount allocated pursuant to this Section 4.2.2(d) for such fiscal year and
all prior fiscal years is equal to the aggregate amount distributed pursuant to
Section 5.5(d); and :

(e)  The balance, if any, to each Partner in the same proportion
that its total Partnership Equity Interest bears to the totz]l Partnership Equity Intelests
held by all Partners.

4223 Allocation of Losses. After giving effect to the
Special Allocation set forth in Sections 4.3 and 4.4 hereof; Losses shall be allocated to
each Partner in the same proportion that its Operating Income bears to the Operating
Income of all Partners for the twelve (12) month period immediately preceding the end
of the current fiscal year or for the number of months during Wthh the Partner has
been a Partner, whlchever 1s less.

43  TSpecial Allocations. The following special allocations shall be
made in the following order: '

4.3.1 Minimum Gain Chargeback. Except as otherwise
provided in Section 1.704-2(f) of the Regulations, notwithstanding any other provision
of this Article IV, if there is a net decrease in Partnership Minimum Gain during any
Partnership fiscal year, each Partner shall be specially allocated items of Parmership
income and gain for such fiscal year (and, if necessary, subsequent fiscal years) in an
amount equal to such Partner's share of the net decrease in Partnership Minimum Gain,
determined in accordance with Regulations Section 1.704-2(g). Allocations pursuant
to the previous sentence shall be made in proportion to the representative amounts
required to be allocated to each Partner pursuant thereto. The items to be so allocated
shall be determuned in accordance with Sections 1.704-2(£)(6) and 1.704-2(3)(2) of the
Regulations.  This Section 4.3.1 is intended to comply with the minimum gain
chargeback requirement in such Section of the Regulations and shall be interpreted
consistently therewith.

432 Partner Minimum Gain Chargeback. Except as
otherwise provided in Section 1.704-2(i)(4) of the Regulations, notwithstanding any.
other provision of this Article IV, if there is a net decrease in Partner Nonrecourse
Debt Minimum Gain attributable to a Partner Nonrecourse Debt during any
Partnership fiscal year, each Partner who has a share of the Partner Nonrecourse Debt
Minimum Gain attributable to such Parter Nomeccjurse Debt, determined in
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accordance with Section 1.704-2(1)(5), shall be specially allocated items of Partnership
income and gain for such fiscal year (and, if necessary, subsequent fiscal years) in an
amount equal to such Partner's share of the net decrease in Partner Nonrecourse Debt
Minimum Gain attributable to such Partmer Nonrecourse Debt, deterrmined in
accordance with Regulations Section 1.704-2(1)(4). Allocations pursuant to the
previous sentence shall be made in proportion to the respective amounts required to be
allocated to each Partner pursuant thereto. -The items to be so allocated shall be
determined in accordance with Sections 1.704-2(1)(4) and 1.704-2(j)(2) of the
Regulations. This Section 4.3.2 is intended to comply with the minimum gain
chargeback requirement in such Section of the Regulations and shall be mterpleted
consistently therewith.

4.33  Code Section 754 Adjustment. To the extent an
adjustment to- the adjusted tax basis- of any Partmership asset pursuant to Code
Section 734(b) or Code Section 743(b) 1s required, pursuant to Regulanons Section
1.704- 1(b)(2)(1v)(m)(2) or Regulations Section 1.704-1(b)(2)(iv)(m)(4), to be taken
into account in determining Capital Accounts as a result of a distribution to a Partner
in compléte liquidation of his interest, the amount of such adjustment to the Capital
Accounts shall be treated as an item of gain (if the adjustment increases the basis of
the asset) or loss (if the adjustment decreases such basis) and such gain or loss shall be
specifically allocated to the Partners in accordance with their interests in the
Partnership in the event Regulations Section 1.704-1(b)(2)(1v)(m)(2) applies, or to the
Partners to whom such distribution was made in the event that Regulations Section
©1.704-1(b)(2)(iv)(m)(4) applies. |

. 434 Nonrecourse Deductions. Nomrecourse Deductions
for any fiscal year or other period shall be specially allocated to each Partner in the
same proportion that such Partner's total Partnership Equity Interests bears to the total
of Partnership Equity Interests held by all Partners.

435 Partner Nonrecourse Deductions. Any Partner
Nonrecourse Deductions for any fiscal year or other period shall be specially allocated
to the Partner who bears the economic risk of loss with respect to the Partner
Nonrecourse Debt to which such Partner Nonrecourse Deductions are attributable in
accordance with Regulations Section 1.704-1T(b)(4)v)(h).

4.4  Curative Allocations. The allocations set forth in Sections 4.3.1,
432,433, 434 and 4.3.5 hereof (the "Regulatory Allocations") are intended to
comply with certain requirements of the Regulations. It is the intent of the Partners
that, to the extent possible, all Regulatory Allocations shall be offset either with other
Regulatory Allocations or with special allocations of other items of Partnership
income, gain, loss, or deduction pursuant to this Section4.4.  Therefore,
notwithstanding any other provision of this Article IV (other than the Regulatory
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Allocations), the Partners shall make such offsetting special allocations of Partnership
income, gain, loss, or deduction in whatever manner they determine appropriate so
that, after such offsetting allocations are made, each Partner's Capital Account balance
is, to the extent possible, equal to the Capital Account balance such Partner would
have had if the Regulatory Allocations were not part of the Agreement and all
Partmership items were allocated pursuant to Sections 4.2.3 and 4.2.4. In exercising
their- discretion under this Section 4.4, the Partners shall take into account future
Regulatory Allocations under Sections 4.3.1 and 4.3.2 that, although not yet made, are
likely to offset Regulatory Allocations made under Sections 4.3.4 and 4.3.

4.5 Other Allocation Rules.

45.1  The Parmers are zware of the income tax
consequences of the allocations made by this Article I'V and hereby agree to be bound
by the provisions of this Article IV in reporting their shares of Partnership income and
loss for income tax purposes.

- 452  For purposes of determining the Profits, Losses, or
any other items allocable to any period, Profits, Losses, and any such other items shall
be determined on a daily, monthly, or other basis, as determined by the Partners using
any permissible method under Code section 706 and the Regulations thereunder.

453 Solely for purposes of determining a Partner's
proportionate share of the "excess nonrecourse liabilities" of the Partnership within the
-meaning of Regulations Section 1.752-3(a)(3), the Partner's interests in Partnership
profits are in the same proportion that such Partner's Operating Income bears to the
Operating Income of all Partners.

454 To the extent permitted by Section 1.704-2(h)(3) of
the Regulations, the Partners shall endeavor not to treat distributions of cash as having
been made from the proceeds of a Nonrecourse Liability or a Partner Nonrecourse
Debt.

ARTICLE V.

Professional Services Contract and Compensation.

5.1  Service Contract. Each Partner and each Shareholder Employee
thereof hereby contracts to render medical service to patients of CareMore Medical
Group m any location where CareMore Medical Group provides medical care for so
long as such Partner remains a Partner of CareMore Medical Group subject to the
terms and provisions of this Agreement. Such contract will heremafter be referred to
as the Professional Services Contract. :

Gl T P S .
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52  Commencement of the Professional Services Contract. Subject to
the provisions for termination of this Agreement, the term of the Professional Services
Contract shall commence on the date the Partner becomes a Partner in CareMore
Medical Group and shall continue and be automatically renewed each year on the
anniversary of this Agreement. If a Partner employs more than one Shareholder
Employee then the terms of Articles VI and VII shall apply to each Sharcholder
- Employee to the extent set forth herein. Exhibit A sets forth the complete list of the
Shareholder Employees of each Partner when the Partner joins CareMore Medical
Group. No Partner can add any additional Shareholder Employees not set forth in
Exhibit A without out the express written consent of a majority of the Management .
Committee. The Management Committee can withhold its consent for a Partner's
additional Shareholder Employee for any reason whatsoever or for no reason at all.

5.3  Tracking of Income. Each Partner shall be a separate profit/loss
center and all of the income and expenses shall be accounted separate from any other
Partner. - Each Partner shall be assigned a separate account number for the purposes of
accounting for all of its income, expenses and distributions to the Partner.

5.4 Billing and Collections. CMMC shall provide accounting and
billing for the Partnership with respect to each Partner. The accounting services shall
be provided by the Central Billing Center. The Central Billing Center shall be staffed
by billing, bookkeeping and accounting personnel who will be responsible to account
for all of the income paid to each Partner and which will then pay all of the direct and
allocable expenses which are attributable to the Partner and will distribute profits, if
any, to the Partner. Durning the first year of operation as a Partner each Partner may
elect to be included in the Central Billing Center for the purpose of billing and
collecting professional fees or the Partner may elect to perform its own billing and
collection of professional fees. If the individual Partner elects to perform its own
billing and collections, all income shall still be paid to the Central Billing Center upon -
receipt of the professional fees by the Partner. On or before the first anniversary date
of the execution of this Agreement by the Partner, each Partner shall be required to
have the Central Billing Center perform all business functions that the Central Billing’
Center provides for the Partnership with respect to each of the individual Partners.
The Central Billing Center shall be responsible to pay all of the Direct and Allocable
Expenses for each Partner.

5.5 Base_Distmibutions. - The distribution to each Partner of all
collected income by the Central Billing Center for that Partner shall be paid semi-
monthly on or before the fifteenth (15th) and thirtieth (BOth) of each month and the
priority of payments shall be as follows:

5.5.1 All Direct Expenses shall be paid n full;

o emmme ke
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552 All Allocable Expenses shall be paid in full;

- 553 Ten percent (10%) of the remaining account balance

shall be paid to CareMore Medical Group to cover administrative expenses such as
utilization review, quality assurance, and practice acquisition with the remainder to be
redistributed as incentive compensation;

554 The remaining account balance shall be paid to the
' Partner. '

5.6  CareMore's Operating Expenses. The amount of money that is
paid to CareMore Medical Group by each of the individual Partners shall be identified
as the CareMore Operating Account (Section 5.5.3). At the end of the Fiscal year for
the Partnership, full and complete non audited accounting statements shall be provided
to each Partner by the Management Committee. In the event that there remains any
money in the CareMore Operating Account, then the Management Committee shall
have the sole and exclusive right to distribute any of the money to any of the Partners
as incentive compensation. The incentive compensatmn may be distributed in an
unequal manner to any of the Partners.

-

5.6.1 Expenses. The Management Committee in its sole
and absolute discretion shall determine the classification of Direct and Allocable
Expenses and the formulas for allocating the Allocable Expenses.

- 562 Direct Expense. Direct Expenses shall include but
not be limited to the following expenses which can be directly attributable to a Partner
in the provision of medical services: office rent, paraprofessional and administrative
persorinel reasonably -necessary for the efficient operation of the Partner's office,
Workers' Compensation insurance coverage and expense for such personnel,
Malpractice insurance expense for each Partner's Shareholder Employees as specified
by the Management Committee, employee fringe benefits such as life insurance,
disability insurance, health insurance and qualified pension plan benefits, any medical
supplies used by the Partner, medical equipment used or required by the Partner and
salaries and other employment related benefits related to CareMore Medical Group
employee physicians and physician assistants utilized by the Partner.

563 Allocable Expenses. Allocable Expenses shall
mean all expenses which are not Direct Expenses or which cannot readily be allocated
as Direct Expenses.

5.7  Risk Fund Profits. It is anticipated that CareMore Medical Group
will have profits from remaining risk funds established during its performance of pre-
paid managed health care plans. To the extent that any such risk fund proﬁts exists the

A 1 2 5
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Management Committee shall determine the method, manner and timing of such
distributions taking into account the number of prepaid enrollees that a Partner has and
the amount of that Partner's hospital utilization. The distribution of the incentive
compensation may be distributed in an unequal manner to any of the Partners and will
be distributed at the sole and exclusive discretion of the Management Committee.

5.8  Distributions to Shareholder Employees. CareMore Medical
Group shall distribute all monies pursuant to this Agreement to the Partners which in
turn shall be responsible to make distributions to the respective Shareholders
Employees of the Partner.

5.9  Turmnkey Services Fees. CareMore Medical Group shall enter into
a long term management services agreement with CMMC (the Turnkey Services
Agreement). Pursuant to the terms of the Turnkey Service Agreement, CMMC shall
providé to CareMore Medical Group all such administrative and paraprofessional
personnel, all items of furniture, fixtures, office equipment and state-of-the-art medical
equipment reasonably necessary for each Partner's efficient operation of its office.
CMMC shall maintain said items in good repair, condition and working order and shall
furnish any and all services, parts, mechanisms, and devices required to do so. CMMC
shall be paid a fee which shall be a percentage of the total collected fees of CareMore
-Medical Group (Overhead Contract Rate). The Overhead Contract Rate shall not
exceed forty-nine percent (49%) during the first year of the Turnkey Services
Agreement with CMMC. If the actual direct costs of CareMore Medical Group (as
determined by the Management Comimnittee) of CareMore Medical Group exceeds the
Overhead Contract Rate the difference shall be distributed to all Partners on a pro rata
_ basis expressed as the percentage that individual Partner's Direct Expenses bears to the
total Direct Expenses of CareMore Medical Group.

5.10 Proceeds From Sale of Assets. If any of the assets of CareMore
Medical Group are sold to Downey Community Hospital (DCH) pursuant to the
exercise of the option to purchase CareMore Medical Group's assets after five (5)
years from the formation of CareMore Medical Group or to any other third party if
DCH's option expires, then the Partners shall receive their Pro rata Share from the
proceeds from the sale of such assets. Included in the assets to be sold shall be all
tangible and intangible assets carried on CareMore Medical Group's books or in the
name of CareMore Medical Group including its goodwill, its books, records, files, its
interests under leases, licenses, or franchises, the right to bill and collect for services
rendered by persons who are Partners or employees of CareMore Medical Group and
its interests in and expectations from engagements for patients.

5.10.1  Pro rata Share. For purposes of Article V Pro rata
Share means, with respect to each Partner, the five year weighted average of the
Parters' Operating Income in proportion to the five () year weighted average of the
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Operating Income for CareMore Medical Group, multiplied by the net proceeds from
the sale of CareMore Medical Group's assets. The five (5) year weighted average shall
use the five (5) year period prior to the sale of CareMore Medical Group's assets
giving greater weight to the more recent years earnings as follows:

5thyeér= 30% of the Partners annual Operating
Income from 5th year;(most recent)

4thyear=  25% of the Partmers annual Operating
Income from 4th year; ’

3rdyear=  20% of the Partners annual Operating
Income from 31d year; :

ondyear= 15% of the Partners anmual Operating
Income from 2nd year; and,

Istyear=  10% of the Partners annual Opérating
Income from the 1st year.

-~

100%

The weighted average to compute CareMore Medical Group's five (5)
year weighted average shall be computed in the same manner.

The following example, for purposes of illustration only, assumes:

(1)  During 1999 DCH has elected to exercise its option
to purchase CareMore Medical Group's assets;

(2)  That the net proceeds from the sale of assets to
DCH were $12,000,000.00;

(3)  That five (5) year weighted average of CareMore
Medical Group's Operating Income was $6,000,000.00;
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(4)  That the following represented the data necessary to
compute the Partner's five (5) year weighted average Operating Income:

Year Percent Partner's Annual Operating Income Amount
1998 30% $300,000.00 $90,000.00
1997 25% $275,000.00  $68,750.00
1996 20% $250,000.00 ' $50,000.00
1995 15% $200,000.00 $30,000.00
1994 10% $150,000.00 $15,000.00
100% | _ $253.750.00

The Partners five (5) year weighted average Operating Income is
$253,750.00. Had a simple unwelghted average been used the average profit would be
$235,000.00.

To calculatc the Pro rata share for this Partner as a percentage; the
Partner's five (5) year weighted average Operating Income is the numerator of a
fraction in which the denominator is the five (5) year weighted average of CareMore
Medical Group's Operating Income:

253.750.00 =.0422916 = 4.23%
6,000,000.00

This Partner's portion of the net proceeds from the sale of CareMore
Medical Group's assets would be 4.23% of $12,000,000.00 which is $507,600.00

ARTICLE VL

Termination and Removal

6.1  Avtomatic Termination of the Professional Services Contract.

Unless the CareMore Medical Group Management Committee shall determine
otherwise, the CareMore Medical Group Professional Services Contract shall
terminate with respect to a particular Partner upon the suspension or revocation of any
professional license of that Partner or of any of its Shareholder Employees by action of
a duly constituted licensing authority or the death, disabih'ty termination of
employment or the seventy-fifth (75th) buthday of the last remalmng Shareholder
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Employee of the Partner. A Partner may avert its termination in the Partnership by
terminating the noncomplying Shareholder Employee.

6.2  Additional Grounds for Termination of the CareMore Medical
Group Professional Services Contract. The CareMore Medical Group Professional
‘Services Contract with a particular Partner may be terminated for any of the following
reasons or for any other reasons the Management Committee deems to justify such
action: :

6.2.1 Commencement of a disciplinary proceeding
against the Terminating Partner or any of its Shareholder Employees by any
professwnal authority.

6.2.2 The expulsion of that Partner or any of its
Shareholder Employees from any professional association for breach of professional
ethics-or other unprofessional conduct.

6.2.3 The breach of professional ethics by that Partner or
any of its Shareholder Employees after request by the Management Committee to
cease and desist. ,

-

' 6.24  The commission by that Partmer or any of its
Shareholder Employees of any criminal act resulting in a felony conviction or an act
involving moral turpitude or an act which may injure the reputation of CareMore
Medical Group and its practice. :

6.2.5 The inability of that Partmer or any of its
Shareholder Employees for any reason to competently render the services
contemplated by this Agreement, including but not limited to, extended physical
disability of any of that Partner's Shareholder Employees.

6.2.6 The continued practice of medicine by that Partner
or any of its Shareholder Employees reflecting careless, irresponsible, incompetent or
negligent medical care which endangers patients and/or risks for CareMore Medical
Group, mcluding continued failure to practice in accordance with the standard of care
in the community and/or continued failure to practice or maintain medical records in
accordance with established standards of CareMore Medical Group, after the 1equest
by the Management Committee to take corrective action.

6.2.7 The breach by that Partner or any of its Shareholder
Employees of any of the terms and conditions of this Agreement or any other matter
adopted by the Partners or the CareMore Medical Group Management Committee. In
the event that a Shareholder Employee shall commit any act considered by the
Management Committee to be a substantial breachﬂoﬁ anyﬂf«ﬁm*pmm“ ions_of this
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Agreement, CareMore Medical Group shall give such Partner written notice by
registered mail of such breach. If the breach shall not be cured within ten (10)
working days of such notice, then the Professional Service Contract may be terminated
according to the terms of this Agreement.

6.3  Procedure for Termination by Management Committee.
CareMore Medical Group acting through the Management Committee may at any time
terminate any Partner's Professional Services Contract at a meeting of the Management
Committee specially called for that purpose only. '

6.3.1 A meeting of the Management Committee shall be
specially called by its Chairman for the purpose of considering the termination of the
CareMore Medical Group Professional Services Contract with a specific Partner. The
meeting shall be called by service of written notice upon the members of the
Management Committee and the affected Partner at least ten (10) days prior to said
meeting (by reglstered mail to the affected Partner) and shall state the purpose, date,
place and time of such meeting.

- 632 At such meeting and prior to the taking of any vote
regarding termination of the Professional Services Contract as to such a Partner,
officers of that Partner shall be given an oral statement of the reasons for the proposed
termination. The Management Committee may, but is not required to call Shareholder
Employees or witnesses to give testimony or opinions regarding the proposed
termination. Such Shareholder Employees or witnesses cannot be compelled to give
any testimony or statements. Thereafter the Partner's officers shall be entitled to state
their contentions regarding the alleged grounds for termination and to call any
Shateholder Employee or witness to give testimony on their behalf. The expression of
opinion by any Partner, Shareholder Employee or member of the Management
Committee shall in no way obligate the Management Committee to vote for or against
the proposed termination. :

6.3.3 In the event that the Partner for whom the
termination is proposed fails to attend such meeting, such Partner shall be deemed to
waive any right to be heard and to have consented to the actions of the Management
Commuttee.

6.3.4 Such meeting shall be closed to all persons except
members of the Management Committee, its legal and/or administrative -
representatives, Shareholder Employees of the Terminating Partner, its legal and/or
administrative representatives and any other Shareholder Employees or other
witnesses called to testify by either the Management Committee or the Terminating
Partner. Such proceedings shall remain confidential and all Management Committee
Members, Partners and Shareholder Employees hereby expressly agree that statements

WORD-LALBL\70240848.1 22- | Y/M- e v
- EXHIBIT: — L %1 L-nél'}s
pace_o[__oF ¥

121200




made during such meetings are privileged and cannot be the basis for a cause of action
for defamation, slander, libel, wrongful termination; breach of contract, breach of
Parmership, fraud, negligent misrepresentation and/or breach of the covenant of good
faith and fair dealing and each further waives the provisions of California Civil Code
section 43.

“ 6.3.5 The members of the Management Committee shall
vote by secret written ballot after a quorum has been established. No proxies shall be
accepted for voting, notwithstanding any provision to the contrary in this Agreement
or pursuant to law. A three-fourth (3/4) majority vote of the Management Committee
present shall be required for termination. Within five (5) days after the decision
concerning termination or non termination, written notice of the termination or non
termination shall be served upon the Partmer. The notice shall be by registered or
certified United States mail to the Partner. A written statement of facts or reasons for
termination or non termination need not be given in the notice to the Partner.

6.3.6 A Partner may avert a termination of the
Professional Services Contract by termunating the Shareholder Employee who was the
subject of the hearing within five (5) days of the receipt of the notice of the
termination of the Partner by CareMore Medical Group. The notice by the Partner of
the termination of the Shareholder Employee shall be by reglstered or certified United
States mail to CareMore Medical Group.

6.4  Compliance with Health Care Quality Improvement Act. In any
instance where the removal or termination of a Partner or Shareholder Employee is for
a "Medical disciplinary cause or reason" as that term i1s defined in the California
Business & Professions Code section 805(B)(6) then the Management Committee shall
adhere’ to the requirements of the California Business & Professions Code
sections 803, and 809 through 809.9 and any related statutes.

6.4.1 Procedure. If a hearing is requested pursuant to
California Business & Professions Code section 809.2, the parties agree that the trier
of fact at such a hearing shall be a four (4) member panel comprised of three (3)
physician arbitrators and one (1) non-voting presiding hearing officer. The presiding
hearing officer shall be a retired California Superior Court Judge who shall have all the
authorities granted under Califorria Business & Professions Code section 809.2. In
instances where the Partner or Shareholder Employee in question is a specialist then
the physician arbitrators must also be of that same specialty unless otherwise agreed to
by the Management Commuttee and the Partner or Shareholder Employee.

6.4.2 Selection. Physician arbitrators must be selected
from the American Arbitration Association of Los Angeles. The Management
Committee of CareMore Medical Group shall select the presiding officer. If the
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parties cannot agree on the three (3) physician arbitrators, then the Management
Committee of CareMore Medical Group and the affected Shareholder Employee or
Partner shall each select one (1) arbitrator and the presiding officer shall select the
- final arbitrator. ‘

6.4.3 Costs. The costs of the heanng shall be bome
equally between the parties. '

6.4.4 No Right of Internal Appeal. Notwithstanding any . -
provision of California Business & Profession Code section 809.4, the decision of the
arbitration panel shall be binding upon the parties and no internal appeal rights shall

apply.

6.5 Removal From Partership. A Partner shall be removed from

CareMore Medical Group upon the termination of the Professional Service Contract of

the Partmer for any reason. If the removal is for any reason other than death, disability
or retirement, CareMore Medical Group shall distribute all amounts then owed under
Article V, the balance in such Partner's capital account plus any undistributed profits
as defined in Article I'V to the Partner being terminated. This shall be the selling price
of that Partner's Partnership Interest. If a Shareholder Employee of a multi-shareholder
Partner is terminated by the Partner, the Professional Service Contract of that Partmer
shall not terminate, and only that share of the Partmer's capital account equal to the
fraction, the denominator of which shall be the number of Shareholder Employees and
the numerator of which shall be the number of terminating Shareholder Employees on
the day before such termination, shall be distributed. Any deficiencies in the Partner's
capital account shall be promptly repaid to CareMore Medical Group by the Partner.
Upon termination of the Professional Service Contract for the Partner neither the
Partner nor any of its assigns, successors, and personal representatives shall have any
further right nor interest as a Partner . CareMore Medical Group subsequent to the
date of such termination, other than the right as a creditor to receive amounts
specifically provided for herein. All sums owed under this Section shall be paid
immediately upon the termination of the Professional Service Contract.

6.6  Asset Repurchase Obligation. Upon the removal of a Partner, the
Terminating Partner or Shareholder Employee, at the option of CareMore Medical
Group shall either: (1) assign any and all nghts for amounts due under a promissory
note from CMMC for the purchase of those assets it sold to CMMC concurrent with
becoming a CareMore Medical Group Partner in exchange for CareMore Medical
Group paying the balance due on said note within fifteen (15) days; or (ii) the Partner
shall refund all monies paid to the Partmer for the purchase of said assets and execute a
release of the note in exchange for the return of all assets or reasonable substitutes of
like assets as agreed to between the parties.

AT

S

WORD-LAVLBL\70240848.1 | 24 Mw | . ? [
- EXHIBIT:

B - T

AR ‘.
LTy F # =
R R e N

i

J O ]



6.7 No Other Payments to Be Made. Other than the amounts
specifically provided for in Articles, Article V, VI or VII, no additional payments shall -
be made to a Terminating Partner, Terminating Shareholder Employee nor any of their
representatives for their Partnership interest, including goodwill.

6.8  Release From Restrictive Covenants. Terminating Partmers or
Shareholder Employees removed from CareMore Medical Group shall be released
“from any restrictive covenants of this Agreement but shall not be released from the
provisions of Section 6.10.

6.9  Retention of Patients. Upon termination, the Terminating Pattner
_or Terminating Shareholder Employee shall provide to CareMore Medical Group, at
the expense of either the Terminating Partner or the Terminating Shareholder
Employee, a complete and legible copy of every patient chart and medical records for
which the Terminating Parmer or the Terminating Shareholder Employee provided
medical care while associated with CareMore Medical Group. Thereafter the -
~ Terminating Partner and/ or the Terminating Shareholder Employee shall retain all of
the patient charts and medical records which said Partner or Shareholder Employee
had control of upon becoming a member in CareMore Medical Group, including any
new pre-paid health- plan patients for which the Partner or Shareholder Employee
provided medical services under that health plan prior to becoming a Partner through
either a direct contract with that health plan or subcontract with an entity other than
CareMore Medical Group or any of its Partners or affiliates.

6.10 Prohibition Against Solicitation and Conversion. A Terminating
Partner or Terminating Shareholder Employee shall be prohibited from soliciting any
of CareMore Medical Group's patients other than those specifically identified by
Section 6.9. If a Terminating Partner or Terminating Shareholder Employee converts
any prepaid CareMore Medical Group patients not allowed pursuant to Section 6.9
either directly or through any type of subcontract relationship of which said Partner or
Shareholder Employee is a party then CareMore Medical Group shall receive
compensation from said Partner or Sharcholder Employee. The amount of
compensation shall be five dollars (§5.00) per patient per month for a period of twenty
four (24) months for pre-paid commercial and twenty dollars ($20) per patient per
month for twenty-four (24) months for pre-paid Medicare and Medi-Cal patients. The
compensation shall be paid monthly by the fifth (5th) day of each month and shall
continue for the period set forth above or until that patient is re-enrolled under a pre-
paid plan with CareMore Medical Group, whichever is sooner.

6.11 Cooperation After Termination. A terminated Partner and/or its
Shareholder Employees shall provide CareMore Medical Group and/or its
representatives reasonable access to its books and records to ensure compliance with
the provisions of Section 6.10. The mspectzon and. photocopymg shall be at CareMore
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Medical Group's expense. Such access shall be given during ordinary busimess hours
at the place of business of the terminated Partner or Shareholder Employee unless the
parties. otherwise agree. Furthermore, each terminated Partner and Shareholder
Employee shall be required to reasonably cooperate with CareMore Medical Group in
the resolution of third party disputes which may arise and are related to their provision
of medical service while a Parmer or Shareholder Employee. The cooperation
required under this Section includes but is not limited to providing factual information
to CareMore Medical Group and giving depositions and testimony in judicial and
administrative proceedings. Insofar as such cooperation of that terminated Partner or
Shareholder Employee is reasonably required by CareMore Medical Group, that
Partner and/or Shareholder Employee agrees to.cooperate in every reasonable manner
without any charge for out-of-pocket expenses incurred in connection therewith.

6.12 Continuation of Partnership. The Partnership shall not dissolve or
terminate on any Partner's or Shareholder Employee's death, permanent physical or
mental disability or retirement, removal or withdrawal from the Partnership, but its
business shall continue without interruption and without any break in continuity. On
the death, disability, retirement, removal or withdrawal from the Partnership of any
Partner, the others shall not liquidate or wind up the affairs of the Partnershlp, except
as otherwise provided under the terms of this Agreement.

ARTICLE VIL

Retirement. Death and Disabﬂitv

7.1  Retirement. A Partner or a Shareholder Employee may retire or
withdraw any time after becoming a Partner in CareMore Medical Group by giving at
least ninety (90) days written notice of intended retirement to the Management

Committee.

7.2 Obligation to Sell and Purchase in Single Employee Shareholder
Partner. A retiring Shareholder Employee in a single shareholder Partner shall be
required to sell his/her interest in the Partner's professional corporation and CareMore
Medical Group shall be obligated to purchase that interest based on the retirement
purchase price as set forth in Sections 7.4 and 7.5 and subject to the provisions of
Section 7.6.

7.3 Obligation to Sell and Purchase in Multi-Emplovee Shareholder
Partner. In the case of a multi-Shareholder Employee Partner, the retiring Shareholder
Employee shall have his/her interest redeemed by the Partner in which he/she was a
Shareholder Employee pursuant to a Shareholder Buy-Sale Agreement approved by
the Management Committee acting in its sole and exclusive authority. The Buy-Sale
Agreement shall provide that the purchase price shall be the price determined in

WORD-LA\LBIA70240848.1 _26? : i y ‘ ““M'%M,M‘;
121200 EXHIBIT: Y xmémg
PAGE A0 o Jb -




accordance with Article VII of the Partnership Agreement of CareMore Medical
Group and shall provide that the portion of the purchase price reflecting the fair market -
value of the retiring Shareholder Employee's interest in the Partner (determined in
accordance with Section 7.4 and 7.5 and subject to the provisions of Section 7.6
hereof) shall be an obligation of the Partner.

7.4  Valuation of Interest. Upon retirement of a Partner's Shareholder
Employee, and subject to the provisions of Section 7.6.2, his or her interest in that
Partner's professional corporation shall be valued at the expense of CareMore Medical
Group by either Evaluation Counselors Inc., or a similarly qualified and experienced
independent certified appraiser as approved by the Management Committee. The
Shareholder Employee's interest in the Partner's professional corporation shall be
limited to the fair market value as determined by the capitalization of excess earnings
of the Shareholder Employee as if the interest in question was a separate medical
practice and shall not require a valuation of CareMore Medical Group as a whole. The
appraised valuation shall be the Retirement Purchase Price. If the retiring Partner or
Shareholder Employee disagrees with the Retirement Purchase Price they can elect
within fifteen (15) days after receipt of the notice of the Retirement Purchase Price to
have a second (2nd) valuation by a certified independent appraiser as approved by the
Management Comniittee. The cost of the second (2nd) valuation shall be bome
equally by the Partner and CareMore Medical Group. The Retirement Purchase Price
shall then be the average -of the two valuations. If the second appraisal (requested by
the Shareholder Employee) is more than twenty percent (20%) higher than the first
(obtained and paid for by CareMore Medical Group), a third appraisal shall be
obtained unless the parties agree to a valuation equal to the average of the first two
appraisals (or some other price). The third appraiser shall be selected by the first two
appraisers with the cost for the third appraiser to be borne equally between the parties.
The Retirement Purchase Price shall then be established by averaging the three (3)
appraisals for the fair market value and taking an average thereof which shall then the
Retirement Purchase Price. The Retirement Purchase Price determined by the
appraiser(s) shall be conclusive and binding on the retiring Parter or Shareholder
Employee and CareMore Medical Group.

7.5  Minimum Retirement Purchase Price. Ninety (90) days after the
third anniversary of becoming a Partner (the Effective Date for that Partner) in
CareMore Medical. Group, that Partner shall be eligible to receive a Minimum
Retirement Purchase Price paid to the Partner for its retiring Shareholder Employee's
interest in the Partner's professional corporation. This Minimum Retirement Purchase
Price for early retirement or withdrawal shall, at the option of the Shareholder
Employee, be paid in lieu of the Retirement Purchase Price as determined in
Section 7.4. The Minimum Retirement Purchase Price shall be equal to seventy
percent (70%) of the Partner’s retinng Shareholder Employee's net distributions earned
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as a result of medical fees paid by CareMore Medical Group to the Partner and then
distributed to the Shareholder Employee for the proceeding twelve (12) months. For
purposes of this Section net distributions shall include any compensation, profit or
bonuses that were paid. In the event the Shareholder Employee in a multi-Shareholder
Employee Partner elects a valuation pursuant to this Section and the valuation is
~ greater than the amount established by Section 7.4 then the difference between the
amount to be paid pursuant to this Section and Section 7.4 shall be paid by CareMore:
Medical Group to the Partner, which in turn shall then use the amount to pay the
Shareholder Employee. Any payment by CareMore Medical Group pursuant to this
Section shall not be charged to the Partners account and the Partner need not repay
CareMore Medical Group for any payment made by CareMore Medical Group by this
Section. The Minimum Retirement Purchase Price shall be reviewed annually by
CareMore Medical Group's Management Committee who may at such annual reviews
modify the Minimum Retirement Purchase Price without having to-amend the
Partnership Agreement as provided in Section 14.4.

7.6 Valuation Adjustments.

7.6.1 Transition Period. " A retiring Shareholder Employee
shall have a required transition period of one (1) month to a maximum of six (6)
months wherein he/she shall assist the Partner or CareMore Medical Group in the
training and introduction of their replacement physician or redistribution of their
patient load to other CareMore Medical Group physicians. The Management
Comunittee shall set the length of the transition period taking into consideration the
nature of the practice and the experience of the replacement physician or the time
necessary to redistribute the patients. Failure to complete this transition period by the
retiring Shareholder Employee shall result in a twenty-five percent (25%) downward
adjustment in the payment of the Retirement Purchase Price as established by
Sections 7.4 or 7.5. '

7.6.2 Three Year Vesting Period.  The Retirement
Purchase Price shall vest to the Partner for its retiring Shareholder Employee over a
three (3) year period. The vesting shall be thirty-three and one third percent (33 1/3%)
per year and shall be prorated on a daily basis rather than annually. For purposes of
this Section the vesting period for each Shareholder Employee shall start ninety (90)
days after that Partners Effective Date.

7.7  Management Commuttee's Powers to Set Retirement Purchase
Price. Notwithstanding Sections 7.4 or 7.5 The Management Committee can with the
approval of two-thirds (2/3) of the Partners, pay a retirement purchase price in excess
of the amount determined by Sections 7.4 or 7.5. In the event that the Management
Committee and the Partners agrees to pay a Retirement Purchase Price in excess of the
amount determined by Sections 7.4 or 7.5, then CareMore Medmal Group and not the
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Partner shall pay the difference between the Retirement Purchase Price as determined
by Sections 7.4 or 7.5 and as established by this Section. The difference shall be paid
by CareMore Medical Group to the Partner which in turn shall pay the difference to
the retiring Shareholder Employee.

7.8 Payment Schedule. Payments for the purchase or redemption of a
retiring, deceased or permanently disabled Shareholder Employees interest shall be in
five (5) equal installments of principal and accrued interest paid annually with the first
payment due ninety (90) days after the effective date of retirement. The outstanding
balance shall bear interest at the lesser of the maximum legal rate allowable or Bank of
America's ninety (90) day certificate of deposit rate offered by its home office at the
time of the purchase. The interest rate shall be adjusted at the end of every calendar

quarter until the principal amount is paid in full.

7.9  Purchase of Partnership Interest Due to Death in a Single
Shareholder Employee Partner.. Upon the Death of a Shareholder Employee of a
single Shareholder Employee Partner, CareMore Medical Group shall purchase the
deceased Shareholder Employee's interest in the Partner's professional corporation.
The purchase price shall be equal to forty-five (45%) percent of the Partner's deceased
Shareholder Employee's collections for one (1) year based upon averaging the past
twenty-four (24) months of collections prior to the death of the Shareholder Employee.
The twenty-four (24) month period shall, if necessary, include that deceased
Shareholder Employee's pre-CareMore Medical Group period of practice, (i.e. if a
Shareholder Employee had an interest in a Partner of CareMore Medical Group for
only six (6) months prior to death, then eighteen (18) months of his/her prior practice
collections would be included in the calculation.)

The following example, for purposes of illustration only, assumes:

1st years collections = $400,000
- 2nd years collections = $300,000
24 months total collections = $700,000

To calculate the repurchase price pursuant to this Section: a) the total
collections for the prior twenty-four (24) months would be divided by two (2) to obtain
the one year average; and, b) this product would then be multiplied by forty-five
(45%) percent.

a)  $700,000 divided by 2 = $350,000

b)  $350,000 times 45% = $157,500
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The payment terms shall be the same as those set forth in Section-7.8. If
at the time of the death of the Shareholder Employee, CareMore Medical Group is in
negotiations to sell its assets to a third party, the Management Committee may in its
sole and exclusive discretion, pay a higher amount for that deceased Partner
Shareholder Employee's interest in his/her Partners professional corporation.

7.10 . Purchase of Partnership Interest Due to Death in a Multi-
Shareholder Employee Partner. Upon the Death of a Shareholder Employee of a
multi-Shareholder Employee Partner, the Partner in which the deceased Shareholder
Employee was a shareholder shall redeem the deceased Sharéholder Employee's
interest in the Partners' professional corporation pursuant to a Shareholder Buy-Sale
Agreement approved by the Management Committee acting in its sole and exclusive
authority. The Buy-Sale Agreement shall provide that the purchase price shall be the
. price determined in accordance with Article VII of the Partnership Agreement of
CareMore Medical Group and shall provide that the portion of the purchase price
reflecting the fair market value of the deceased Shareholder Employee's interest in the
Partner (determined in accordance with Section 7.4 and 7.5 and subject to the
- provisions of Section 7.6) shall be an obligation of the Partner. The purchase price
shall be equal to forty-five (45%) percent of the Partner's deceased Sharcholder
Employee's collections for one (1) year based upon averaging the past twenty-four (24)
months of collections prior to the death of the Shareholder Employee. The twenty-
four (24) month period shall, if necessary, include that deceased Shareholder
Employee's pre-CareMore Medical Group period of practice (i.e., if a Shareholder-
Employee had an interest in a Partner of CareMore Medical Group for only six (6)
months prior to death, then eighteen (18) months of his/her prior practice collections -
wouyld be included in the calculation.) '

The following example, for purposes of illustration only, assumes;

Ist years collections = $300,000
2nd years collections = $400.000
24 months total collections = 3700,000

To calculate the repurchase price pursuant to this Section: a) the total
collections for the prior twenty-four (24) months would be divided by two (2) to obtain
the one year average; and, b) this product would then be multiplied by 45%.

“F L i

a.)  $700,000 divided by 2 = $350,000
b)  §$350,000 times .45% =$157,500
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The payment terms shall be the same as those set forth in Section 7.8. If
at the time of the death of the Shareholder Employee, CareMore Medical Group is in
negotiations to sell its assets to a third party, the Management Committee may in its
sole and exclusive discretion, pay a higher amount for that deceased Partner
Shareholder Employee's interest in his/her Partners Professional Corporation.

7.11 Short Term Disability. Short term disability shall be defined as a
Partner's or Shareholder Employee's inability to perform its obligations hereunder due
to physical or mental incapacitation for one-hundred twenty (120) consecutive days
(including the conversion of military reserve status to active duty status). In cases of
short term disability CareMore Medical Group shall provide a substitute physician to -
" provide the medical services ordinarily provided by ‘the disabled physician. The
expense of the substitute physician shall be allocated to that Partners practice location
as a direct expense. Any deficit resulting from the provision of the substitute
physician shall be repaid to CareMore Medical Group within twelve (12) months or
offset against any purchase price paid for the Shareholder Employee's interest in the
Partner's professional corporation. '

7.12. Permanent Term Disability and Purchase Thereupon. Permanent
Disability shall be -defined as a Partner's or Shareholder Employee's inability to
perform all or substantially all of his/her obligations hereunder due to physical or
mental incapacitation for a period in excess of one-hundred twenty (120) consecutive
days or two-hundred seventy (270) days within a twelve (12) month period (excluding
the involuntary conversion of military reserve status to active duty status) as
established by the opinion of an independent physician mutually agreed to by Partner's
disabled Shareholder Employee or his/her personal representative and CareMore -
Medical Group.

7.12.1  In the event the Shareholder Employee or his/her
personal representative and CareMore Medical Group fail to agree on whether the
disability 1s total and/or permanent either party may submit the matter to binding
arbitration pursuant to Article XIJI. The arbitrators shall be entitled to receive and rely
on any medical advise or other advise that they shall deem required to enable them to
make a decision under this Section and their decision shall be final and binding on the
CareMore Medical Group, the Partner, the Shareholder Employee and his/her heirs,
successors and assigns.

7.12.2  If the Shareholder Employee should die after
becoming disabled, but before the actual sale of his/her interest in their Partner's
professional corporation then the purchase and sale of his/her interest will be treated as
the purchase and sale of a deceased Shareholder Employee pursuant to Sections 7.9
and 7.10.
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7.12.3  In the case of a Permanent Disability of a single
Shareholder Employee Partner, CareMore Medical Group shall purchase the shares of
a single Shareholder Employee Partner and the Partner shall sell that portion thereof
which represents the disabled Shareholder Employee's interest in that Partner's
professional corporation for fair market value as specified in Section 7.4, subject to the
provisions of Sections 7.5, and 7.7. but specifically excluding Section 7.6. The
purchase and sale shall be on the same terms and conditions as if the purchase and sale
were being made by a retiring Shareholder Employee and not by a deceased
Shareholder Employee.

7.124 In the case of a Permanent Disability of a
Shareholder Employee in a multi-Shareholder Employee Partner, the Partner shall
redeem the shares of the Permanent Disabled Shareholder pursuant to a Shareholder
Buy-Sale Agreement of the Partner approved by the Management Committee acting in
its sole and exclusive authority. The Buy-Sale Agreement shall provide the purchase
price shall be the price determined in accordance with Article VII of the Partnership
Agreement of CareMore Medical Group and shall provide that the portion of the
purchase price reflecting the fair market value of the retinng Shareholder Employee's
interest in the Partner as specified in Section 7.4, subject to the provisions of
Sections 7.5, and 7.7. but specifically excluding Section 7.6. The purchase and sale
shall be on the same terms and conditions as if the purchase and sale were being made
by a retiring Shareholder Employee and not by a deceased Shareholder Employee.

7.13 Loan by CareMore Medical Group to Multi-Shareholder
Emplovee Partner. A multi-Shareholder Employee Partner shall have the right to
borrow from CareMore Medical Group sufficient money to pay the purchase price for
the redemption of a retiring Shareholder Employees shares in the Partner, for the
redemption of the deceased Shareholder Employees shares. in the Partner from the
deceased Shareholder Employee's heirs, executors, administrators, trustees, successor
or assigns or for the redemption of a permanent disabled Shareholder Employees
shares 1n the Partner. The outstanding balance of any loan owing by the Partner to
CareMore Medical Group shall bear interest at the lesser of the maximum legal rate
allowable or Bank of America's minety (90) day certificate of deposit rate offered by its
home office at the time of the purchase. The interest rate shall be adjusted at the end
of every calendar quarter until the principal amount is paid in full. The loan balance
may be repaid by the Partner to CareMore Medical Group at any time by the Partner in
its sole and exclusive discretion, or will be repaid through the provisions of
Section 7.14 or at the time that the Partner and CareMore Medical Group is purchased
by a third party as set forth in this Agreement.

7.14  Loan Payments Through Expense Adjustments. In the event that
CareMore Medical Group advances any of the purchase price to a multi-Shareholder
Employee Partner for the purpose of redemption of the retiring, or deceased or
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permanently disabled Shareholder Employee's shares in a Partner as set forth in
Section 7.13, then the Management Committee shall have sole and exclusive authority
to make appropriate expense allocations and adjustments to that Partners account with
CareMore Medical Group for the purpose of repayment to CareMore Medical Group
of either the accrued interest or principal on an annual basis. The allocations and
adjustments shall only be made on an annual basis after the retirement, death or
permanently disabled of the Shareholder Employee if the total net annual distributions

eamned by the Partner as a result of medical fees paid by CareMore Medical Group to

the Partner is equal to or greater then the total net distributions paid by CareMore

Medical Group to the Partner for the year prior to the retiring or deceased Shareholder

Employee's retirement, death or permanent disability. In determining the amount, if
any, to be repaid to CareMore Medical Group the Management Committee shall take

into consideration any expenses that the Partner incurred for the payment of any

physician employee who replaced the retiring, deceased or permanently disabled

Shareholder Employee, but shall not take into consideration any additional

compensation or benefits paid or to be paid to a Shareholder Employee of the Parmer

who replaced or took over the patient load of the retiring, deceased or permanently

disabled Shareholder Employee. If the retiring, deceased or permanently disabled
Shareholder Employee and/or the Partner does not have one (1) full year of service

with CareMore Medical Group then the months prior to being associated with

CareMore Medical Group shall be used to calculate the year prior to retirement, death

or permanently disabled.

7.15 Assumption of Qutstanding Partnership Liabilities. Except as
otherwise provided, the Partnership shall pay, as they mature, all Partnership
obligations and liabilities (excluding liabilities that arise from any intentional acts of
that Partner or its shareholders) that exist on the effective date of a Partner's
termination and shall hold the terminating Partner harmless from any action or claim
arising or alleged to arise from those obligations or from liabilities accruing after that
date. Any direct or allocated liabilities shall be debited against the first installment of
the retirement purchase price as set forth in Section 7.8.

7.16 Selling Price. Any amount paid to the Partner or a Shareholder
Employee for the Shareholders’ Employee's interest in that Partner's professional
corporation pursuant to Sections 7.1 through 7.15 shall be the total selling price paid to
the Partner or Shareholder Employee and/or his/her heirs, executors, administrators,
trustees, successors or assigns. No additional sums shall be owed to the Partner or the
Shareholder Employee or his/her heirs, executors, administrators, trustees, successors
or assigns as a result of CareMore Medical Group selling all or substantially all of its
interest or assets to a third party or otherwise transferring or assigning its interest or
assets, or changing 1ts business structure or formation in the future.
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ARTICLE VIIL

Obligations of Partners

8.1 Devotion of Time, Ability and Experience. Unless otherwise
consented to by the Management Committee, each Partner as well as its Shareholder
Employees shall devote full time, energy, professional ability and experience to the
practice of medicine on behalf of CareMore Medical Group. All revenues earned by
any Partner or Shareholder Employee thereby shall belong to CareMore Medical
Group. Any Partner or Shareholder Employee may engage in one or more businesses,
other than the business of CareMore Medical Group, but only to the extent that this
activity does not compete or materially interfere with the CareMore Medical Group's
business ‘and does not conflict with that Partner's or any of its Shareholder Employee's
obligations under this Agreement. Neither CareMore Medical Group nor any other
Partner or any of its Shareholder Employees shall have any right to any income or
profit derived by a Partner or any of its Shareholder Employees from any business
- activity permitted under this Section.

8.2  Standards of Performance. FEach Partner, and each of its
Shareholder Employees, shall accept and discharge its share of responsibility for
developing and handling the practice of CareMore Medical Group and the discharge of
patient responsibilities in conformity with any reasonable standard of performance
imposed by CareMore Medical Group, including the following code of ethics:

8.2.1 Each Partmer and its Shareholder Employees shall
accept and discharge its pro rata share of the responsibility for developing and
‘handling the practice of CareMore Medical Group.

8.2.2 Each Partner and its Shareholder Employees shall
subordinate its own personal interest to those of the majority of Partners of CareMore
Medical Group.

8.2.3 Each Partner and its Shareholder Employees shall
build up and extend its own influence and professional competence.

824 Each Partner and its Shareholder Employees shall
conduct his/her personal life as to reflect creditably upon himself/herself, the other
Partners and CareMore Medical Group. He/She shall not engage in any conduct for
personal benefit at the expense or embarrassment of the Partners, any of the
Shareholder Employees or CareMore Medical Group.

8.2.5 Each Parmer and its Shareholder Employees shall
not speak disparagingly of other Shareholder Employees to anyone. They shall keep
confidential all mformation regarding CareMore Medical Group business or affairs,
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except in the course of CareMore Medical Group business, and shall not divulge any
such information to persons outside of CareMore Medical Group, without the written
consent of the Management Committee or as required by law or the professional ethics
of the Parmer or Shareholder Employee.

8.2.6 Each Partner and its Shareholder Employees shall
not sign, execute or negotiate any contract for the provision of medical services in the
name of CareMore Medical Group, the Partner or the Shareholder Employee except at
the written request of the Management Committee. :

8.3 Minimum Performance. CareMore Medical Group shall have the
right to establish minimum performance requirements to which each Partner and its
Shareholder Employees must conform. The continued failure or refusal to comply
with such requirements may result in the levy of monetary penalty assessments against
a Partner or be grounds. for termination of the meessmnal Serv1ce Contract by
CareMore Medical Group. -

8.4 Insurance. Each Partner shall obtain and maintain or shall cause
the purchase and maintenance at all times of insurance against liability for personal
injury and property with respect to any vehicle which it or its Shareholder Employees
may operate, whether on businéss or pleasure, in the sum of $250,000.00 for any
single person injured and $500,00.00 for each occurrence, and against loss by reason
of damage to property in the amount of at least $50,000.00. In addition, each Partner
shall obtain and maintain an extended coverage rider for at least $1,000,000.00 Such
insurance shall be carried with- a reputable insurance company duly licensed in the
State of California, and the CareMore Medical Group shall be named as an additional
named imsured. The Management Committee shall be provided with current copies of
certificates of insurance,

8.5  Expense to be Bome by Partners. Each Partner shall pay and be
responsible for certain expenses incurred by it related to CareMore Medical Group
business; however, nothing in this Agreement shall be construed so as to prevent
CareMore Medical Group from reimbursing all the Partners for an expense item upon
- a majority vote of the Management Committee. The expenses for which each Partner
shall pay and be responsible, include, but are not limited to the following:

8.5.1 Fees and expenses for educational courses, lectures
and seminars for a Partner, 1ts Shareholder Employees or employees.

§.5.2 Travel, lodging entertainment and other expenses
arising from attendance at professional or educational meetings by a Partner, its
Shareholder Employees or employees.
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V 853 Dues, expenseé, fees and costs of membership n
medical associations, specialty societies and/or service clubs of a Partner, its
Shareholder Employees or employees.

8.5.4 Medical books, publications, tapes, cassettes,
literature and subscriptions of any kind. : :

8.5.5 Hospital dues at hospitals selected by the
Management Committee for CareMore Medical Group patients.

8.5.6 Ownership, use and maintenance of automobiles
necessary for professional calls and hospital attendance involving business and all
expenses” anising therefrom including insurance premiums for the Partmer, its
Shareholder Employees or employees.

8.5.7 . Licenses, permit»s-‘and fees.

8.5.8 Home telephone service for the Partner or its
Shareholder Employees used for CareMore Medical Group business.

" 8.5.9 Entertainment expense for promotional and other
purposes except as specifically authorized by CareMore Medlcal Group for
reimbursement.

8.5.10  Fringe benefits approved by a Partner, such as life
insurance, disability insurance, health insurance and qualified pension plan benefits for
the Partner, its Shareholder Employees or employees.

8.6  Physical Examinations. Prior to employment by a Partner each
Partner shall require that its Sharecholder Employees obtain a complete physical
examination, by a physician and/or surgeon satisfactory to the Management
Committee. Each Partner and Shareholder Employee shall submut to the Management
Committee a written authorization release form duly executed to allow the examining
physician and/or surgeon to provide a medical report to the Management Committee's
independent physician who shall review the medical reports and disclose them to the
Management Committee if in the opinion of the independent physician, the report
indicates that the Shareholder Employees in question may be disabled or impaired so
as to prevent him/her from competently performing his/her duties hereunder. The
medical report may be used by the Management Committee to determine if the Partner
or Shareholder Employee is disabled in any manner. CareMore Medical Group can
request each Partner to require any of its Shareholder Employees to submit to a
physical or psychiatric examination by a qualified physician, surgeon or psychiatrist at
any time by notifying the Partmer of such requirement in writing. Such Partner shall
comply, or cause such persons to comply with such request within ten (10) days
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thereof. The failure or refusal of such persons to comply with the physical or
psychiatric examination or medical authorization requirements of this Section may
result, in the discretion of the Management Committee, in the levy of monetary
penalty assessments or be grounds for termination of the Professional Service
Contract, as set forth in this Agreement or as provided by the laws of the State of
California. ' :

8.7 Inspection of Tax Returns. The Management Committee may
require any Partner or any of its Shareholder Employees to produce for inspection and
photocopying its state and federal income tax return and business records for any year
that the Partner provided services to CareMore Medical Group under the Professional
Services Agreement. The state and federal income tax returns and business records
shall remain confidential and only be disclosed, first to the special legal counsel and
certified public accountant specified by the Management Committee and then to the
Management Committee if in the opinion of the Management Cominittee' designated
-professional representatives there is a discrepancy in the tax returns or business
records that may affect CareMore Medical Group or show that the Partner or the
Shareholder Employee has not been devoting all of his/her professional time to
CareMore Medical Group.

8.8  Standardized Corporate By-Laws and Buy-Sale Agreement. Asa
condition of becoming a Partner each Partner shall within ninety (90) days of
executing this Agreement adopt standardized corporate By-Laws for the governance of
the Partner's professional corporation as required by the Management Committee.
These By-Laws shall not be amended by the Partner without the express written
consent of the Management Commuttee. For any multi-Shareholder Employee Partner
the Partner shall within ninety (90) days of executmg this Agreement execute a Buy-
Sale Agreement that complies with the provisions of this Agreement and particularly
Article VII and shall submit the Buy-Sale Agreement to the Management Committee
for its approval. The Management Committee shall be given the opportunity to mnspect
any Partner's corporate books and records to ensure that said standardized By-Laws
and that the Buy-Sale Agreement have been adopted and that there have been no
unauthorized amendments. Failure to comply with this provision may, at the option of
the Management Committee, operate as a rescission of this Agreement or a
termination of this Agreement.

8.9 Covenant Not to Compete. Within thuty (30) days after
executing this Agreement each Partner shall cause each of its Shareholder Employees
to execute a covenant not to compete between such Shareholder Employee, CareMore
Medical Group and the Parmer in a form to be furnished by the Management
Commuittee. Failure to comply with this provision may at the option of Management-
Committee operate as a rescission of this Agreement. ’
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8.10 Internal Compensation Structure. Within ninety (90) days after
executing this Agreement each Partner who has more than one Shareholder Employee
shall submit to the Management Committee a copy of its internal compensation
formula. Upon written request of any of that Partner's Shareholder Employees the
Management Committee shall have the authority to alter any of the Partner's internal
compensation formulas which the Management Committee deems in its sole and
exclusive discretion is unfair to any Shareholder Employee and detrimental to
CareMore Medical Group. These documents shall remain confidential and only be
disclosed to the - Management Committee and its designated professional
representatives.

8.11 Vacation, Sick Leave and Work Schedule. Within ninety (90)
days after executing this Agreement each Partner shall submit copies of its vacation,
sick leave and work- schedule polices for its Shareholder Employees {or develop
policies if none exists), to the Management Committee for review and approval. Such
approval shall not be unreasonably withheld.

8.12 Sale of Tangible Assets and Transfer of Leases. Concurrent with
executing this Agreement each Partner shall sign the Asset Purchase Agreement with
CMMC which provides in part for the Partner to offer to sell to CMMC, for fair
market value, all of the Partners tangible assets (excluding accounts receivable),
including but not limited to all office equipment, medical equipment and supplies used

‘in the Partners medical practice and to transfer or assign all of the Partners leased
premises and equipment leases to CMMC that it owned or leased immediately prior to
the execution of this Agreement. CMMC shall have the sole and exclusive right to -
determine what assets or leases it shall purchase or assume. Failure to comply with
~ thisprovision may, at the option of the Management Committee operate as a rescission
of this Agreement.

8.13 Maintenance of Corporate Formalities. ~Each Partner shall
maintain its corporation in good standing and to have at the minimum, an annual
shareholders meeting and provide the Management Committee with copies of the
minutes from such meeting. The Management Committee shall be given the
opportunity to inspect and photocopy (at CareMore Medical Group's expense) the
corporate books and records of any Partner to ensure compliance with this provision.

8.14 Accounts Receivable. Upon becoming a Partner in CareMore
Medical Group each Partner shall immediately forward all revenues collected to
CareMore Medical Group by what ever means is prescribed by the Management
. Committee. These revenues will be redistributed to the Partner pursuant to the
provisions of Article V as if it was earned pursuant to the Professional Services
Contract.

WORD-LA\LBL\70240848.1 -38-

...... - - g
121200 EXH!B!T:’ Y/  xFLess

i
:
R

-




8.15 Obligation to Pay Monies Due. Each Partner shall promptly pay
all momnies due to its Shareholder Employees

ARTICLE IX.
Obligations and Rights of CareMore Medical Group

9.1  Pension Plan. The Management Committee of CareMore Medical
Group shall establish, implement and arrange for the administration of an appropriate -
pension and profit sharing plan for the Partners and for their Shareholder Employees
as permitted by law. The Management Committee shall have the sole and exclusive
right to gstablish, implement and arrange for the administration of any pension and
profit sharing plans on behalf of CareMore Medical Group.

9.2  Provision of Medical Offices. - CareMore Medical Group shall =

arrange for: each Partner's medical office; required administrative and paraprofessional
personnel; all items of furniture, fixtures, and office equipment; and state-of-the-art
medical equipment reasonably necessary for each Partner's efficient operation of its
office; and, shall arrange to maintain said items in good repair, condition and working
order. The Management Committee shall have the sole discretion to provide for these
services and the decision of the Managemem‘. Committee concerning such shall be
final.

9.3 Right of Rescission. Within mnety (90) days of a Partner
becormng admitted into the Partnership, CareMore Medical Group can rescind this
Agreement for any reason whatsoever or for no reason at all by a majority vote of the
Maﬁagﬁment Commuittee. In the event of a rescission the Partner or its Shareholder
Employee shall be required to refund any money it received from CMMC for the
purchase of its medical equipment, office equipment and supplies, and title of the
assets will be returned to that Partner or Shareholder Employee. Amny leases that were
assigned to CMMC shall be reassigned to the Partner by CMMC.

9.4  Obligation to Pay Monies Due. CareMore Medical Group shall
promptly pay all monies due to its Partners.

ARTICLE X.

Accounting. Books and Records

10.1 Fiscal Year of Partnership. The fiscal year of CareMore Medical
Group shall end on December 31 of each year. :

e Lo
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10.2 Accounting Method. CareMore Medical Group books shall be
kept on a cash basis.

10.3 Partnership Books. Proper and complete books of account of
CareMore Medical Group business shall be kept at CareMore Medical Group's
principal place of business and shall be open to mmspection by any of the Partners or
their authorized representatives at any reasonable time during business hours. The
accounting records shall be maintained in accordance with generally accepted
bookkeepmg practices for this type of business.

10.4 Ammal Report to Partners. Within ninety (90) days after the end
of each fiscal year, CareMore Medical Group shall furnish-to each Partner an annual
report consisting of at least: (i) a copy of CareMore Medical Group's federal income
tax returns for that fiscal year, (ii) a supporting statement of income or loss, (iii) a
balance sheet showing CareMore Medical Group's financial position as of the end of
that fiscal year, and (iv) any additional information that the Partners may require for
the preparation of their individual federal and state income tax returns.

ARTICLE XJ.

Capital Accounts

11.1 Capital Accounts. An individual capital account shall be
maintained for each Partner, and the Partner's initial capital contribution in cash or
property shall be credited to that account. Capital accounts shall be maintained in
accordance with Treasury Regulation Section 1.704-1(b)(2)(iv). ‘

11.2 Increases in Capital Account. The capitél account for each
Partner shall be credited with or increased by the following: |

11.2.1  The Partner's imitial capital contribution to
CareMore Medical Group;

1122 Any additional capital contributions ‘made by the
Partner from time to time as authorized by this Agreement;

11.2.3  The Partner's share under this Agreement of
CareMore Medical Group's profits; and

11.2.4  On CareMore Medical Group's dissolution and in its
winding up, the credits authorized by the provisions of this Agreement that relate to
adjustments of capital accounts 1n connection with liquidation.
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11.3 Reductions of Capital Accounts. The capital account for each
Partner shall be debited with or reduced by the following:

11.3.1  Distributions to the Partner of cash or property,

wh;ch property shall be valued for this purpose at its fair market value;

11.3.2  The Partner's share under this Agreement of
CareMore Medical Group's losses and of any items then required under applicable tax
laws, rules, and regulations to be deblted to capital accounts of Partners to the extent -
and in the manner so required,; and

11.3.3  On CareMore Medical Group's dissolution and 1n its
winding up, the debits authorized by the provisions of this Agreement that relate to
adjustments of capital accounts in connection with liquidation.

11.4 Capital Account Adjustments on Liquidation. In.connection with
the actual liquidation of the properties of CareMore Medical Group on its dissolution
and winding up, the capital accounts shall be adjusted to reflect the following:

11.4.1  The results of operations for the fiscal period then
ended. '

11.4.2  The results of transactions in connection with the
liquidation.

11.4.3 = Unrealized gain or loss on property of CareMore
Medical Group that is to be or has been transferred to creditors on account of their
claims. or distributed to Partners on account of their interests in CareMore Medical
Group. The amount of such unrealized gain or loss shall be computcd by comparing
the fair market value of any such property to its adjusted basis for federal income tax
purposes. Such unrealized gain or loss shall be allocated to the Partners' capital
accounts in the same manner as the gain or loss from the actual sale of such property
would have been allocated.

11.44  The distribution of cash or property to Partners
made on the liquidation.

If there 1s a deficit in any Partner's capital account after the capital
accounts have been adjusted as provided in this Agreement in connection with the
liquidation of the properties of CareMore Medical Group, that Partner (the Partner at
that time and not any predecessor) shall contribute the amount of such deficit to
CareMore Medical Group before the end of the taxable year of the liquidation or by
such earlier date as may be required to complete the liquidation in accordance with a
duly adopted plan of hquidation. Notwithstanding the foregoing, such deficit shall be
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restored no later than the latest time permitted to remain in compliance with
Regulation Section 1.704-1(b)(i1)(b)(3). Amounts thus contributed shall be distributed
to or among the creditors and Partners in accordance with the then applicable
provisions for distribution of Partmership property on dissolution, winding up, and
liquidation. |

ARTICLE XII.
Dissolution

12.1 Distributions on Liquidation. On the dissolution of CareMore
Medical Group, its business shall be wound up and its properties liquidated, and the
net proceeds of the liquidation, together with any property to be distributed in kind,
shall be distributed as follows:

12.1.1  Those owing to creditors, in the order of priority
provided for by law; )

12.1.2  Those owing to former Partners under Article VII in
the propomon of their respective share of the amounts owed,;

12.1.3 ° To the establishment of any reserves that the
Management Committee may consider necessary, appropriate, or desirable for any
future, contingent, or unforeseen liabilities, obligations, or debts of CareMore Medical
Group, which reserves may but need not be deposited with an independent escrow
holder with instructions to disburse them in payment of those liabilities, obligations,
and-debts and, at the expiration of such period as the Partners may have specified, to
distribate the balance remaining as provided in this Agreement; and,

12.1.4  To the Partners having positive capital account
balances in proportion to the balances in their respective capital accounts after giving
effect to the adjustments of capital accounts in connection with liquidation authorized
by this Agreement, but if all capital accounts then have zero balances such
distributions to Partners shall be made in proportion to the allocation of profit from the
sale of Partnership property apphcable under this Agreement as of the date of such
distributions.

ARTICLE XI1I.
Arbitration

13.1 Binding Arbitration. If any dispute arises between the parties
with respect to the interpretation or enforcement of this Agreement, the pames agree to

R
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work in good faith to resolve such dispute or disagreement. If the parties are not able
to resolve such dispute or disagreement in good faith, they shall submuit it to binding
arbitration by notice from one party to the other.

13.2  Choice of Arbitrator. If the parties can agree to a single arbitrator
within thirty (30) days of one party receiving notice for arbitration from the other
party, such arbitrator shall be chosen.

13.3 Failure to Choose Arbitrator. If the parties disagree as to the
choice of arbitrator, each party shall choose an arbitrator within ten (10) days of the
date in which it is determined they could not agree upon a single arbitrator and those
chosen arbitrators shall choose an additional arbitrator within ten (10) days of the date
in which the last arbitrator was chosen.

13.4 Court Appointment of Arbitrator. If at the end of the ten (10)
days setforth in the proceeding Section the parties’ designated arbitrators cannot agree
on the selection of the third arbitrator, such selection shall be made by the Los Angeles
County Superior Court.

- 135 Resolutlon of Dispute. The dispute between the parties shall be
heard by the arbitrator(s) within thirty (30) days of the date on which the arbitrator(s)
have been chosen. The arbitrator(s) shall, by a majority vote, resolve any dispute or
disagreement within thirty (30) days of hearing the dispute.

13.5.1  Qualifications for Arbitrator. The arbitrator(s) shall
have no qualifications other than a reasonable amount of experience and specialty in
the .area which is the subject of the dispute.

13.52  Conduct. The arbitration shall be conducted
pursuant to the Commercial Rules of the American Arbitration Association.

' 13.6  Effect of Arbitration. The decision of the arbitrator(s) shall be
binding on the parties and may be entered as a judgment in any court of competent
jurisdiction pursuant to the California Code of Civil Procedure.

ARTICLE XIV.

Miscellaneous Provisions

14.1 Transferability of Interests. A Partper's interest in CareMore
Medical Group shall not be transferred, in whole or in part, except as specifically
provided for in this Agreement. Any other purported transfer of all or part of a
Partner's interest shall be void and of no effect agamst CareMore Medical Group, emy

A M A A PRI LAY M
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other Partner, any creditor of CareMore Medical Group, or any claimant against
CareMore Medical Group.

14.2 Effect of Assignment of Interest. Any assignment or
hypothecation of a Partner's interest in CareMore Medical Group shall terminate that
Partner's right to receive any distributions from CareMore Medical Group.

14,3 Indemnification. Each Partner shall indemnify and hold harmless
CareMore Medical Group and each of the other Partners from any and all expense and
liability resulting from or arising out of any negligence or misconduct on its part or the
part of any of its Shareholder Employees to the extent that the amount 1s not covered
by the applicable insurance carried by CareMore Medical Group. :

14.4  Amendments. This Agreement may only be amended upon the
approval of a majority of the Management Committee and the written consent of the
Partners representing fifty-one percent (51%) or more of the Shareholder Employees

14.5 Notices. Any written notice to any ‘of the Partners required or
permitted under this Agreement shall be deemed to have been duly given on the date
of service if served personally on the party to whom notice is to be given, or on the
second day after mailing if mailed to the party to whom notice is to be given, first class
postage prepaid, return receipt requested, and addressed to the addressee at the address
stated opposite his or her name below, or at the most recent address specified by
written notice given to the sender by the addressee under this provision. Notices to
CareMore Medical Group shall be similarly given, and addressed to it at its principal
place of business.

- 14.6 Counterparts. The parties may execute this Agreement In two or
more counterparts, which shall, in the aggregate, be signed by all the parties; each
counterpart shall be deemed an original instrument as against any party who has
signed it.

14.7 Governing Law. This Agreement is executed in and intended to
be performed in the State of California, and the laws of California shall govern its
interpretation and effect.

14.8  Successors. This Agreement shall be binding upon and inure to
the benefit of the respective heirs, personal representatives, executors, administrators,
trustees, successors or assigns of the parties, except to the extent of any contrary
provision in this Agreement. :

14.9  Severability. If any term, provision, covenant, or condition of this

Agreement is held by a court of competent jurisdiction to be invalid, void, or
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unenforceable, the rest of the Agreement shall remain in full force and effect and shall
in no way be affected, impaired or invalidated.

14.10 Authorization. Each person who executes this Agreement on
behalf of a Partner represents and warrants to CareMore Medical Group and all of its
Partners that he/she has the authority to do so on behalf of that Partner and shall -
furnish to CareMore Medical Group at the time of executing this Agreement, evidence
of comsent of all its Shareholder Employees and the Board of Directors of the
professional corporation that they consent to the execution of this Agreement by the
" Partmer. The Partner represents and warrants that the Partner and Shareholder
Employee will be bound by all of its terms and conditions of this Agreement.

14.11 Review by Partners' Representatives. The Partner and/or its
Shareholder Employees have been provided with sufficient time to have this
Agreement and all attached documents reviewed by the Partners, its Shareholder
Employees, its Board of Directors, and the Partner's independent attomey, accountant -
or other professional advisor. The Partner and/or Shareholder Employee is not relying
upon any verbal or written representation made by any member of the Management-
Committee, any other Partner, Shareholder Employee, attorney, accountant or health
care consultant of-CareMore Medical Group, CareMore Medical Management
Company or Downey Community Hospital that is not set forth in this Agreement or set
forth in another written document provided to the Partner and/or its Shareholderﬂ
Employee prior to the execution of this Agreement.

14.12 Entire Agreement. This Agreement contains the entire agreement
of the parties relating to the rights granted and obligations assumed in this instrument.
Any oral representations or modifications concerning this Agreement shall be of no
force or effect unless contained in a subsequent written modification signed by the
party to be charged.

14.13 Signature of Partners. The signatures of the Partners are set forth
in Addendum A (Exhibit A) to this Agreement.

\/ e, :'j‘ : .
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ADDENDUM A

IN WI’INESS WHEREOF, the Partners have executed this Agreement
as of the date opposite their signature to be effective as of the Effective Date.

' Signatures of Parﬁlers

/Afiilflxm LGQQ’/‘ 3 I\ncﬂ

(Print Name of borpo}atxon)

% ﬂ/ /M Yo ”l/za/ofs

(Signature) , (Date)

print Name:  etu®a LOSD@?L, Y p

By Its: //DYQS \ Cﬁ\ Q V\JV

(Corporate title)

Addresses of Partner

Iaco wWadbo ¢ e)&uz{ Sy 1o
udnills o ¢ atos ,

WORD-LA\LBLY70240848.1 -46- .
EXHIBIT:

121200 PAGE_ﬁ_ﬁ___OF —5-%—%& 68178




ADDENDUM A - (Continued)
Consent of Spouses

I certify that:

I am the spouse of a person who is a Shareholder Employee of

A\/J(U\‘QO ..!'3’},95 MO T .

2. I have read and approve the provisions of the CareMore Medical Group
that Partnership Agreement, including but not limited to those relating to the purchase,
sale, or other disposition of the interest of a deceased, retiring, withdrawing, or
terminating Partner or Partner Shareholder Employee.

3. I agree to be bound by and accept the provisions of the CareMore Medical
Group Partnership Agreement in lieu of all other interests I may have in the Partnership,
whether the interest may be community property or otherwise.

: 4. My spouse shall have full power of management of his/her interest
CareMore Medical Group and the Partner in which he/she is a Shareholder Employee,
including any portiom of those interests that are our community property, and he/she has
the full right, without my further approval, to exercise the voting rights as a Shareholder
Employee of a Partner or as a Partner in CareMore Medical Group, to execute any
amendments to CareMore Medical Group Partnership Agreement, and to sell, transfer,
encumber, and deal in any manner with the CareMore Medical Group Partnership
interests, including any portion of those interests that are our community property.

Executed on. 7]”&'5 / D 3 , at &k/ &?/QZZ?/Z@/Z/ )

California.

"Spouse”

k/
/(//51 H A /v‘(_'} /Q.p <

Print Name
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Appeal of Arturo and Maria D. Lopez

Appeal Case ID No. 740943

Submitted by: D. Todd Watkins, Tax Counsel

For: Respondent, Franchise Tax Board

ibi

Appellant Arturo Lopez, M.D.'s_letter to your Board dated September 16, 2014, which
constitutes testimonial evidence.
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CAREMORE

Belleve It

September 16, 2014 RECEIVED

Khaaliqg Abd’'Allah SF2 192012
Appeals Analyst
Board Proceedings Division Board Procesedings °
State Board of Equalization A
P.O Box 942879

MIC: 80

Sacramento, CA 94279-0080

A

REG: Hearing Summary Personal Income Tax Appeal
Case No. 740943
Years 2006 and 2007

To Khaaliqg Abd' Allah:

In order to gain a better understanding of my situation and claims, |
would like to elaborate on the statement that is made in the hearing
summary.

Page 10, line 8 states that self-created assets do not have any cost
basis for income tax purposes and that [ had not provided any
evidence that anything had been paid for the patient roster.

It is unfortunate that CareMore Medical group has been sold multiple
times and that the original finance department no longer exists placing
me in the predicament that | know find myself in. | would like to have
the opportunity to elaborate in my own words my support for the
mentioned claims. | am not an accountant and | am not an attorney
but | hope that you will gain a better understanding in regards to the
patient roster, goodwill claim and the profits that the medical group
made with the contribution that the my senior patients made to the
medical group.

| worked with another medical group in the Whittier community. It was

there that | developed my reputation as a respectable and well liked
Arturo Lopez, M.D. physician. | had a busy practice that consisted of a large senior and
S0 commercial patient practice. Before this medical group became
Whittier, Ca 90605 bankrupt the owners of CareMore saw my potential and asked me to
562-236-2290 join the practice with the promise of becoming a partner once |

brought my senior patients and developed my practice of 400-500

senior members. | started my career with CareMore on March 1, "~ Tagayer Exhibits

. B8
aZ’ Ottober 14, 2015

EXHIBIT: Axuro Lopez And Maria D, Lopez

PAGE / OF q;\ i ;740943
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1999. | joined with the idea and certainty that | would become a
physician partner by bringing my patients and building a large senior
practice. It should be of note that senior membership is crucial to the
survival of any medical group and that they are the most profitable
patients to the practice. At that time, there were three other physicians
that were hired and practiced in the same office that | worked in.
Unfortunately they did not share my success and | was the only
physician that succeeded in becoming a physician partner with
CareMore in 2003.

It took four years of hard intellectual medical work to get ahead and
become a partner with CareMore. If CareMore already had a practice
for me to work in they would have paid me a set salary and there
would have been no need to make me a partner, share in the profits
of the medical group or benefit in the sale of the medical group. It
was due to my contribution of the roster of patients that | brought with
me and the combination of hard work and growing my practice that
eventually assisted in the increase of the value of the medical group.

For this reason, | was able to share in the profits. It took eight years of
hard work and | strongly believe that the doliar amounts that | am
claiming as goodwill and the profit that the medical group made is a
fair value for my hard work. | strongly disagree with the claim that itis
a self-created asset.

Sincerely,

MM /’?’“’5/}70

Arturo J. Lopez, M.D.

EXHIBIT:
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Appeal of Arturo and Maria D. Lopez

Appeal Case ID No. 740943

Submitted by: D. Todd Watkins, Tax Counsel

For: Respondent, Franchise Tax Board
ibi
Diagram of February 28, 2006, Caremore Medical Group sale and merger transaction.
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Arturo Lopez M.D., Inc. - 12/06 ()
~ 4800421068113060

CareMore Medical Group

CareMore

Holdings, Inc.
CareMore P m_haSEd {C-corp}
Medical p/sinterast
Group, Int. CareMore ‘
(C-corp) Medical purchased
Group (p/s) 98% interest
merged 98% purchased | e caremore
CareMore stock Emp{oyee
100% Medical Stock
. & Management Ownership
e Company {pfs) Trust
38 Pariners 2
. {all S-corps) 5 owned
N, F stk ; owned Sheldon
CareMore .
S Miedical Zinberg
100% Enterprises g M.
{C-corp} stock
38 individual
Shareholders Baonald
(all Doctors) Furman
M.D.
Arturo Lopez M.D., Inc. was one of the 38 partners.
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Appeal of Arturo and Maria D. Lopez

Appeal Case ID No. 740943

Submitted by: D. Todd Watkins, Tax Counsel
For: Respondent, Franchise Tax Board
Exhibit BB

The 2006 Partnership Return of Income (form FTB 565 (2006)), (exclusive of Schedules K-1
for the 38 partners) filed by Caremore Medical Group. The Schedule K-1 (565) filed for
partner Arturo Lopez, M.D., Inc., was previously submitted as an exhibit to Respondent's
opening brief.

Total pages - 8



YEAR

2006

Partnership Return of Income

l{!ﬂ?lh’ﬂ}l@[ljlllﬂ‘ltl!LIHJIHMIIHMHHIU S

565

For calendar vear 2006 or fiscal year beginning month

day year , and ending month

day

year

A Poncipal busness activily name
{same as lederal)

MEDICAL SERVICES

Partnership name (place label within block or type or panl)
CAREMORE MEDICAL GRQUP

Check box 1f niame changed D

D FEN

OBA

Prinzipal product of service
B {samepas%ede ral}

SERVICE

s &/

gess s!rted n

Califomz

01/1993

Present address - Number and sbesl, PO Box, rura! route, or FIR no,
4360 SEPULVEDA BOULEVARD, SECOND FLOQOR

year.

C Ponopal gusiness aclvity code
(same as federal)

City Siate ZiP Code

L)

F Ender ota! assels at end of

See instructions.

1,450,446,

. 621111 CULVER CITY, CA 90230 1 Check appiicable box
G Check accountmg method, H secrelary of State (SOS) file number (1) |intat retimn
o () [ cash @) [Xlacerual @) [ Other (attach explanaton) * fo ) B 3] Jhmsnded

Caution: Include only trade or business income and expenses on ine 1a through line 22 below, See the instructions for more information.

Ta Gross recents & 4,547,228, bleswguns =~ & cBalance... o] 1¢ 4,947,228,
2 Cost of goods sold (Bchedule A e 8) ... coiiey vairievinr ve veerivanns reeveens 2 3,640,258,
3 CGROSS PROFIT. Subtract ine 2 rom e 10, . i is veiiiviieeiieer vevvrerenacnannns . el 3 1,306,968,
4 Total ordinary income from other partnerships and fiducianes. Attach schedule.. ... eee eeeenteeeerrrrraravan s 4
5 Total ordinary loss from other partnerships and fiduclanes, Attach schedule ... ....... SEE STATEMENT L el 5 10,030.
Income 6 Total farm profit. Attach federal Schedule F Form 1040} ... .. vvriiiinriiires teivvnnrsennnens e 6
7 Total farm loss. Altach federal Schedule F Fomm 1040) .. voreeiiveviirrevesrereriurnnoncns o 7 -
8 Total gams included on Schedute D-1, Part i, ine 17 (gain only) ..coovv i vncnnnn, e aeenen s B
g Total losses included on Schedule D-1, Pari 1], fine 17 oss only) . oo o iviiveivecinnininnans o 9
10 Other ncome. Attach schedule...... R vee 0. .SEE.STATEMENT. 2 ¢/ 10 2,367,056,
11 Other loss, Attach schedule .. ............ Cheee crecraee ve oy Cr e eemrereaerertae crreereaee- e 11
12 Total income (loss). Combine line 3 through lme LR T e 12 3,663,995,
13 Salanes and wages (other than {0 parners) . ...t i v it et iv et berraineae 13 411,652,
14 QGuaranteed paymenis to partners.. .... ......  te v evreserrantrsrcrerrnareerriaranirt rx 14
Deduc- 115 Baddebls. ..o e Crierrieieaaees * 15
tions 16 Deductible interest expense not claimed elsewhere On relUM. ..o v e v iernrioeiiierciirnrrnnnns 16
17 a Depreciation and amortization, Attach form FTB 3885P..., & 32,405.
ES{CI(?:& b Less depreciation reparted on Schedule A and elsewhere on return , . ... $ ¢ Balance o] 17¢ 32,405,
not 18 Depletion. Do not deduct oil and gas depletion.... «...vviviivnnn. L 18
Z;ayme' 19 Retrement plans, &tC........vvveennn... TR e e et oo |19
payment | 20 Employee benefit programs ... ... .coith i iin i, - vt Crerees 20
21 Other deductions, Atfach schedule. .. voivin i iiir i ccrrreren SEE. STATEHENT 3 e 21 988,310.
22 Total deductions, Add line 13 through line 21 v iervniennen cerevens Cirsenas Ciieeirrensese W] 22 1,432,367,
23 Ordinary income (loss) from trade or business activities, Subtract line 22 frombne 12, .......... e 23 2,231,628,
24 Tax — $800.00 (limited partnerships, LLPs, and REMICs only). See insfructions. ... ... ... ol 24
pay- 25 Nonresident withholding credit (§800 maximumy. See instructions . ......... veeeees 25 N .
ments 26 Amount paid with extension of time to file return (form FT8 3538 ,.. | 26 3
27 Total payments, Add line 25 and line 26........... e es e raans e eeerann 27
28 Tax due, If line 24 is more than line 27, subiract line 27 from Ime 8.0 e rererees vaaes 28
Amount | 23 UseTax. See Instruchions. . ..ot i it recrec e nn s arrsroanssnassss Chenneas e 23
Dueor | 30 Refund. If lhe total of line 24 and line 29 is less than line 27, subtract the total
Refund fromiine 27, oiiiiiinnn, b e ee et eaaa e u s ear e et aaaerans
31 Penallies antd IMerest .o vu i iiiry v teeiiianies aev iy e e [31 l
32 Total amount due, Add line 24, line 29, and line 31, then sublract Ine 27 from the
resull. Make the check or money order’ payable fo the Franchise Tax Board, ... .. 32
Under penalhes ol perury, | declare that | have exammed 1his relurn, lncluding accom anymg schedules and stategents, and fo the best of my knowledpe and befief, 1 s trve,
Please corr::c/md complete, Declaraliop of preparer (olher than Wn rmakon of which pre‘;?vzgs any knawledge
SIgn { z g@,{g Jo .,_.,_5-,__,,-? Py Telephona
Here Signalure of general pafiner Dale
bate Paid Preparer’s SSNPTIN
Paid %ﬁﬁﬁ? > erEe W Al om0 TR e [le
Pre-
arer’s Flrm s name > / O
se £ yous, ¥ LESLIE, WALLACE & ASSOCIATES ®
Only  1seffemployed §310 SAN VICENTE BLVD STE 320
gé LOS ANGELES, CA 90048-5433 . (310)- EXT.
For Privacy Notice, get form FTB 1131. 051 | 3661064 i capasgIZL 12:00/05 Form 565 Cl 2006 Side T -.—- 3
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CAREMORE MEDICAL GROUP . . -
Schedule A Cost of Goods Sold

1 Inventory at beginning of year.......c.ccoeven .. A Veveriey e 1 3

2 Purchases less cost of ilems withdrawn for personaluse......... b Prseecnes srevsaerires 2

3 Costoflabor.. ........ e ety N 31 . g s

4 Additional IRC Section 263A costs. Attachschedule .. . ..o+ coviviinen. © ererireaeaee eiaees 41 "

5 Othercosts. Atfachschedule . ... .. (o Lo i e s SEE.STATEMENT. 4| 5 3,640,259,
€ Total. Addiine Tthrough ne 8. .o it i iriinnas e rtaeres s Cerienan . 6 3,640,259,
7 Invenlory al end of Year ..vvvintviiiicinr it s inrnacnas et rereveeeenas e e reireeeas 7

8 Costofgoods sold. Sublractline 7 from line 6. Enter here and on Side 1, lne 2 .. .o v vt cve i ereenvnnnns 8 3,640,259,
%a Check all mathods used for valuing closig inventory:

0] DCosi (#3) D Lower of cost or market as described in Treas Reg Section 14714 (}) DWrite down of 'subnormal' goods

as described in Treas Reg Section 1.471-2(c) (4 DOther. Specify method used and allach explanation

b Check this box if the LIFO inventory method was adopled thus taxable year for any goods. If checked, attach federal Form 970..,,

¢ Do the rules of IRC Section 263A (with respect to property produced or acquired for resale) apply to the partnership? .. DYes
d Was there any change (other than for IRC Seclion 263A purposes) in determining quantities, cost, or valuations between

e

opening and closing invenlory? If 'Yes, allach explanation..... ........... ... R DY&S DNO

J What type of entily 15 filing this return? Check one only:
e 1 |X]|General partnership
® 2 | Limited parinership reguired to pay annual tax (is deing business n California, 1s registered with SOS, or 1s organized 1n California)

® 3. |Limited partnership, hmited hability company (LLC), or ather enhity NOT required to dpay annual tax
{ts not doing business in California, 1s not registered with SOS, and is not organized in California)

e 4| JREMIC
|| Lirmited lrabity partnership
& & | |Other (See instructions)

-
Ut

K Enler the maximum number of pariners in this parinership at any time during the year, Be sure to altach a California

Schedule K-1 (865) for each partner)............. st e v e rirecarerrens Cherd reeeens e e eaeiiian. . 38
Yes| No

. [s any partner of the parinership related by blood or marriage to any other pariner?..... ... . ... .oove s b ereeereaas ] X

M Is apy partner of the partnership a trust for the benefit of any persen related by blood or marriage {o any other pariner?...... ) X

N Are any pariners in this parinership also parinerships or LLCs?....vuvun.... r e erieas e an ey RN e e X

O Does the partnership meet all the requirements shown in the wnstructions for Question 07...... et rrr e r vt X

P s this partnership a pariner in another partnership or LLC? If "Yes,' altach a statement
with the name(s) and FEIN(s) of eachentity. . ... oo iiiiiiiiians cenns e aaeeaanee SEE..BTATEMENT.5..., | X

Q Was there a distribution of property or transfer (for example by sale or death) of a parinership interest during the taxable
year? }f 'Yes,' see the federal instructions concerning an election to adjust the basis of the partnership’s assels under IRC
Section784....... . e ter e fe e e et a e e s e e e a e et r et ie et aanaaae ey ey ayan . X

R Is this partnership a publicly traded partnership as defined in IRC Section 469()(2)2....... Cieianaes Cerreeriens e eierrrarn X

S Is this partnership under audit by the IRS or has it been audited In a prioY Year?., . ..viviivrerace vons e rtnerr e oy X

T (M ifthis pgdnershig (or any lega! entity in which it holds a controlling or majority inferesty owned or leased real properly in

California, was there a change 1n confrol or majority ownership of any one of them this year?......  ...cicoiiivani, . X
(2) For ihis taxable year, did this partnership {or any legal entity in which it holds a controlling or majority interest) acquire

control or majorily ownership of any other legal enlily thet owned or leased real property in California?................ e @ x
(3) If this partnership (or any legal entity in which it holds a controliing or majority interest) owned or leased rea! property in

California, has more than 50 percent of the pailnershup inferest cumulatively fransferred in one or more {ransaclions since

March 1, 18757 . feearnanenn RO ® X
{Penalties May Apply — See Instructions.)

U {1) Does the parinerstup have any foreign nonresident partners?...... PO et e rtaet i Veree wieeen [ X
(2} Does the parinership have any nonrasident partners?..... b rees e earr e Ceeeren paeenieiaeres fie rrerarreees ] X
(3) Were Form 592, Form 592-A, and Form 592-B filed for these paniners?. . ov e ii i iiiircenreier e e encricaneens ) X

V Is this an invesiment partnership? See General Information O, Investment Partnerships, in the instructions ........... ..., . ® X

W s the partnership apportioning income to California using Schedule R?...... oottt b aecmaraaeens Cieaierereas e @ X

X Has the partnersh;p included a Reportable Transaction, Listed Transaction, or Registered Tax Shelter within this return? (See
instructions for defintions.) If 'Yas,' complete and attach federal Form 8885 or 8271 for each such {ransaction............. R h'd

Y Did thus partnership file the Federal Schadule M-3 (Form 1065)?,..... e v tiaereras Cnerrerie arreres revers e eaenees . X

Z Is this parinership a direct owner of an enlity that filed a federal Schedule M-37... ...... .. Cereerieees e e .o X

AA Does this partnership have a beneficial interest in a trust or is it a grantor of a trust? AH&Eh name, address, and FEIN. ..., Xl -

Side 2 Form 555 C1 2006 051 | 3662064 iy T B chmm 1200406
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CAREMORE MEDICAY, GROUP
Schedule K partners’ Shares of Income, Deductions, Credits, Etc,

a ®) ) (©)
D;smbuﬁvé §hm items Amountis from Califomia Total amounts
federal K (1065) adfustments using Californialaw
1 Ordinary ncome (foss) from {rade or business actmt
e ina gy (o o rade e bsess actes .. ...l 1 le 2,230,028, 1,600. 2,231,628,
2 Netmcome (foss) from renlal real estale acinities
Altach federal FOm 8825 ... iiinrnrer onnrneennnann| 2
3a Gross income from other rental activities.... ....] 3a
b Less expenses, Atlachsch .. ... Caraaasena feieniaias 3b
€ Net income (Joss} from other rental actvilies, Sublract
e 3D oM NNE 38 . 0t v s eenersmere 10 crvescrannnae 3¢ *
f 4 Portfolio income (loss). See instructions:
X alnterest INCOME .. ... o0 v veveerians .. .. 4a 141,525, » 141,525.
2 b Dividend income ... ...... . U 1 .
£ ¢ Royalty mcome.,......o. coveunn.., e 4c .
é d Net capital gain (loss) Schedule D (565)...... .| 4d 2,280,171, 2,280,171.
5 € Other porifoho income
5 (lo5s). AUIEN SEHEUIE . « i v s ves v ercrervnnrersnnrsenan 4e .
5 Guaranteed payments to partners  ............ | § [
&a Total Gam under IRC Seclon 123) &
¢alber than due (o casually or heMh. v v vrvevnvansee o008 4
b Total Loss under IRC Sechion 123} 6h
(olher than dueto casualyorthef, . oo vs vvh svvaivasaes .
7 a Total other meome,
Attach schedvle. .o .vv e 4., SEE .STATEMENT. S| 7a 750,389, 750,389,
b Total other loss. Attach Schedule  ..uivivravniivarse...]| 7B
8 Chantable coninbubions. See
H nsinctions. Attach schedue, . ... ..STATEMENT.7| 8 250,000, 250,000,
D -
Expense deduction for recavery property (R&TC Sections
g 9 e 3 (5565 6 17548, and HC Becton 175). Atach schedule
7 or worksheet for 179 dedictions. ... .,...... cierers o] B
{ | 10 Deduchons related o
g poilolio meome. . . . . O 1)
s | 11 Otlher deductions.
Aach schetle, v o ve s vueser s ones Leeceans NPT k)
12a Interest expense on Investment debts,....... .|12a .
'N 'n b (1) Inv mcome included on Ins 4a, 4b, 4e, and line 4e above. .| 12b (1) 141,525, 141,528,
VT {2) Investment expenses ncluded or ine 10 28DOYE . . cvvu .. . 12b (2)
13 & withholding on pymals to parinership aliocated to ali pariners. ., . | 133 ah A,
b Low-income housing credit........ P 1 e
¢ Credil(s) other than the credid shown on fine 13b refated to renlat o ';':,".’;“' -
g real estats eclvities. AUACh SCHEAUIE. o vvvvrrrvnurenrvnn. 13¢ ST
E d Credit(s) retaled to other rental )
? actwtts(eg.atiachschedule.. ...... N -1 |
g € Nonconsenting nonresiden! member's tax aliocaled to afi partners. | 13 = -
14 Oiher credits, See instructions. s, s
Atlach schedule, ... .- .. e ety verenee |14 - e
P 15 a Dapreciation adjusiment on property placed In service
akh BREF 1986, v o uverroncorsanres s P R E T
SE| bAdustedgainorloss........... B 15k
&, ¢ Depletion (other than oil and gas)............... 15¢
T I d (1) Gross mcome from o, gas, and gaothermal propettes.. . . . . 15d {1)
A S {2} peduclons altocabls to o, gas, and geothermal properhes. .| 15d (2)
Xs € Olher adjustments aod tax
preference dlems. ABCh schedule, ..y vvu s e e viavoanannns i5e
16 a Tota! expendifures fo which IRG Section 55(e) election may
apply. Attach schedule, s voennns RN 1|
b Type of expenditures 16b ' - ‘x i
o | 17 Tax-exemptinterestincome..............v.e . | 17
& | 18 Other tax-exempt ncorme. . ........ T .18 .
£ 118 wondeductible expenses. .. ... SEE .STATEMENT 8|19 1,600, 1,600,
20  Distobutions of money (cash and markelable secunties). . . .. ... 20 3,713,228, 3,713,228,
21 Distribution of property other than money.. .....[ 21
22 Otrer dems and amts reporied separately to partners. 3
See instructions. Altach scheduls, . ... .. STATEMENT, 9] 22 3 .
AY
NS |23 a;&‘cta;dtggxbd;ge mctggwefpa {neng t;-?cr?fﬁecmbm?fﬁne 8‘ t&m h
Ad ine 7 above, From result, sul sum of hne oug
LS 12 128 08 108 Y88 . 4 4 4« i vt nve s ssosnnsnnenns eo...| 23 5,152,113, 1,600,|s 5,153,713.
b Analysis by type (2) Corporate (b} Individual ) )] &)
panner: i Active ii Passive Parinership Exempt Organizaton | Nomunee/ Other
1) Genenal
M paniners 5,153,713,
@ Lmted
pariners e
—— e §
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CAREMORE MEDICAL GROUP

Schedule L Balance Sheets, See the instructions for Question O before completing Schedutes L, M-1, and M-2.
Beginning of income vear End of Income year
Assets @ ®) ) @
T CBSH . ovreerreeeeviiniererneaes caens [ B R 598,741, |4 70T ARS 1,490,446,
2a Trade notes and accounts receivable, ... .. 1,818,410, (WM 080T R e e ST
b Less allowance for bad debis............. 1,818,410,
3 lnventories............ R 0““%‘%»»‘ e @ 7, 3"‘5 % }55"‘% gj(;*‘ o
4 U.S. government obligations. ......... ... %&g%“"”” ]
I T 3%
5 Tax-exempt securities.............. ..... SUARS
6 Other cumentassels . .....STATEMENT .10 | ?w$@ﬁﬁﬁﬁ. ; 5,612,008,
7 Mortgage and real estete loans........... T ?’;ﬁ‘ ?;}b S X
8 Otherinvestiments.......co.euvens.. v ae SRR 3
Sa Buildings and other depreciable assets. ... SR R & e g Syu ]
b Less accumulated depreciation .......... [
10aDepletable assets.......covves crvenent.. wERSG 0 g a P e [
b Less accumulated depletion........... .
11 Land (net of any amortization)........ ... SRR e v sy G T Hle
12a Intangible assets (amortizable only}. .. 3,495,787, < . i
b Less accumulated amortization ........ :L 834 98 8 1,660,808,
13 Otherassgts...... SEE. . STATEMENT . 11 . B 462,400.
14 Total assels.... ... . T 10,152, 358. 1,490 446.
Llabdmes and Cap;ta! e s N L
15 Accounts payable..... Vereaenn R | 300,070.
16 Mortgages, notes, bonds payable In less than 1 year ’ 70,000.(
17  Other current hahilies .. ., . STATEMENT .12 "' 7,548,310, 11,600,
18 Al nonrecourse (0ans, ........... e ‘ ‘
19 Mortgages, notes, bonds payable In 1 year or more. .. 2,162,136,
20 Other habiities .. .. SEE. .STATEMENT .13 146,028, 114,138,
21 Partners' capital accounts........ Veseeas ~74,177. 1,364,708,
22 Total liahilitiesand capital .... .......... 10,152,368, : 1,480,446,
Schedule M-1 Reconcxha‘hon of lncome per Books With Income per Return. Use total amount under Califomia law,
If the partnership completed federal Schedule M-3 Form 1065), see instructions.
1 Net income (loss) perbooks............. 5,152,113, 6 incomerecorded on books this year not included
on Schedule K, fine 1 through line 7. ltemize:
2. income bcked an Schede K Ine 3 Teksut st §
this year. Hemize: .
.
3 Guaranteed paymenis (other than health insurance). . 7 Deductions included on Schedule K,
4 Expenses resorded on books this year ot included line 1 through line 122 and line 16a,
on Schedule K, line 7 thru line 122 and fin2 16 not charged against book income this
lemize: year, ltemize:
a Depreciation.... .. s a Depreciation ... §
b Travel & entertainment $
¢ Limited partnership tax § 1,600, *
8 TolaloflineGarndline7.............,
, Ll 1.600-1 5 income (loss) (Schedule K, line 23a).
5 Tolal of line 1 throughbne 4............. 5,153,713, Subtract ine B from line5...,.... ..., 5,153,713,
Schedule M-2  Analysis of Partners' Capital Accounts
1 Balance at beginpingofyear... ........ -74,177.] © Distributions: aCash....,.... ... . 3,713,228,
2 Cap{ial contribuled durfing vear.,........ ® 7 Other desreases, hProperty......... .
3 Netlincome (fuss) per books. ............ 5,152,113, ftemize:
A& Qther increases. temize:
®
L4
8 Totaloflinebandiine7...c.vvvvnenn 3,713,228.
5 Tolal of line 1 throughfine 4 ............ 5,077,936.1 9 Balanceatend of year. Sublract fine 8 from ling’8 "1, 364,708,
Side 4 Form 565 C1 2006 051 | 3664064 CAPASSIAL 12123106
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TAXABLE YEAR

Capital Gain or Loss

2006

. “CALIFORNIA SCHEDULE

D (565)

Name as shown on retum
CAREMCORE MEDICAYL, GROUP

Secretary of Siale File Number

FEIN

(a) b {D {0
Descriplion of propert Date éc?;mred Dat(:g;gld Sales price Costor Gain (loss)
Example, 100 shares 7% (mo., day, yr.) (mo., day, yr.)| See instructions, other basis (d) minus (e)
preﬂarredY of Z' Company See instructions.
BASIS ADJUSTMENT VARIOUS 2/28/08 744,000, -744,000.
INTANGIBLE ASSETS WRITE-QFF VARIQUS 2/28/06 2,075,368, -2,075,368.
1 Enterlme 1, column D iotals here. . .oovverii i ciciccinsnnsss ey e e ae anaaees 1 -2,819,368.
2 Capital gan from insteliment sales, from form FTB 3B0SE, line 26 or hne ¥ S 2
3 Parlnership's share of nel capital gain (loss), including gains (losses) from LLCs, partnerships, fiduciaries,
and S corporalions ... e v i s e e e, et e deiee rares .3 5,099,539,
4 Capltal gain distribulions. ....ocovciiiini i cre e e Ceerraes ererraans Y
5 Net capital gann (loss). Add line 1, line 2, lme 3, and hne 4 Enter total here and on Schedule K, fine 4d, and
each pariner's share on Schedule 'K-1 (565), nedd. i Ceviens it s corenenn B . 2,280,170 .
-

CAPASS01L 12/04/06
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PAGE 1

03:44PM

2006 CALIFORNIA STATEMENTS
CLIENT 80017 CAREMORE MEDICAL GROUP
8115107 .
”-‘;ﬂ‘;‘"
STATEMENT 1 v
FORM 565, PAGE 1, LINE 5

ORDINARY LOSS FROM PASSTHROUGH K-1'S

CAREMORE MEDICAL MANAGEMENT COMPANY
10000 LAKEWOOD BOULEVARD DOWNEY, CA 90241

854420035, .. i e e i e .3 10,030,

TOTAL $ 10,030,

STATEMENT 2
FORM 565, PAGE T, LINE 10
OTHER INCOME

EMPLOYEE PHYSICIAN & EXPENSE REIMBURSEMENTS ... . ......cccociiiiimiininiiinann. $ 360,468.
EXPENSE REIMBURSEMENT - TRANSACTION COSTS.........cccooo v iiiie vivininiianinis 2,000,000,
OTHER OPERATING INCOME ... ..ciiiiiiiiii it cie isecnnans crenienes 6,588,

TOTAL § _ 2,367,056.

STATEMENT 3
FORM 565, PAGE 1, LINE 21
OTHER DEDUCTIONS

TOTAL 3 988,310,

STATEMENT 4

FORM 565, SCHEDULE A, LINE 5

OTHER COSTS

CONTRACTED OVERHEAD .. ... ... i e 5 1,516,474,

PROVIDER FEES (TPA) .ottt iiiiirs ciiiiascinaiiracsannrascvans s inreaaiss 2,123,785,
TOTAL $__ 3,640,258

EXHIB
PAGE
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2006 CALIFORNIA STATEMENTS PAGE 2
CLIENT 80017 CAREMORE MEDICAL GROUP

8/15/07

STATEMENT S
FORM 565, ITEM P
PARTNERS IN ANOTHER PARTNERSHIP ORLLC

ENTITY I.D.
NAME OF ENTITY NUMBER

CAREMORE MEDICAL MANAGEMENT COMPANY 95~4420935

STATEMENT 6
FORM 565, SCHEDULE K, LINE 7A
OTHER INCOME (LOSS)

CANCELLATION OF DEBT. .. it e et an e 3 750,389,
TOTAL § 750,389,

STATEMENT 7
FORM 565, SCHEDULE K, LINE 8
CHARITABLE CONTRIBUTIONS

CASH CONTRIBUTIONS - 50% LIMITATION. ... .iiiviiiiiiriiretvrnenraraaenaananesinaans § 250,000,
TOTAL § 256,000,

STATEMENT 8
FORM 565, SCHEDULE K, LINE 19
NONDEDUCTIBLE EXPENSES

FORM B65/568 TAK ..ttt i et e e an e e et hea et snens $ 1,600,
) TOTAL § 1,600,

STATEMENT 9
FORM 565, SCHEDULE K, LINE 22
OTHER REPORTABLE ITEMS

PROPORTIONATE INT. OF AGGREGATE GROSS RECEIPTS.....cccvciiiiiriiiiciiiiinc.. $ 7,455,688,

STATEMENT 10
FORM 565, SCHEDULE L, LINE 6
OTHER CURRENT ASSETS

BEGINNING ENDING

INTEREST RECEIVABLE........iciiiiiir oot conniirencanenananres $ 22,906. $ 0
NOTE RECEIVABLE = CIS..........cccociiiir vriciinereiiienieicrinnenns. 3,800,000, 0
OTHER CURRENT ASSETS......cocoviirerioiviriniinirioeeresnsisrnaneeneosns 92,153, 0.
PREPAID EXPENSES.......cii tiiciiiiiin vint rver vaeneennneenneireanans 249,266. 0.
0.
]

RECEIVABLE ~ PARTNERS........c.ciiviiiiiiiiiiniiiaiiniciinnninins 1,447,683,
TOTAL § 5,612,008, 3

R >
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2006 CALIFORNIA STATEMENTS PAGE 3
CLIENT 80017 CAREMORE MEDICAL GROUP
8/15/07
STATEMENT 11
FORM 565, SCHEDULE L, LINE 13
OTHER ASSETS
~BEGINNING _ _ ENDING
INVESTMENT - CAREMORE INSURANCE SERVICES, INC.............. $ 4,900. % 0
INVESTMENT = CHMC.. ....o.ooviiiiiiiiis o e e ceeniiasineians 457,500, 0.
TOTAL §__ 462,400, 3 0.

STATEMENT 12
FORM 585, SCHEDULE L, LINE 17
OTHER CURRENT LIABILITIES

BEGINNING ENDING
ACCRUED EXPENSES........ cociiiiiiiiiiis i ciiieeiciienes s $ 0. % 11,600.
ACCRUED MARAGEMENT FEES........... .iciiiih tiiieiicaineainanens 3,524,348, 0.
ACCRUED PAYROLL.. .ivtiiiiiiiiiiiiiicini i iiiis iriieciinnaneanans 215,055, 0.
INTERCOMPANY ~ CMMC..... ... i i e 25,482. 0.
INTERCOMPANY - QTHER ENTITIES......... ..o v, 1,806,253, 0.
PROVIDER FEES PAYABLE (IBNR)................  cocrvvrrrininineinins 1,870,841, 0.
UNEARNED CAPITATION REVENUE...........cvviiiiiiiis vrr viieeriicnieas 106,331, 0.

TOTAL § 17,548,310. § 11,600,

STATEMENT 13
FORM 565, SCHEDULE L, LINE 20
OTHER LIABILITIES

BEGINNTHG ENDING

PARTNERSHIP INVESTMENT - CAREMORE MEDICAL MANAGEMENT CO § 146,029. § 114,138,
TOTAL $ 146,029, § 114,138,




Appeal of Arturo and Maria D. Lopez

Appeal Case ID No. 740943

Submitted by: D. Todd Watkins, Tax Counsel
For: Respondent, Franchise Tax Board
Exhibit CC

The 2007 Partnership Return of Income (form FTB 565 (2007)), (exclusive of Schedules K-1
for the 38 partners) filed by Caremore Medical Group. The Schedule K-1 (565) filed for
partner Arturo Lopez, M.D., Inc., was previously submitted as an exhibit to Respondent's
opening brief.
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REQID! Page 1 aof 171

FL DT: 10/15/2008 Total Pages in Return 171
TAXABLE YEAR CALIFORNIA FORM
2007  Partnership Return of Income ... 565
For calendar year 2007 or fiscal year beginning month 2007-01-01 and ending month 2007-12-31
A Principal business activity name Partnership name (place fabel within bluck or type or print) Check box if name changed [ D FEIN
(same as federal} CARE . ‘——7
CAREMQORE MEDICAL GROUP [ ]
DBA E Date n California
B Principal product or service ° 1993.06-01
sErisame as federal) Address (incluging sulte, room, PO Box, and PMB no ) F Enter tota) assets at end of year.
12900 PARK PLAZA DRIVE See instructions.
€ Principai business activity code City State} ZIP Cpde ®3 1,480,446
{same as federal) Check anplicable b
° | cermiros cal sarma I he[(j‘_] apg !t:a e box
621111 H Secretary of State (S0S) file number (1)L Initial return
G Check accounting method: 1 (Z)M FINAL i3}l:iAmended
¢ (130 Cash {2}(¥) Accrual (33C) Other (attach explanation) [ ] RETURN return
Caution: Include only trade or business income and expenses on line 1a through line 22 below. See the instructions for more information.
1 a Gross receipts or sales § b Lessreturnsand allowances $ ... ¢ Balance @ _1¢ 600
2 Costofgoods sold (Schedule A B B) . . .o e 2 00
3 GROSS PROFIT. Subtract ling 2 from line 10 . . ... . e e e e ®| 3 00
Income | 4 Total ordinary income from other parinerships and fiduciaries. Attach schedule. . ............... ... ... o 4 00
5 Total ordinary loss from other parinerships and fiduciaries. Attach schedule ........... .. P, ® 5 ag
6 Total farm profit. Attach federal Schedule F(Form 1040). . ... . oo ® 5§ ag
7 Total farm loss, Attach federaf Schedule F (Form 1040). .. ... o o o 7 4o
8 Total gains included on Schedule D-1, Part I}, line 17 (gainonly). ... ... il ® 8 00
9 Total losses included on Schedule D-1, Part I, line 17 {Jessenly) ... ... . v i ® 9 00
10 Otherincome. Aftach SChedUle. . .. . e ® 10 00
11 Otherloss. AttaCh SChedUle . . ... ® 11 ag
12 Total income (loss). Combing line 3 Inrough N8 17 . .ttt e e e e et e e e e @12 00
13 Salaries and wages (otherthantopartners). .. ... .. ... . i it e 13 00
14 Guaranteed payments 10 ParteIS « . .t e e e e 14 g0
Deduc- | 15 Baddebls. . ..o o ® 15 04
tions 16 Deductible interest expense not claimed elsewhere ONTEIUM L .. ot i i e i eens 18 00
17 a Depreciation and amortization. Attach form FTB 3885P § _
Enclose, b Less depreciation reporied on Schedule A and elsewhere onreturn § T ¢ Balance @ | 17¢c Qg
butdenot| 13 Depletion. Do not deduct il and gas depletion .. ... .. . 18 00
staple, any A
payment | 19 Relirementplang, ete. ............. ... ... S 18 ga
20 Employee DENEfit PIOGrams . .. ... . e e B 29 00
21 Otherdeductions. AtlaCh sChedUIB. ... L e e ®| 21 611,191,00
22 Total deductions. Add ling 13 through line 21 . o . et e | 22 611,1911/00
23 Ordinary income (loss) from trade or business activities. Subtractline 22 fromling 12 .. ... ............ e 23 -611,191100
Pay- 24 Tax — $800.00 {LPs, LLPs, and REMICs onfy). Seeinstructions. ... ... oo in e e 24
ments 25 Nonresident withholding cradit ($800 maximum). See instructions .. . ... ... 25 00 .
26 Amount paid with extension of time to fite return {form FTB 3538) .. ........ 26 00] .
27 Total payments. Add e 20 and ling 26 L . ity ieaeas 27
28 Tax due. Ifline 24 1s more than line 27, subtract ling 27 fromline 24 ... . o er it 28 00
Amount | 23 USETAX. Se8INSIrUCONS. . ..ot e 29 0100
ggfug; 30 Refund. If the total of line 24 and iing 29 is less than fine 27, subtract the total trom line 27 ., .. 30 . .00
31 Penallies and INlerest. . .o e e 3 l (00
32 Total amount due. Add line 24, line 29, and line 31, then subtract fine 27 from the result.
Make the check or money order payable to the Franchise TaxBoard. .. .................... 32 .00
Linder penalties of perjury. | declare that | have examined this refurn, including accompanying schedules and statements, and to the best of my knowladge and belief, it is trus,
Please | corect, and complete. Declaration of preparer (other than taxpayer) is based on all information of which preparer has any knowledge.
Sign Telephone
Here JOHN KEIPP MD INC General Partner hd .
Signature of general partner Date { )
gaid Date Check if Paid Preparer's SSN/PTIN
: reparer's N
g?g:)ar- signature P Greg Wallace 20081045 |soompored L) @
or's Use| Firm's ;ar?fe {OF | ES1LIE WALLACE & ASSOCIATES ° Telephone . FEIN
QUrs 1 seil-
Only gmplgye d  Pe310 SAN VICENTE BI VD STE 320 { } 3235496900 (
and address LOS ANGELES CA 900485488 )
. T
¥ :
For Privacy Notice, get form FT8 1131, l 3661073 l i C// Form 565¢1 2007 Side!1
S EXHIBIT, ) :

U 2
PAGE or ]
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DLN:

REQID: Page 2 of 171
FL DT: 10/15/2008 Total Pages in Rerurn 171
Schedule A Cost of Goods Sold
1 INVentOry 8L BeginniNg Of YBar . . e e i e 1 Qg
2 Purchases less cost of items withdrawn for personal USe . .. o e e 2 a0
3 Costoflabor. ... .. ..o e e 3 00
4 Additional IRC Section 263A costs. Attach schedule ... . .. . e 4 g0
5 Othercosts. Attach schedule ..................... e e 5 60
B Total Add lime 1 trougn ne 5 Lo e B a0
T INVERLOrY L @N0 OF YBAT . . .o e e 7 20
8 Costof goods sold. Subtract line 7 from line 6. Enter hereand on Side 1, line 2. ... ... ... i it 8 g0
9 a Check all methods used for valuing closing inventory:
(1) CCost {2) [l Lower of cost or market as described in Treas. Reg. Section 1.471-4 (3) [write down of “subnormal” goods as
described in Treas. Reg. Section 1.471-2(c) {4) D 0ther. Specify method used and attach explanation
Check this box if the LIFO inventory method was adopted this taxable year for any goods. |f checked, attach federal Form 970 ... .. ... 0
¢ Do the rules of IRC Section 263A (with respect to property produced or acquired for resale} apply to the partnership?. .............. Cves #No
d  Was there any change (other than for IRC Section 263A purposes) in determining quantities, cost, or valuations between opening )
and closing inventory? 1 FYes,” altach explanation . ... . e e CvYes ™No
J What type of entity is filing this return? Check one only:
o1 [Y) General partnership
o2 [} Limited partnership required to pay annual tax (is doing business in California, is registered with SOS, or is organized in California)
®3 [ Limited partnership, fimited liability company (LLC), or other entity NOT required to pay annual tax (is not doing business in California, is not
registered with 808, and is not organized in California)
@4 {1 REMIC
o5 U1 Limited liability partnership
o6 [ Other (See instructions)
K Enter the maximum number of partnars in this partnership at any time during the year, {Be sure to attach a California
Schedule K-1 (565) for each partner) .K=1s Filed by Magnetic ar Mass Mediab ...................................... ° 38
Tortal K-1s filed by Magnetic or Mass Media
Yes No
L Is any partner of the partnership related by blood or marriage to any otherpartner?. ... ... i L v
M Is any partner of the partnership a trust for the benefit of any person related by blood or marriage to any other partner?. . ... ....... ® v
N Are any partners in this partnership also partnerships or LLCS 2. .. .. o i e v
0O Does the partnership mest all the requirements shown in the instructions for Question 02 . ... ... ... i .. Y
P s this partnership a partner in another partnership or LLC? If “Yes,” attach a statement with the name(s) and FEIN{s) of each entity . ... v
Q Was there a distribution of property or transfer {for example by sale or death} of a partnership interest during the taxable year?
if “Yes," see the federal instructions concerning an election to adjust the basis of the partnership’s assets under IRC Section 754 . ... @ v
R s this partnership a publicly traded partnership as defined in IRC Section 469(K){2)2. .. ... o i v
$ Is this partnership under audit by the IRS or has it been audited inaprioryear?. .. ... v
T (1) For this taxable year, was there a change in control or majority ownership for this partnership (or any legal entity in which it holds
a controlling or majority interest) that owned or leased real property in California? . ........... ... ... L ] v
(2) For this taxable year, did this partnership (or any legal entity in which it hoids a controlling or majority interest) acquire contro} or
majority ownership of any other legal entity that owned or leased real property in California? ................ .. it ® v

(3} If this partnership (or any legal entity in which it holds a controlling or majority interast) owned or feased rea! property in California,
has more than 50 percent of the parinerships interest cumulatively transferred in one or mare transactions since March 1, 1978,

which was not reporied 0N @ Previous Year s X TBIUIN T L. Lo e e e ® v
(Penalties May Apply - See Instructions.)
U {1} Does the partnership have any foreign nonresident DarNBrS T . .o .ttt e e e e e ® v
{2} Does the partnersnip have any NONMTESIIENT DM NEIS Y L\ o oottt st st e e e n ittt e s ® v
[38) Were Form 592, Form 592-A, and Form 582-B filed forthese partners?. . ... ... i i ® v
V s this an investment parfnership? See General Information 0, Investment Partnerships, in the instructions. .. ............ .. ..., ® v
W s the partnership apportioning income to California using Sehedule R ... . o i e [ ] v
X Has the parinership included a Reportable Transaction or Listed Transaction with thig return?
{Gee instructions for definitions.) If “Yes," complete and attach Form 8886 for each transaction ....................oiin. .. ® v
¥ Did this partnership file the Federal Schedule M-3 (Form 1085)7 .. .. ... it i e L v
Z s this partnership a direct owner of an entity that filed a federal Schedule M-32 ... ... .. i ° Y
AA Does this partnership have a beneficial interest in a trust or is it a grantor of a trust? Attach name, address, and FEIN. . .........., ® R4
; R |
Side2 Form 565¢1 2007 | 3662073 ] I
- EXHIBIT: C;? !
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REQIDS

FL DT: 10115/2008

Schedule K Pariners’ Shares of Income, Deductions, Credits, Etc.

Page 3

of 171

Total Pages in Return 171

(a) (b} fe) b
Distributive share items Amounts from California Telal amounts using
federal K (1065) adjustments California law
1 Ordinary income {loss) from trade or business activities . . ................ 1 -611,191 g -611,191
2 Netincome (loss) from rental real estate activities. Attach federal Form 8825. .. .. 2
3 a Grossincome from ofher rental activities. . ............. ... o oL 3a
b Less expenses. Attach schedule. . ... ..o i 3b
¢ Netincome (loss) from other rental activities. Subtract line 3b
froming8a ... o e 3c [ ]
o 4 Guarantesd paymentstopartners.......... .. i 4 [ ]
& |5 IntereStinCOmE . ... ..o 5 72,985 ° 72,985
g B DIVIDENAS. . .. 6 [ )
s T Royalties ... 7 [ 2
= B Net short-term capital gain (loss) Schedule D(588) ................... 8
9 Net long-term capital gain {loss) Schedule D (585}, ............ ... ... 9 2,000,000 2,000,000
10 a Total Gain under IRC Section 1231 (other than due to casualty or theft). .. _10a L
b Total Less under IRC Section 1231 (other than due to casualty or theft). .. | 10D [ ]
11 a Other portfolip income (Joss). Attach schedule .................... 11a ®
h Total other income. Attach schedule. .. ........... ... .. ... ... 11k
c Totalotherloss Attachschedule .. ..o oo v 1i¢
12 Expanse deduction for recovery property (IRC Section 179 and R&TC
Sections 17267.2, 17267.6, and 17268), Attach schedule ............. 12
. (132 Charitable contributions. See instructions. Attach schedule. .. ........ 13a
8 b Investment intereSt expense. .. .. .. ... i 13b ®
g ¢ 1 Totalexpenditures to which IRC Section 53(g) election may apply. Attach
3 schedule. ... ... .
2 Type of expenditures
d Deductions related to portfclioincome. . ... ... L C.
¢ Other deductions Attachschedule ... ..............................
15 a Withholding on payments to partnership alfocated to all partners ... ... ..
b Low-income housingcredit ... ... .
£ ¢ Credits other than the credit shown on line 150 related to rental real
@ eState aCtVIIES . ...
et d Credits related to other rentalactivities. .. ... ............ ... ier. ..
¢ Nonconsenting nanresident members’ tax allocated to alf partners .. ... . ..
FoOthereredits ooy e
£ » |17 @ Depreciation adjustment on property placed in service after 1986 ....... ..
:—g 5 b Adjusted gain orloss .. .. .. . g
f E ¢ Depletion {otherthanoifandgas). ........... ... ... . ... ... .. ..
% § d Gross income from oi!, gas, and geothermal properties. .............. . 1
§ 5 ¢ Deductions aliocable to oil, gas, and geothermal properties. . ............ i7e
< t Other alternative minimumtaxitems .. ... oo 17
18 2 Tax-ex8mpUinterestinCOMe ...\ i r v s v s e en e s 18a
= b Other lax-eXemptinCoOmE . ... .. i i i e ans s 186 [ 2
“é ¢ Nondeductible expenses . .. ... e 1 186 3,133 3,133
& 18 a Distributions of money (cash and marketable securities), . ... 18a |- 2,823,369 2,823,368
_:=: b Oistribution of property olher than money .. ..ooovvvinn voineee 18h
£ 20 3 IVeSIMENtINCOME . . ... .\t 202 72,985 72,985
e B Investment BXPeNSES ... . ... e 28h
¢_ Other information. Seeinstiuctions . oo 20¢
21 a Total distributive income/payment iters. Combing lines 1, 2, and 3¢ through 11¢.
From the result, subtract the sum of lings 12 through 138, .. . ... ... 21a 1,461,794 [ 4 1,461,794
b Analysis by type {a) () Individual {c) {d} (&)
2 of partner: Corporate i. Active ii. Passive Partnership Exempt Organization:  Nominea/Other
'E‘ {1} General partners 1,461,794
=< {2} Limited partners
X ) ) B =
- ,
| 3663073 [ gypgit: & Form 5651 2007 Side 3
PAGE or _9
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REQID:

FL DT: 10/15/2008

Page

4 of 171

Total Pages in Return 171

Schedule L Balance Sheels. See the instructions for Question O before completing Schedules L, M-1, and M-2,
Beginning of income year End of ingome year
Assets (2) (b} {c) {d}
T oCash. 1,490,446
2 a Trade notes and accounts receivable .. ..... ...

[T~ = R« I & I

10

11
12

13
14

b Lessallowanceforbaddebts. . ..............

{nventories
U.S. government obligations
Tax-exempt securities
QOther current assets. Attach scheduie
Mortgage and real estate loans
Other investments. Attach schedule

a Buildings and other depreciable assets

b Less accumulated depreciation

a Depletable assets

b Less accumulated depletion

Land (net of any amortization). ... .............. B

3 Intangible assets (amortizable only). ... .. NP

b Less accumulated amortization

Other assets. Attach schedule
Total assets

Liabilities and Capitai

15
16
17
18
19
20
21
22

Accountspayable. . ... ...l
Mortgages, notes, bonds payable in less than 1 year
Other current liabilities. Attach schedule
All nonrecourse loans

Mortgages, notes, bands payable in 1 year or more . -

Other liabilities. Attach schedule
Partners’ capital accounts
Total liabilities and capital

1,490,446 |

11,600 |

114,138 |

1,364,708

1,490,446

Schedule M-1 Reconciliation of Income per Books With Income per Return. Use total amount under California law.
If the partnership completed federal Schedule M-3 (Form 1065}, see instructions.

1 Netincome {Joss}perbooks...........coovvvne 1,458,661 § Income recorded on books this year not included
2 Income included on Schedule K, tine 1 through on Schedule K, ling 1 through line 11c. ltemize:
line 11¢, not recorded on books this year. a Tax-exemptinterest$ ...
Hemize, .. i e L PPN ®
3 Guarantsed payments (other than health insurance). . . . 7 Deductions included on Schedule K, line 1 through
4 Expenses recorded on books this year not line 13e, not charged against book
included on Schedule K, fing 1 through income this year. ltemize:
ling 13e. ltemize: a Depregiation$ ...l
aDeprecialion$ L e e e e
b Travel and entertainment § k75 U R e e e ]
¢ Limited partnershiptex$ -~ ........ 8 TotaloffineBandling? ,.......................
..... PR 3133 9 income (loss) {Schedule K, line 21a). Subtract
5 Totalofline 1throughtingd .. ... .. ... ... ... .. 1,461,784 line8fromlined. . ... ... . .. . . . ... .. 1,461,794
Schedule M-2 Analysis of Partners’ Capital Accounts
1 Balance at beginningofyear.......... .. ... ... .. 1,364,708 § Distribytions: a Cash....................... ] 2,823,369
2 Capital contributed duringyear. . ............... ® b Property........... oo ®
3 Netincome (loss)perbooks............. ... ... 14586817 Other decreases. temize....... ...t i....
4 Otherincreases. MBMIZE .. ... oot ir i
............................................................................... [ ]
....................................... ® 8 Totaloflinge6andline? .......... .. .. il 2,823,369

2,823,369/ 9

Side 4 Form 565¢1 2007

| 3664073 |

VA
EXHIBIT: _ &7
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CAREMORE M - Page 5 of 171
REQID: 363GKB Total Pages in Return 171

TAXABLE YEAR CALIFORNIA SCHEDULE

2007  Capital Gain or Loss D (565)

Name as shown on return Secretary of State (SOS) file no.
CAREMORE MEDICAL GROUP 954408826
FEIN
Descripliori\ac))f property, Date z(x?:)qmrad Da:g:)sold Sa:e(sd z)rice Cost or(oetg\e( basis Gair?{}loss)
Example, 100 shares 7% preferred of "2” Co. imo., day, yr.) {mo., day, yr.) Ses mnstructions. See instructions. {d) minus (g}
1 SALE OF CME STOCK VARIOUS 200703-31 2,000,000 2,000,000
T Enterline 1, column () 0tals NBre . ... e 1 2,000,000
2 Capital gain from instaliment sales, from form FTB 3805E, line 26 Or N8 37 .. .. .ottt i e e 2
3 Partnership’s share of net capital gain {loss}. including gains {losses) from LLCs, partnerships, fiduciaries, and S corporations . .. .. 3
4 Capital QAN di St DU NS, L. L 4 _
5 Net capital gain (loss). Add line 1, line 2, line 3, and line 4. Enter total here and on Schedule K, line 8 and line 9a, and each partner’s
share on Schedule K-1 (565), line 8 and Ne O .. ... oo i e e e e e 5 2,000,000
TAXABLE YEAR CALIFORNIA FORM

2007 Depreciation and Amortization 3885P

Name as shown on return Secretary of State (SOS) file no.
FEIN

Assets placed in service alter 12/31/08 (depreciation}: Depreciation of Assets Amortization of Property
Intangibles placed in service after 12/31/06 (amortization):

Descripnon('aagﬁ property . Dale(gl)aced Co(:i) o Mégw}od L»gg)or Deprec(igt:on for C(gge Per‘igg of Amom(zigmc»n lo

in service other basis ot figuring ralp this year section | perceniage this year
depreciation
1
1 Enterline 1, column {f) and column (Y totals here .. ..o e i 1
Depreciation
Be sure to make adjustments for any basis differences when calculating Depreciation.
2 California depreciation for assets placed in service before January 1, 2007 . . ... . . 2
3 Total California depreciation. Add line 100 and ine 2 ... L . e 3
Amortization
Be sure to make adjustments for any basis differences when calculating Amortization.
4 California amortization for intangibles placed In service before January 1, 2007 . ... .. o i 4
5 Total California amortization. Add line 1(0) and e 4 ..o 5
6 Total depreciation and amortization. Add line 3 and line 5. Enter the total here and on Farm 565, Side 1, line 17a,
if from a trade or business, or on federal Form 8825, line 14, if from rental real estate activities. . ............. ... ... ..... ..., 6 e

7 IRC Section 179 expense election from worksheet, in the instructions, N8 12 .. . ... . .. cmemamons o i s i o oo e 5 mm i
8 Carryover of disallowed deduction to 2008. Enter line 13 from worksheet, in the instructions, herg.—. - - 8- _ . L

| 7791073 ‘l, EXHIBIT: sﬁdulem%)messssp 2007
PAGE_._H _oF __ Y




CAREMORE M
REQID: 363GKB

ItemizedOtherDeduction

Page 168

of 171

Tatal Puges in Return 171

Section/Area

Field

Value

ttemizedOtherDeductions Sdocumentid

1065L.n20otherdeductions

ItemizedomemeéuctionsS}soﬁwarew

07000212

IzemizadOtharDeductionssFoftwareVersion

2007v3.5

!temizedOtherDeductionsS&iogumemName

HtemizedOtherDeductionsStatement

{temizedQtherDeduction  |Type

Pastage

ftamizedOtherDeduction  JAmount

20

ItemizedOtherReduction |Type

Moals and Entertainment

itemizedOtherDeduction  |Amount

3134

temizedOtherDeduction | Type

Legal and Professional

itemizedOtherDeduction |Amount

382458

lternizedOtherDeduction  {Type

CONSULTING FEES - ZINBERG

ttemizadQOtherDeduction  |Amount

111880

ftemizedOtherDeduction [ Typo

CONSULTING FEES - FURMAN

ItemizedOtherDeduction  [Amount

111880

temizedOtherDeduction |{Type

EBank Charges

HtemizedOtherDeduction |Amount

1819

Above data was received as part of the original e-file return. The data was not
transmitted in a format that allows FTB to re-create the original form or schedule.

EXHIBIT:

C

PAGE
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CAREMORE M
REQID: 363GKB

‘ Page 169 of 171

Total Pages in Return 171

Schedulel OtherCurrentL

Section/Area Field Value
ScheduleL OtherCurrenttia documentid SchiOtherCL
ScheduleLOtherCurrentliasoftwareld 07000212
SchadulelOtherCurrentLigsoftwareVersion 2007v3.5

Schedufel OtherCurrentlia

documentName

Schedulel.OtherCurrentLiabilitiesStatement

ftam

Type

ACCRUED EXPENSES

ftarm

BOYAmount

11600

s aremmnens ren e o= s < o g e

Above data was received as part of the original e-file return. The data-was not C
transmitted in a format that aliows FTB to re-create the original form or sc e, ’
‘ EXFR%%J:

1

PAGE____] __OF



CAREMORE M — Page 170 of 171
REQID: 363GKB Total Pages in Return 171
ScheduleLOtherLiabilitie
Section/Area Field Value
Schadulal. OtherLiabilities3tocumantid 10658chL.OLEOY
Sehedulel.Otherl.iabilitiesStoftwarsid 07000212
Schedulel OtherLiabilities§softwareVarsion Z007v3.8

Schedulel OtherLiabilities§

stocumentName

ScheduleLOtherLiabilitiesStatement

Item

Type

PARTNERSHIP INVESTMENT - CAREMORE MEDICAL MANAGEMENT COMPANY

g ey yTrTeReR

Above data was received as part of the original e-file return. The data was not

transmitted in a format that allows FTB to re-create the original forg;}f_{?é?%dule. @ '

PAGE Y OF (7



CAREMORE M y 4 Page 171 of 171

REQID: 363GKB Total Pages in Return 171

Schedulel.OtherLiabilitie

Section/Area Field Value
Schedulsl.OtherLiabilities §U td 10658¢chlL.OLBOY
ScheduleLOtherliabilities s oftwareld 07000212
SchedulelL.OtherLiabitities 36 oftwargVersion 2007v3.5
Schedulel.QtherLiabilitiss§tiocumentName ScheduleL OtherlLiabilitiesBtatement
tern Type PARTNERSHIP INVESTMENT - CAREMORE MEDICAL MANAGEMENT COMPANY
Item BOYAmount 114138

Above data was received as part of the original e-file return. The data was not
transmitted in a format that allows FTB to re-create the original form or schedule. C,

EXHIBIT:
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Appeal of Arturo and Maria D. Lopez

Appeal Case ID No. 740943

Submitted by: D. Todd Watkins, Tax Counsel
For: Respondent, Franchise Tax Board
ExhibitOD

Relevant portions of the 2006 Partnership Return of Income (form 565 (20086)) of Caremore
Medical Management Company.

Total pages - 8
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eRR WOERRIRNII -coupomun cony
2006  Partnership Return of Income 0773816
For calendar year 2006 or fiscal year beginning month day year , and ending month day year
A Principal business activily namne Parinerstep name {place label within block of type or prinl} Check box o name changed D D FEIN
(sarne as fodersl)
CAREMORE MEDICAL MANAGEMENT COMPANY
MEDICAL MGMT DBA ——_— i

B Prncipal product or service
{same as federal}

¢ 6/01/1993

Present address - Number ang sireet, PO Box. rural route, or PM3 no,

F  Enter tolal assels al end of
year. See instruchons,

SERVICE 4360 SEPULVEDA BOULEVARD, 2ND FLOOR
[} ?sr;n‘g;pgg %?;gsés actvily code City State  ZIP Code 'Y 0.
. 541990 CULVER CITY, CA 80230 | Check apphcate box
G Check accountng method; H secratary of State (SOS) file number M m tial fefum
o () [ ltash @ [X]acceal (3) [ Other (attach explanation) . fo () [x |- @[ |Anande
Caution: Include anly trade or business income and expenses on hine la through line 22 below. See the instructions for more mformation.
1a Sresiseers | & and al?owances % ¢ Balance... @ 1c
2 Cost of gocds sold (Schedule A, line 8} ... .viiiiriaivivnnn e, e ee it v e e e | 2
3 GROSS PROFIT. Subtract fine 2 1romiling 16, .cii vttt i iir it iiacavens ceens o 3
4 Total ordinary income from other parinershups and fiduciaries, Attach schedule . ........ et eear g ere seesen e 4
§ Total ordinary loss from other partnerships and fidueianes, Atfach sehedule . ...... . oo aiiiinn, o, . ®1 5
Income 6 Total farm profit. Attach federal Schedule F Form 1040 .......ovl orvees e e e e e 6
7 Total farm loss. Attach federal Schedule F Form 1040}, .. vuianiieiiiiir cinvrvnrriense crns o 7
8 Total gains included on Schedule D-1, Part Il line 17 (gainonly), (... ciien ool oy e 8
9 Total losses mcluded on Schedule D-1, Part i, ine 17 ossonly)........ ...... v IR
10 Other income. Attach schedule......... P P ... o710
11 Otherloss. Attach schedule .. oo i i i it v veneneriees verarenaanns e 11
12 Total income {oss). Combine fine 3throvghtine 11, ... . L .. L o iiiveiriiivnreanenannns e 12
13 Salaries and wages (other than to pariners).. ....... ... e it s vrereeeenes , 13
14 Guaranteed paymenis to partners .... ... ..... «..... RPN eveiaan P I -
Deduc- |15 Baddebls.... .cooviiii i i i e e e cn. #115
tions 16 Deduclible interest expense not claimed elsewhere onrelurn. ... .cooiiiy o iiein civriniien o 16
17 a Depreciation and arnertization. Altach form FTB 3885P.. &
Eggzicfse. h Less depresiation reparted on Schedule & and elsewhere onreturn . .. & ¢ Balance | 17¢
not 18 Deplefion. Do not deduct oi and gas depietion... ...... e se et b eeaeaen ve e.ae. | 1B
gga;le, 19 Retirement plans, €10 . .o i i i i ir s et ret e v hene eaeeies 19
payment ] 20 Employee benefit programs ............. oo el T . 120
21 Other deductions. Attach schedule, ..+ .. . v . vovreirienns ...8EE STATEMENT 1 e 21 10,030,
22 Total deductions. Add line 13 throughline 21........ ...... L s s sesees seseseusessaucssies . el 22 10,030,
23 Ordinary income {oss) from frade or business activilies. Subtracliine 22 from fine 12........... ®i 23 -10,030.
24 Tax — $800.00 (limited partnerships, LLPs, and REMICs only). See instructions. ..oooc.v . ... e 24 800.
pay- 25 Nonresident withholding credst (3800 maximum). Seeinstructions .. ... .viivvn, 25 o ) :
ments | 26 Amount paid with extension of time to file refurn (form FTB 3538)..... | 28 800. e -y ‘
27 Tolal payments. Add line 25 and e 26 .. ... . iu s ettt e it earaa e eai o eaas 27 800,
28 Tax due. If line 24 is more than line 27, subtract e 27 from e 24.,........ . ovivnn. 28
Amount | 29 Use Tax, See instructions. ... wiih vt vt iiiis sivuervienne vininirnaranens cee aeeee. ®] 28
Due or | 30 Refund. If the tolal of ine 24 and lme 29 is Iess than line 27 subtract the tcta!
Refund O N8 27 e vttt e sttt et a i e e tiae vt ae aaeas .
31T Penaltiesandinterest .. ..o il ot it e e raieeee veaes . l31 l
32 Total amount due. Add line 24, hne 29 and line 31, then subtract ine 27 from the )
resull. Make the check or money order payable to the Franchise Tax Board.,... . 32
Under genalfies of perury, | declare that [ have examined this retum, including accompanying schedules and statements, and to the best of my knowledge and belief, 4 s true,
Please mrrec' aqd comp eclaratron of preparerother than laxpayer} ts based on all in ormatsc»n of which preparer Has any ady
Sign dé\ / \/(a /q// 7 @ Teteptone
Here gnatuw: of general parine ] Dale
Pad Date Paid Preparer's SSNPTIN
Paid s'rgeﬂpaa‘{’efgs > GRE%E W Vi / 3/ 4 7 se?';e,? ceyl('npioyed m Py
Pre- [¥] ’
WS |fmswme  » 1pslTE, WALIACE & ASSOCIATES
s¢ {or ouss, if z e
Only |selfempiosed) 6310 SAN VICENTE BLVD STE 320
LOS ANGELES, CA 50048-5499 ‘ @] {323) 549-6300
PAID WITH FORM FTB 3538 $ 800.
For Privacy Notice, get form FTB 1131, 051 | 3661064 ] CAPASSIZL :am:‘@ﬁbﬁ C1 2006 S|de 1
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CAREMORE MEDICAL MANAGEMENT COMPANY -
Schedule A Cost of Goosds Sold

T Inventoryal beginning of year. . c.o.. veviriiiiviarnrnrrii i [P e iree e 1
2 Purchases less cost of iterns withdrawn for personaluse. ... i iiiiiienna.t, Cerrrerraaee feree aens 2
B o T3 T 12 .20 3
4 Additional IRC Section 263A costs. Altach schedule ....... e e e 4
§ Other costs. Aftach schedule .. Lo i i i i i e s . 5
6 Total. Add Jine 1 throughime S...... . vinrss e rerareas e e e e reeeseaesese e )
7 lnventoryalendofyear.......oooivvinnens cerinn rreeiaiiiaren. . R 17
8 Cost of goods sold. Subtract line 7 from ine 6, Enter here and on Sude 1,line2........... e e 8
92 Cheack all melhods used for valulng closing inventory:

m DCost ) D Lower of cost or market as described in Treas Reg Section 14714 {3) DWnie down of ‘subnormal’ goods
as described in Treas Reg Seclion 1.471-2(c) (4) DOther Specify method used and attach explanation

b Chack this box if {he LIFQ inventory method was adopted this taxable year for any goods, If checked, attach federal Form 870.... ;
¢ Do the rules of IRC Section 263A (with respect to property produced or acquired for resale) apply to the parinership?,.. DYes No
d Was there any change (other than for IRC Seclion 263A purposes) in determining quantities, cost, or valuations between

opening and closing inventory? If *Yes,’ attach explanation. ....... ......... R Nerven teme eeanherrereseninn . D Yes DNO

J What type of entity is filing this refurn? Check one only:
e 1 General patnership
s 2 Linled partnership required o pay annual tex (is deing business in Catifornia, is registered with SOS, or 1s organized in California)

® 3 |Lirmited parinership, limited liability company (LLC), or other entity NOT required lo Ci:ay annyat tax
(is not doing business in California, is not registered with SOS, and is not organized in California)

o 4[ |REMIC
Limited liabily partnership
e 6| |Other (See instructions)

IF'TI

.
L]
1]

K Enter the maximum number of partners in this parinership at any time during the year. (Be sure to attach a California

Schedule K-1 (568 for @80 PaMMEI Y .. e ir ettt et imi i e st risrrars  vaesvnrtrasrsrrennen vererenrae or atarens . 4
Yes| No.

L Is any pariner of the parinership related by blood or marriage lo any otherpartner? ... oo o 0 L ciiiris clis cer -el . X

M Is any pariner of the parinership a trust for the benefit of any person related by blood or marriage to any other partrer?... . @ X

N Are any pariners in this partnership also partnerships or LLCS?. o0 ov oot i iiiiirnee sarerenans C e e L &

O Does the partnership meet ali the requirements shown i the nstructmns for Quest:on L R NN X

P s this parlnershup a pariner in another parlnership or LLC? |f ‘Yes attach a statement
with the name(s) and FEIN(s) of each entity... .. e e T e, tre me trieaetaae e s es aaress X

Q Was there a dxsirxbutxon of property or transfer (for example by sale or death) of a parinership interest dunng the taxable
year? If ‘Yes,’ see the federal instructions concerning an electzon to adjust the basis of the parinership's assets under IRC
Sechon 754, L. ot e e reetres e evetaeene wereeree ae s e rre et caeiee e ae eee eees * X

R s this partnership a publicly traded partnership as defmed N IRC Seclion 4080122 .o, o it ieerieeraaenas X

S Is this parinership under audit by the IRS or has it been audifed I a prior year? ... . . coviiiriiinr viet ceieiiiiaereian s X

T (1) if this partnership (or any legal entsty in which # holds a controfling or majority interest) cswned or leased real properly in

California, was there a change n control or majority ownership of any one of themthisyear? .. .. ........ ... ... . X
{2) For this taxable year, did this partnership ﬁor any legaf entily m which it holds a controliing or rna;orzty mterest) acqu.re

control or majerity ownership of any olher legal entity that owned or leased real property in California?, . X
(3} if this partnership {or any le Ogal emst¥ in which it holds a conirolimg or may ont interest) owned or leased rea( properiy n

California, has more than 50 percent of the partnersth interesl camulatlve ransferred in one or more transactxons since

March 1, 19757, L it cieierae b ieie e eaeerearian eeenreeees e everiee o ren e eraes . X
(Penalties May Apply — See Instructions.)

U (1) Does the parinership have any foreign nonresident partners®.... . ........ ..o o0 oees . .. 8 p:§
{2) Does the parinership have any nonresident partners? ........... ‘e e e e v e e e . X
(3} Were Form 582, Form 592-A, and Form 592-B filed for these partners? ............................... e . . X

V Is this an invesiment parinership? See General information O, Investment Partnershlps inthe Instructions ... ....... .. ... [ ] X
Is the partnership apportioning mcome to California using Schedule R?7.. .. ... .. .. o vieiiier cnees et aeenas * X

X Has the partnershi mcluded a Reporiable Transaction, Listed Transaction, or Registered Tax Shelter within this re’(um? (See
instructions for definitions.) If 'Yes,' complete and aliach federal Form 8885 or 8271 for each such transaction . . . X

Y Did this parinershup file the Federal Schedule M-3 Form 10857, . 1. oiiniiiiir vt iies ciirtreeiiae vmiraninree vaens o) X

2 s this parinership a direct owner of an entily that filed a federal Schedule M-37. .. o i e e . X

AA Does this parinership have a beneficial interest in a trust or 15 it a grantor of a trust? Atlach name, address, and FEIN .. ... ® X

Side 2 Form 565 C1 2006 051 | 3662064 [ C b D CAPASBIZ. 12104005
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CAREMORE MEDICAL MANAGEMENT COMPANY -
Schedule K Partners' Shares of Income, Deductions, Credits, Etc.

@) ) ) @
Distributive share iftems Amounts from California Total amounts
federal K (1065) adjustments using California taw
1 Ordinary ncome (Joss) from rade or busmnss activibes
e e, (0w fom e eSS B 1 e -11,630. 1,600. -10,030.
2 Netincome (loss) from rental real estate acbivities,
Altach federal Form 8825 ..., .. . 4
3a Gross income from olher rental activities . ... | 3a
b Less expenses, Allachsch ... ... .. e reee eeereeaian 3b
€ Net ncoms (loss) from ather rental achivities, Sublract
e 3D IOmM IIE 3B, v vesveroens o terrseoneoass <on 3¢ [
f 4 Porifolio income (loss). See instructions:
y ainterestincome ... . ........ e .| da 121, * 121.
8 b Dividend INCOME ... vievir srveernnns v ene. | 4B .
E cRoyally ncorme. .....voov ciivennes ceeeadl _4c .
é d Net capital gain (loss) Schedule D(SGS) ..... , .. 4d 5,099,539, 5,099,539,
$ € Other portiolio mcome
s (loss). Alachschedufe. . . .vvvvusvevonsss R I 1 .
5 Guaranteed paymenis to partners.......... ....|.5 .
6 a Tolal Gain under IRC Section 1231 6
{viher than due fo casualty or theft . . b ieseeerenes a Ld
b Tolal Loss under IRC Sechon 1231 5B
7 (clher than due to casually or thetly. .. .vovvnnn s, Crereeeen L
a Tolal other scome. .
Alach schedule, o . .oviiuun. SEE .STATEMENT. 2| 7a 750,389, 750,389,
1 Tolal other loss. Allach Schedule, ... .. ..., cesieies oo 7B
o 8 Chendabls contabutions. Ses
E wstructions Altach schedule, ..o.vney.nus e hereees 8
D
Expense deduction for recovel &TC Sections
g 9 17267.2, Y7267.5, 17258, amr)‘! Cgecfy {R‘l??}. Altach schedule
7 of WOrkSHEe! OF 179 G20UCNIONS. + v ov st vnsovvovenarornes| 9
{ 10 pedictions relaled to
S PORIOHO MCOMEL « 1 v v e vevveve sea veveresse  anasl 10
s | 11 Cther deductions.
Allach schedole. .. .. N R
12a Interest expense on mvestment debts ey aeeen 12a (3
'H IH b (1} Invincome jncludzd on Ins 4a, 4b, 4¢, and fine 4e shove, . | 12b (1) 121, 121,
vT {2} Investment expenses included on lme 10200Ve ... ..ss 12b (@)
132 withholding on pymats to paririershep aliocated 1o 8l padners. .. | 132 T A )
b Low-income housing credit.... ... ........ ......13b
€ Credii(s) cther than the credit shown on hine 13b related to rendal , !
g real estate achivilees. Altach sehedule, v oo 4 ... . .| 13c o ot ..
E ol Credii(s) relaled o ather rentat ’
? awirv:t&{eg Alech schedule. .. .. .. st s 13d i
g € Nonconsenimg nonresident merber's tax atlocaled to all parlners. 13e )
T4 Other credis. See mstructions, . , Lt .
AHACR SEBAUIB. « c1 vvvs svave o s seniven  u.i.] 14 e . R .
15 a peprecralion adjestment on properdy placed in service
A; Ao 1986 e B e ... ...|15a
?g b Adusted gain or 10ss,........... ireereereeedd 18D
&, ¢ Depletion (other than oil and gas)....... ... .. 4 15¢
71 d (1) Gross income from oil, gas, and geothenmat properhes. . . .. 15d (D)
A E (2) Deductions aflocable 1o oil, gas, and geolhermal properies. .| 15d (2)
am
S € Other adjustments and tax
preference fems. Attach schedule . , | . . ....115e
18 a Tola) ex endivres lo whxch IR" Sechion 59(&) e!ectaor may
apply, Altach schedule . Creearans RN . 16a
b Typs of expenditures 16b - _ . e L ) i
p | 17 Tax-exemptinterest income....... N L ¥
¥ 118 Other tax-exempt income. .. I 1 *
§ T9  Nondaduchble @XP0BNASES . vvut bevee sevurirs veveein 19
20 Distnbutions of monsy (cash and marketable secunties). ... . ...| 20 12,354,232, 12,354,232,
21 Distribution of property other than money........| 21
22 Other ilerns end amts reporied separately lo pariners, . T T T - -
See nslnxtions. Atach schedule. , . . . . . STATEMENT, 3122 _ i _ o
AY
2 ‘S 23 a?‘oﬁa;d:gtcnbmge m(igg!elpa eng‘t(ecr{\%,m;emblnfeqllneg t}"hn) h
e / abave. Foom resul{, sublra surn of ne O .
LS {18 122 B0A 08 V5B, 2. vvnnrnansee oo. isrescrtenes] 23 5,838,419, 1,600.e 5,840,019,
b Ana!yéis by typs (a) Corporale (b} Individual © ()] @
of partrer i Active ii Passive Partnership Exempt Organization | Nominee/ Other
}  Generat
@ pariners 5,840,019,
{2} Limded ) T
pariners i
CAPASEIML 12/29/05 051 | 3663064 | }) rm 565 C1 2006 Side 3
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CAREMORE MEDICAL MANAGEMENT COMPANY

Schedule L

Assets

Balanice Sheets. See the instructions for Question O before completing Schedules L, M-1
Beginning of income year

Jand M-2.

End of income year

@)’

®) _©

L5}

1 Cashooveonn v

inveniories
1.8, government obligations. ...,
Tax-exempt securities
Other current assets
Mortgage and real estate foans,.... . .
Other investments. . ,
22 Bulldings and other deprecizble assels

b Less accumulated deprecration......... .
10a Depletable assels... ......... ool ... .

b Less accumulated depletion...... e
11 Land (net of any amortization)
123 Intangible assets {(amoriizable only). .. ....
b Less accumulated amortizaton....., .. .

..........................

N DoW

.........

13

14 Totlal assels

..........................

STATEMENT. 4| -

...............

R
t o o

7o~
£

68,5832,

12,279,207, e

0
‘
b

Olberassels. ooy oo e A

Liabilities and Capifal

15
16
17
18
19
20
21
22

Accounts payable. ... i e
HMorlgages, notes, bonds payable In less than 1 year. .
Other current habitizs, .. .
All nonrecourse 10ans.......covvivennies
Morigages, notes, bonds payable in 1 year or mors
Other lrabuliies . .
Pariners’ capital accounts, ....... .....

STATEMENT. .5 |

>
t

12,349,139. - -

733,787,

CRE R R

11,615,352.; -

12,349,139,

Schedule M-T Reconciliation of Income per Baoks With Income per Return, Use total amount under California law.
If the partnership completed federal Schedule M-3 (Form 1065}, see instruclions.

1 Netincome (loss) per books............. 5,840,019.| & Income recorded on books this year not included
on Schedule K, line 1 through fine 7. fiemize:
2 Income included on Schedule K, line 1 -
through fne 7, not recorded on books a Ta-exempt Inferest 3
this year. ltemize: .
®
3 Guaranteed payments {other than hsalth nsurance). . 7 Deductions included on Schedule K,
4 Expenses recorded on books is year not included lire 1 through line 12a and line 16a,
ont Schedule &, line 1 thruline 122 and line 16a. not charged against book income this
{temize, year. ltemize:
a Depreciation., ., .. 3 a Deprepiation.., $
b Travel & entertaioment 5§
¢ Limited partnarshin tax & .
8 Total of line 6 and line 7
- hd 9 Income (loss) (Schedule K, line 23a).
5 Tolal of line 1 through line 4... ... ... 5,840,019, Subtract ine 8 fromlme 5.., .. ...... 5,840,019.
Schedule M-2  Analysis of Partners’ Capital Accounts
1 Balance at beginning of year......... . 11,615,352,| 6 Distributions: aCash... ........ . 12,354,232,
2 Capital contribuled durng vear .. ........ . 7 Other decreases b Property..... ., ®
3 Netincome (loss) per books.......... 5,838,419. ftemize:
4 Qther increases, lemize: SEE STATEMENT 6
- 5,089,539,
.
8 Totaloflinebandline?.... ... ...v - 17,483,771, -
5 Totalof line Tthrough ling 4.,..... ..... 17,453,771.1 9 Balance atend of year, Subtract line 8 from fine 5 - Qg
Side 4 Form 565 C1 2006 051 3664064 ] \%\ CAPASSIN. 12720106
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TAXABLE YEAR

2006  Capital Gain or Loss

CALIFORNIA SCHEDULE

D (565)

Name as shown on relum
CAREMORE MEDICAL MANAGEMENT COMPANY

Sacrelary of Slate Filo Number

FEIN
(2) {t) © {d) O
Description of property Date acquired, Date sold Sales price Costoor Gam (loss)
Example, 100 shares 7% (mo., day, yr.}| (mo., day, yr.)| See wnstructions. other basis (d) minus {g)
preferred of 'Z’ Company See instructions.
BUYOUT LIQUIDATION OF DCH INTEREST
VARIOUS 2/28/06 5,099,538, 5,099,539,
1 Enterlme 1, column (D 101818 NEre.. .. ovriiieirr it civvine eee e e v e e s eeins 1 5,089,538,
2 Capdal gamn from mnstallmen! sales, from form FTB 3805E, line 26 or hne 37 ...... Cere errereeearciriaean 2
3 Partnership's share of nel capilal gain (loss), including gains Uosses) fmm LLCs partners‘mps fiducianes,
and S corporations .. oociees vis e iicie e e e e e e e veer 3
4 Capital gam distribUlons L. o e e e 4
5 Net capital gain (loss). Add lime 1, Iing 2, hne 3, and Iine 4. Enter tolat here and on Scnedu\e K, tine 4«5 and
each pariner's share on Schedule K-1 {565) e A i e e e 5 5,088,533,

CAPASSIIL 12104105 051 1| 7791064 | _
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YEAR

2006

Partner's Share of Income,
Deductions, Credits, etc.

CALIFORNIA SCHEDULE

K-1 (565)

For calendar year 2006 or fiscal year beginnj day
Pariner's identifying number
Partner's name, addrass, oy, stale, end ZIP Code ]

CAREMORE MEDICAYL GROUP

year

year 2006, and end} day
Partnership’s FEIN,
Secrelary of Stale

Parinership’s name, address, cdy, state, and ZIP Code

CAREMORE MEDICAY, MANAGEMENT COMPANY

10000 LAREWQOOD BOULEVARD 4360 SEPULVEDA BOULEVARD, 2ND FLOOR
DOWNEY, CA 90241 CULVER CITY, CA 80230
A lsthisparinera; o (1) L}E}genera\ partne; or - (2) [_J lrimited partner? E Partner's share of liabilities:
B What type of entity is this pariner? e NONTECOUISE. v vt nss e enns L]
)] Indsvidual ) General Parinership {9} | |IRAKeogh/SER Qualfied nonrecourse financing . .. ® §
(@) S Corporakion  (6) . Limued Pardnership (10} | | Exempt Organzation o * g

an

¢ DYES

@) estatemiet | up
(4} 11 ¢ corporation (8) . LLC

Disregarded Enlidy

No

F Tax shelter regzstratlcn number., .

G (1) Check here if this is a pubilciy fraded partnership as
defined in IRC Section 4883M2). .o .ovv v veer cervnien D

D Enter parinier's percentzge (1) Before decrease {iiy End of year {Z) Check here if this is an investment partnership
{uithout regard S spec or termination (R&TC Sections 17955 and 23040.1) ... vevnrnennnns. - U
Profit sharing ... . % ®__ 100.0000% | HCheckhereifthisis @
Loss shating ........ % o 100.0000% 4] . A final Schedule K-1 (585) ) D An zmended Schedule K-1 (565)
Ownership of cagital . ... % ® 85.0000 % { Is thus pariner a nonvesident of Celifornia? .. ... .. > H Yes ® ﬁﬂNo

J Analysis of pariner's capital account:

Check the box: _ ® [X|Tax Basis o | |caaP ® ["Isection 704(b) Book @ [ | Other (explair)
©)] ) . o . éd) ()
Capital account at Capital coniributed Partner's share of line 3, Withdrawals Capital account at end of
beginning of year during year line 4, and line 7, Form and disiributions year, combine column (a)

565, Schedule M-2

through column (d)

hd -146,029.]¢

*

5,838,419, {

5,806,528.)]¢ ~114,138.

Caution® Refer to Pariner's Instructions for Schedule K-1 (565) before entering information from this schedule on your California return.

@
Distributive share ilems

b

®

Amounts from
federal Schedule K-1
{1065

}

&)
California source

(@)
Total amounts using California
amounts and credits

law. Combine column
{b) and celumn {c}

©
California
adjusiments

1 Ordinary income (loss) from
trade or business activittes.....

~-11,630.

1,600, -10,030.7

2 Netincome (loss) from rental real
estate actvities............oul L

3 Natincome (loss) from other rental
activities, .

Income 4

(Loss) Portfolio income {oss)

alnterest. ..o e

12%.

i21.

b Dividends

..................

cRoyaltes. ...l

d Net capital gain (loss) ... ......

5,088,539.

[ 28 F I ]
L ARAR AR 4

5,099,539,)

€ Olher portfolio income (oss)
Altach schedule. .

--------

.
Y

S Guaraniesd paymenis fo pamlers. ciane

€a Tolal Gain under IRC Sechion 1231
(other than due to casually or theft).

b Total Less under IRC Section 1231
(other than due 1o casually or theft). ...

7 a Total gther income

Attach schedule . .. . LINE .22

750,388,

d 750,389.0

b Total other loss.
Attach schedule. .. ...

........

8 Chantable contribubons. . ....... ...

Deduc- 9 Expense deduchon for recovery property
tions (RA&TC Sections 17267.2, 17261.6, 17268,
and IRC Secticn 179), Attach schedule . .

10 Deductions related to portfolio income,
Atfach schedule. .. ... ... ...,

11 Other deductions.
Aftach schedule

................

PARTNER 3

For Privacy Notice, get form FTB 1131 051 |

7891064 |
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CARFMORE MEDICAL MANAGEMENT COMPANY

&) )
Amounts from California
federal Schedule K-1 adjusiments
(1055)

()

Tatal amounts using
California law.
Combine column
(b) and column (¢)

. (@)
Distributive share ilems

e
California source
amounls and credits

12a Interest expense on investment debls

b (1) investment income included on

Invest. fines 4a, 4b, 4c, and de .. .......

ment 121.

121,

Interest (2} [nvestment expenses

meluded on hne 10,........

132 Total withholding (equals amount on

Credits Form 592-B if calencar year partnership) |, ©

b Low-income housing credit RO I

¢ Credits pther than line 13b related o
rental real estate activibes,
Altach sch

d Credis related to other rental activibes. ] ,
See instruchons. Attach sch. ..., ... - e

e Nonconsenting nonresident partner's fax |, - T . o
pald by partnership. ... . .. ... H . T : I

14 Other credits. Attach reqwired schedules |© .0 .-+ e
orsttements . . io i S

15 a Depreciation adjusiment on properly
placed in service after 1986, .... ....

Adjust- b Adjusted gafnor foss. . ..... . ..., .

ments

i ¢ Depletion (other than oil and gas}.....

d {1) Gross mcome from ail, gas, and

l
ax geothermal pmpeme& .........

Prefer-

ence

l,
Ttors (2) Deductions allptable to orl, gas,

and geothermal propen.es .......

e Other adjustments and tax preference
ems. Attach seh, . il

16 a Total expendriures to which an IRC
Section 5%(e) electan may apply

b Type of expenditures T,

Other 17 Tax-sxempt interest mcome.........

18 Other tax-exempt income

19 Nondeductble expenses., .

20 Distributions of money (cash and

marketable securities).

Distributions of property other
than money. . ...

............

5,806,528,

5,806,528,
21 o

[USPRPIPR.

22 Supplementat mformataen requ;red to be repoﬂed separately to each member. Attach additional schedulss

See instructions. ... oveonnininn, L ket se gt e e e rer e Y eees avsareciras

$

.........

5,850,048,

Table 1 — Partner's share of nanbusingss income from intangibles (source of mcome is dependent on residence or commercial dcrmm ¢ of the partner):

Interest.... $§ Section 1231 Gans/l.osses. . Capital Gains/Losses .

-8

§
Dlvidends - Royalties

.......................

FOR USE BY APPORTIONING UNITARY PARTNERS ONLY — See mslructions.
Table 2 — Parlner's share of distributive tems,
A Pariner’s share of the partnership’s business income See instruchions. ..
B Pariner's share of nonbusiness mcome from real and fangible personal property sourced or allocable to California.
Capitel Gains/Losses. .. . Rents/Royalties, ... &
Section 1231 Gains/Losses....... Other., ...... ....
C Partner’s distribulive share of the parinership's properly, pavroll, and sales

Factors Total within and outside California Total within California

Property: Begmnmg .oo.vie vt ceiiiiinns ) 5

EROING . o veererrvnensnannnenennss 3 3

Annual Renf Expense . ............. $ g
Pavrol . vy e e e 4 s S %
SAIBS .. iiiiiis o beeeriiie 5 3
PARTNER 3

T . )
Side 2 Schedule K-1 (565) 2006 051 } 7892064 i EYHIBIT: «9 \\) cepsioiz. 122515
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CRREMCRE MEDICAL MANAGEMENT COMPANY
SCHEDULE K-1 (FORM 565) 2005

LINE 22, SUPPLEM

ATION (CONTINUATION)

PAGE

3

LINE 7A, COLUMN (D)
OTHER INCOME

CANCELLATION OF DEBT / HMISC . .. c. e it i oo eveen v, 750,383,
TOTAL § 750,389,

LINE 22, COLUNN (D)

OTHER REPORTABLE ITEMS

PROPORTIONATE INT. OF ACGGREGATE GROSS RECEIPTS ... .. .icoivviiiin e, . 5,850,049,
TOTAL 5,850,049,

PARTNER 3: CBREMORE MEDICAYL GROUP

95-4408825
SPSLIZOIL 07731703

ExHIRIT: \DD

PACE _

¢

%

F






