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INTRODUCTORY NOTE

bl

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

we,” “us,” “our,” “ApolloMed” and similar words are to Apollo Medical Holdings, Inc., a Delaware corporation, its
consolidated subsidiaries and affiliated entities, as appropriate, including variable interest entities.

The Centers for Medicare & Medicaid Services (“CMS”) have not reviewed any statements contained in this Quarterly
Report on Form 10-Q describing the participation of APA ACO, Inc. (“APAACQ”) in the next generation accountable
care organization (“NGACO”) model.

Trade names and trademarks of ApolloMed and its subsidiaries referred to herein and their respective logos, are our
property. This Quarterly Report on Form 10-Q may contain additional trade names and/or trademarks of other
companies, which are the property of their respective owners. We do not intend our use or display of other companies’
trade names and/or trademarks, if any, to imply an endorsement or sponsorship of us by such companies, or any
relationship with any of these companies.

Shares of ApolloMed’s common stock owned by Allied Physicians of California IPA (d.b.a. Allied Pacific of
California IPA), a variable interest entity of the Company, are legally issued and outstanding but excluded from shares
of common stock outstanding in the condensed consolidated financial statements, as such shares are treated as treasury
shares for accounting purposes. Such shares, therefore, are not included in the number of shares of common stock
outstanding used to calculate the Company’s earnings per share.

NOTE ABOUT FORWARD-LOOKING STATEMENTS

This document contains “forward-looking statements” within the meaning of the Private Securities Litigation Reform
Act of 1995, Section 27A of the Securities Act of 1933, as amended (the “Securities Act”), and Section 21E of the
Securities Exchange Act of 1934, as amended (the “Exchange Act”). All statements other than statements of historical
fact are “forward-looking statements” for purposes of federal and state securities laws, including, but not limited to, any
statements about our future business, financial condition, strategic transactions (including mergers, acquisitions and
management services agreements), sources of revenue, operating results, plans, objectives, expectations and
intentions, any projections of earnings, revenue or other financial items, such as our projected capitation from

CMS and our future liquidity; any statements of any plans, targets, strategies and objectives of management for future
operations such as any material opportunities that we believe exist for our company; any statements concerning
anticipated proposed or prospective services, developments, timelines, costs, investments, returns, effects or

results such as our outlook regarding our NGACO, our integration-related costs following the closing of the reverse
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merger of Apollo Medical Holdings, Inc. and Network Medical Management, Inc., the expected substantial
completion of such integration, and our strategic transactions, including the prospects of and future investments for
our strategic transactions; any statements regarding management’s view of future expectations and prospects for us;
any statements about prospective adoption of new accounting standards or effects of changes in accounting standards;
any statements regarding future economic conditions or performance of our company; any statements of belief; any
statements of assumptions underlying any of the foregoing; and other statements that are not historical facts.
Forward-looking statements may be identified by the use of forward-looking terms such as “anticipate,” “could,” “can,
“may,” “might,” “potential,” “predict,” “should,” “estimate,” “expect,” “project,” “believe,” “plan, 7
“will,” “would,” and the negative of such terms, other variations on such terms or other similar or comparable words,
phrases or terminology. Forward-looking statements reflect current views with respect to future events and condition
and are based on current estimates, expectations and assumptions only as of the date of this Quarterly Report on Form
10-Q and therefore are speculative in nature and subject to change. Although we believe that the expectations reflected
in our forward-looking statements are reasonable, our future financial condition and results of operations, as well as
any forward-looking statements, are subject to change and significant risks and uncertainties that could cause actual
condition, outcomes and results to differ materially from those indicated by such statements. Should one or more of
these risks or uncertainties materialize, or should any expectations or assumptions underlying the relevant
forward-looking statements prove incorrect, it could significantly affect our operations and may cause the actual
actions, results, financial condition, performance or achievements of the Company and its subsidiaries and variable
interest entities to be substantially different from any future actions, results, financial condition, performance or
achievements, expressed or implied by any such forward-looking statements, as being expected, anticipated, intended,
planned, believed, sought, estimated or projected on the basis of historical trends.

’

29 ¢ 99 ¢ LT3 LT3 99 ¢

Some of the key factors impacting these risks and uncertainties include, but are not limited to:

risks related to our ability, following the consummation of the reverse merger of Apollo Medical Holdings, Inc. and
Network Medical Management, Inc., to successfully integrate operations of the two groups, including realizing the
synergies anticipated from the transaction, which may not be fully realized or may take longer to realize than
-expected; and our ability to successfully locate new strategic targets and integrate our operations following mergers,
acquisitions or other strategic transactions, including that the integration may be more costly or more time consuming
and complex than anticipated and that synergies anticipated to be realized may not be fully realized or may take
longer to realize than expected;

-our dependence on a few key payors;

changes in federal and state programs and policies regarding medical reimbursements and capitated payments for
health services we provide;

the success of our focus on our NGACO, to which we have devoted, and intend to continue to devote, considerable
effort and resources, financial and otherwise, including whether we can manage medical costs for patients assigned to
-us within the capitation received from CMS and whether we can continue to participate in the All-Inclusive
Population-Based Payment (“AIPBP”) Mechanism of the NGACO Model as payments thereunder represent a
significant part of our total revenues;

envision,” “intend,” “con
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our expenses may exceed capitation payments, whether from CMS under the AIPBP Mechanism or health plans,
-which could lead to substantial losses, and uncertainty related to the final settlements of such incurred expenses and
our actual earnings (if any) that are generally determined in subsequent periods;

-general economic uncertainty;

-the impact of emerging and existing competitors;
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-any adverse development in general market, business, economic, labor, regulatory and political conditions;

-any outbreak or escalation of acts of terrorism or natural disasters;

changing government programs in which we participate for the provision of health services and on which we are also
significantly dependent in generating revenue;

changes in laws and regulations and other market-wide developments affecting our industry in general and our
operations in particular, including the impact of any change to applicable laws and regulations relating to trade,
monetary and fiscal policies, taxes, price controls, regulatory approval of new products, registration and licensure,
“healthcare reform and reimbursements for medical services from private insurance, on which we are significantly
dependent in generating revenue and the impact, including additional costs, of mandates and other obligations that
may be imposed upon us as a result of new or revised federal and state healthcare laws;

-risks related to our ability to raise capital as equity or debt to finance our growth and strategic transactions;

-our ability to retain key individuals, including members of senior management;

-the impact of rigorous competition in the healthcare industry generally;

-the impact of any potential future impairment of our assets;

-the effectiveness of our compliance and control initiatives;

-risks related to changes in accounting literature or accounting interpretations; and

-the fluctuations in the market value of our securities.

For a detailed description of these and other factors that could cause our actual results to differ materially from those
expressed in any forward-looking statement, please see Item 1A entitled “Risk Factors,” of our most recent Annual
Report on Form 10-K for the year ended December 31, 2017 as filed with the U.S. Securities and Exchange
Commission (“SEC”) on April 2, 2018. In light of the foregoing, investors are advised to carefully read this Quarterly
Report on Form 10-Q and our most recent Annual Report on Form 10-K in connection with the important disclaimers
set forth above and are urged not to rely on any forward-looking statements in reaching any conclusions or making
any investment decisions about us or our securities. Except as required by law, we do not intend, and undertake no
obligation, to update any statement, whether as a result of the receipt of new information, the occurrence of future
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events, the change of circumstances or otherwise. We further do not accept any responsibility for any projections or
reports published by analysts, investors or other third parties.
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PART I FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

APOLLO MEDICAL HOLDINGS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(UNAUDITED)

Assets

Current assets

March 31,
2018

December 31,
2017

Cash and cash equivalents $103,731,761 $99,749,199
Restricted cash — short-term 18,028,116 18,005,661
Fiduciary cash 1,386,474 2,017,437
Investment in marketable securities 1,138,477 1,143,095
Receivables, net 52,805,123 20,117,304
Prepaid expenses and other current assets 3,525,437 3,126,866
Total current assets 180,615,388 144,159,562
Noncurrent assets

Land, property and equipment, net 13,700,034 13,814,306
Intangible assets, net 99,138,657 103,533,558
Goodwill 188,933,191 189,847,202
Loans receivable — related parties 5,000,000 5,000,000
Loan receivable 10,000,000 10,000,000
Investments in other entities — equity method 21,875,500 21,903,524
Restricted cash — long-term 745,293 745,235
Other assets 1,585,850 1,632,406
Total noncurrent assets 340,978,525 346,476,231

Total assets

$521,593,913

$490,635,793

10
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APOLLO MEDICAL HOLDINGS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS (Continued)

(UNAUDITED)

Liabilities, Mezzanine Equity and Stockholders’ Equity

Current liabilities

Lines of credit

Accounts payable and accrued expenses
Incentives payable

Fiduciary accounts payable

Medical liabilities

Income taxes payable

Bank loan, short-term

Capital lease obligations

Total current liabilities

Noncurrent liabilities

Deferred tax liability

Liability for unissued equity shares

Dividends payable

Capital lease obligations, net of current portion

Total noncurrent liabilities
Total liabilities
Commitments and Contingencies (Note 11)

Mezzanine equity
Noncontrolling interest in Allied Pacific of California IPA (“APC”)

Stockholders’ equity

Series A Preferred stock, par value $0.001; 5,000,000 shares authorized (inclusive of
Series B Preferred stock); 1,111,111 issued and zero outstanding

Series B Preferred stock, par value $0.001; 5,000,000 shares authorized (inclusive of
Series A Preferred stock); 555,555 issued and zero outstanding

Common stock, par value $0.001; 100,000,000 shares authorized, 32,652,295 and
32,304,876 shares outstanding, excluding 1,682,110 shares held by APC, at March 31,

March 31,
2018

$5,000,000
12,110,530
14,900,000
1,386,474
69,110,826
7,614,669
394,783
99,480

110,616,762
30,055,819
1,185,025
18,000,000
593,852
49,834,696

160,451,458

190,654,312

32,653

December 31,
2017

$5,025,000
13,279,620
21,500,000
2,017,437
63,972,318
3,198,495
510,391
98,738

109,601,999
24,916,598
1,185,025
18,000,000
619,001
44,720,624

154,322,623

172,129,744

32,305

12
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2018 and December 31, 2017, respectively (see Note 10)

Additional paid-in capital 160,736,190
Retained earnings 4,897,454
165,666,297
Noncontrolling interest 4,821,846
Total stockholders’ equity 170,488,143
Total liabilities, mezzanine equity and stockholders’ equity $521,593,913

158,181,192
1,734,531
159,948,028
4,235,398
164,183,426

$490,635,793

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.

13
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APOLLO MEDICAL HOLDINGS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(UNAUDITED)

Three Months Ended March 31,

Revenue

Capitation, net

Risk pool settlements and incentives
Management fee income
Fee-for-service, net

Other income

Total revenue

Expenses

Cost of services

General and administrative expenses
Depreciation and amortization

Total expenses

Income from operations

Other income (expense)

(Loss) income from equity method investments

Interest expense
Interest income

Change in fair value of derivative instrument

Other income

Total other income, net

Income before provision for income taxes

Provision for income taxes

Net income

Net income attributable to noncontrolling interests

Net income attributable to Apollo Medical Holdings, Inc.

2018 2017

$85,905,284  $64,716,133
17,986,736 11,137,200
12,074,572 6,537,110
7,748,109 2,663,913
452,026 281,706

124,166,727 85,336,062
84,670,608 59,607,514
11,735,898 5,211,633
5,058,512 4,836,351

101,465,018 69,655,498

22,701,709 15,680,564

(28,024 ) 2,227,262

(85,001 ) (811 )
269,818 182,285

- 1,522,222
87,993 1,514
244,786 3,932,472

22,946,495 19,613,036
7,228,840 7,889,245
15,717,655 11,723,791
13,557,200 7,374,130

$2,160,455 $4,349,661

14
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Earnings per share — basic $0.07 $0.17

Earnings per share — diluted $0.06 $0.15
Weighted average shares of common stock outstanding — basic 32,421,467 25,067,954

Weighted average shares of common stock outstanding — diluted 38,098,373 28,445,647

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.

15
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APOLLO MEDICAL HOLDINGS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)

Three Months Ended March 31,

Cash flows from operating activities

Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization

Loss on disposal of property and equipment
Share-based compensation

Unrealized loss from investment in equity securities
Change in fair value of derivative instrument

Loss (income) from equity method investments
Deferred tax

Changes in operating assets and liabilities:
Receivable, net

Prepaid expenses and other current assets

Other assets

Accounts payable and accrued expenses

Incentives payable

Medical liabilities

Income taxes payable

Net cash provided by operating activities

Cash flows from investing activities

Purchases of marketable securities

Advances to related parties — loans receivable
Dividends received from equity method investments
Proceeds on sale of investments — cost method
Purchases of property and equipment

Net cash used in investing activities

2018

$15,717,655

5,058,512
41,782
833,944
8,550

28,024
2,807,407

(21,087,819)

(398,571
(59,444

(1,169,363 )
(6,600,000 )

5,138,508
4,416,174

4,735,359

(3,932

(485,121

(489,053

2017

$11,723,791
4,836,351
321,233

(1,522,222)
(2,227,262)
2,109,535

14,410,196
(428,871 )
(54,368 )
(2,350,949 )
(9,721,645)
(257,945 )
4,267,804

21,105,648

(1,301 )
(5,000,000 )
1,000,000
25,000
(318,821 )

(4,295,122)

16
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APOLLO MEDICAL HOLDINGS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)

(UNAUDITED)

Three Months Ended March 31,

Cash flows from financing activities

Repayment of bank loan

Dividends paid

Change in noncontrolling interest capital

Payment of capital lease obligations

Proceeds from exercise of stock options and warrants

Net cash used in financing activities

Net increase in cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash, beginning of period
Cash, cash equivalents and restricted cash, end of period

Supplemental disclosures of cash flow information
Cash paid for income taxes
Cash paid for interest

Supplemental disclosures of non-cash investing and financing activities

Cashless exercise of stock options

Reclassification of stock options exercised to liability for unissued common shares
Deferred tax liability adjustment to goodwill

Cumulative effect adjustment for ASC 606 included in accounts receivable
Cumulative effect adjustment for ASC 606 included in deferred tax liabilities
Reclassification of fiduciary cash to payable

2018 2017

(140,608 ) -

(2,000,000 ) (8,750,000 )
(27,500 )

(24,407 ) (30,980 )
1,923,784 425,025

(241,231 ) (8,383,455)
4,005,075 8,427,071
118,500,095 54,925,712

$122,505,170 $63,352,783

$- $1,511,000
73,610 811

$43 $-
- 425,025
914,011 -
11,600,000 -
3,246,098

$630,963 $32,485

The following table provides a reconciliation of cash, cash equivalents, and restricted cash reported within the
condensed consolidated balance sheets that sum to the total amounts of cash, cash equivalents, and restricted cash

shown in the condensed consolidated statements of cash flows.

As of March 31,
2018 2017

17
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Cash and cash equivalents $103,731,761 $63,251,651
Restricted cash — long-term - letters of credit 745,293 101,132
Restricted cash — short-term - distributions to former NMM shareholders 18,028,116 -

Total cash, cash equivalents, and restricted cash shown in the statement of cash flows  $122,505,170 $63,352,783

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.

18
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APOLLO MEDICAL HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

1.Description of Business

Overview

Apollo Medical Holdings, Inc. (“ApolloMed”), entered into an Agreement and Plan of Merger dated as of December 21,
2016 (as amended on March 30, 2017 and October 17, 2017) (the “Merger Agreement”) among ApolloMed, Apollo
Acquisition Corp., a California corporation and wholly-owned subsidiary of ApolloMed, Network Medical
Management, Inc. (“NMM”), and Kenneth Sim, M.D., not individually but in his capacity as the representative of the
shareholders of NMM (the “Merger”’). The Merger closed and became effective on December 8, 2017 (the “Closing”) (see
Note 3). As a result of the Merger, NMM is now a wholly-owned subsidiary of ApolloMed and the former NMM
shareholders own a majority of the issued and outstanding common stock of ApolloMed. For accounting purposes, the
Merger is treated as a “reverse acquisition” and NMM is considered the accounting acquirer and ApolloMed the
accounting acquiree. Accordingly, as of the Closing, NMM’s historical results of operations replaced ApolloMed’s
historical results of operations for all periods prior to the Merger, and the results of operations of both companies are
included in the accompanying consolidated financial statements for all periods following the Merger. Effective as of

the Closing, ApolloMed’s board of directors approved a change in ApolloMed’s fiscal year end from March 31 to
December 31, to correspond with NMM’s fiscal year end prior to the Merger.

The combined company, following the Merger, together with its affiliated physician groups and consolidated entities
(collectively, the “Company”) is a physician-centric integrated population health management company working to
provide coordinated, outcomes-based medical care in a cost-effective manner and serves patients in California, the
majority of whom are covered by private or public insurance such as Medicare, Medicaid and health maintenance
organizations (“HMOs”), with a small portion of the Company’s revenue coming from non-insured patients. The
Company provides care coordination services to each major constituent of the healthcare delivery system, including
patients, families, primary care physicians, specialists, acute care hospitals, alternative sites of inpatient care,
physician groups and health plans. The Company’s physician network consists of primary care physicians, specialist
physicians and hospitalists. The Company operates primarily through the following subsidiaries of ApolloMed:
NMM, Apollo Medical Management, Inc. (“AMM?”), APA ACO, Inc. (“APAACO”) and Apollo Care Connect, Inc.
(““Apollo Care Connect”), and their consolidated entities.

NMM was formed in 1994 as a management service organization (“MSQO”) for the purposes of providing management
services to medical companies and independent practice associations (“IPAs”). The management services cover

19
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primarily billing, collection, accounting, administrative, quality assurance, marketing, compliance and education.

Allied Physicians of California IPA, a Professional Medical Corporation d.b.a. Allied Pacific of California IPA (“APC”)
was incorporated on August 17, 1992 for the purpose of arranging health care services as an IPA. APC has contracts
with various health maintenance organizations (“HMOs”) or licensed health care service plans as defined in the
California Knox-Keene Health Care Service Plan Act of 1975. Each HMO negotiates a fixed amount per member per
month (“PMPM”) that is to be paid to APC. In return, APC arranges for the delivery of health care services by
contracting with physicians or professional medical corporations for primary care and specialty care services. APC
assumes the financial risk of the cost of delivering health care services in excess of the fixed amounts received. Some

of the risk is transferred to the contracted physicians or professional corporations. The risk is also minimized by
stop-loss provisions in contracts with HMOs.

On July 1, 1999, APC entered into an amended and restated management and administrative services agreement with
NMM (initial management services agreement was entered into in 1997) for an initial fixed term of 30 years. In
accordance with relevant accounting guidance, APC is determined to be a variable interest entity (“VIE”) as NMM is the
primary beneficiary with the ability to direct the activities (excluding clinical decisions) that most significantly affect
APC’s economic performance through its majority representation of the APC Joint Planning Board; therefore APC is
consolidated by NMM. As of March 31, 2018 and December 31, 2017, APC had an ownership interest of 4.90% and
4.95% in ApolloMed, respectively.

Concourse Diagnostic Surgery Center, LLC (“CDSC”) was formed on March 25, 2010 in the state of California. CDSC
is an ambulatory surgery center in City of Industry, California, is organized by a group of highly qualified physicians,
and the surgical center utilizes some of the most advanced equipment in Eastern Los Angeles County and San Gabriel
Valley. The facility is Medicare Certified and accredited by the Accreditation Association for Ambulatory Healthcare,
Inc. During 2011, APC invested $625,000 for a 41.59% ownership in CDSC. Due to capital stock changes in 2016,
APC’s ownership percentage in CDSC’s capital stock changed to 43.80% and 43.43% on May 31, 2016 and July 31,
2016, respectively. CDSC is consolidated as a VIE by APC as it was determined that APC has a controlling financial
interest in CDSC and is the primary beneficiary of CDSC.

APC also holds a 40% ownership interest in Pacific Ambulatory Surgery Center, LLC (“PASC”), a multi-specialty
outpatient surgery center.

10
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APC-LSMA was formed on October 15, 2012 as a designated shareholder professional corporation and Dr. Thomas
Lam, a shareholder, Chief Executive and Financial Officer of APC and Co-CEO of ApolloMed is a nominee
shareholder of APC. APC makes all the investment decisions on behalf of APC-LSMA, funds these investments and
receives all the distributions from the investments. APC has the obligation to absorb losses or rights to receive benefits
from all the investments made by APC-LSMA. APC-LSMA'’s sole function is to act as the nominee shareholder for
APC in other California medical professional corporations. Therefore, APC-LSMA is controlled and consolidated by
APC who is the primary beneficiary of this VIE. The only activity of APC-LSMA is to hold the investments in

medical corporations, which includes: The IPA line of business of LaSalle Medical Associates (“LMA”), Pacific
Medical Imaging and Oncology Center, Inc. (“PMIOC”), Diagnostic Medical Group (“DMG”) and AHMC International
Cancer Center (“ICC”).

ICC was formed on September 2, 2010 in the state of California. ICC is a Professional Medical California Corporation
and has entered into agreements with organizations such as HMOs, IPAs, medical groups and other purchasers of
medical services for the arrangement of services to subscribers or enrollees. On November 15, 2016, APC-LSMA, a
holding company of APC, agreed to purchase and acquire from ICC 40% of the aggregate issued and outstanding
shares of capital stock of ICC for $400,000 in cash. Certain requirements to complete the investment transaction was
completed in August 2017 and effective on October 31, 2017, ICC was determined to be a VIE of APC and is
consolidated by APC as it was determined that APC is the primary beneficiary of ICC through its power and
obligation to absorb losses and rights to receive benefits that could potentially be significant to ICC. The results of
operations of ICC from October 31, 2017 to December 31, 2017 were de minimis.

Universal Care Acquisition Partners, LLC (“UCAP”), a 100% owned subsidiary of APC, was formed on June 4, 2014,
for the purpose of holding the investment in Universal Care, Inc. (“UCI”).

APAACO, jointly owned by NMM and AMM, participates in the next generation accountable care organization

model (“NGACO Model”) of the Centers for Medicare & Medicaid Services (“CMS”) as of January 2017. The NGACO
Model is a new CMS program that allows provider groups to assume higher levels of financial risk and potentially
achieve a higher reward from participating in this new attribution-based risk sharing model. In addition to APAACO,
NMM and AMM operated three accountable care organizations (“ACOs”) that participated in the Medicare Shared
Savings Program (“MSSP”), the goal of which is to improve the quality of patient care and outcomes through more
efficient and coordinated approach among providers. MSSP revenues are uncertain, and, if such amounts are payable

by CMS, they will be paid on an annual basis significantly after the time earned, and are contingent on various factors,
including achievement of the minimum savings rate for the relevant period. Such payments are earned and made on an
“all or nothing” basis.

In 2012, ApolloMed formed an ACO, ApolloMed Accountable Care Organization, Inc. (“ApolloMed ACQO”) to
participate in the MSSP.
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On November 11, 2015, NMM, ACO Acquisition Corporation, and APCN-ACO, A Medical Professional Corp.
(“APCN-ACO”) entered into a reorganization agreement whereby ACO Acquisition Corporation, a newly organized
entity in which NMM is its sole shareholder, merged with APCN-ACO, effective on January 8, 2016, resulting in
APCN-ACO becoming a wholly owned subsidiary of NMM.

On December 18, 2016, NMM, ACO Acquisition Corporation #2, and Allied Physicians ACO, LLC (“AP-ACO”)
entered into a reorganization agreement whereby ACO Acquisition Corporation #2, a newly organized entity in which
NMM is its sole shareholder, merged into AP-ACO, effective on December 20, 2016, resulting in AP-ACO becoming
a wholly owned subsidiary of NMM.

As the Company is transitioning to the NGACO Model, patients and physicians with the three ACOs have
substantially been transferred to APAACO. Effective on December 31, 2017, APCN-ACO’s MSSP participation
agreement with CMS was terminated. Effective on December 31, 2016, AP-ACO’s MSSP participation agreement
with CMS was terminated. Effective on December 31, 2017, ApolloMed ACQO’s MSSP participation agreement with
CMS was terminated.

In conjunction with the Merger, ApolloMed sold to APC-LSMA all the issued and outstanding shares of capital stock
of Maverick Medical Group, Inc. (“MMG”). MMG has historically been included in the consolidated financial
statements filed by ApolloMed.

AMM, a wholly-owned subsidiary of ApolloMed, manages affiliated medical groups, which consist of ApolloMed
Hospitalists (“AMH”), a hospitalist company, Southern California Heart Centers (“SCHC”), Bay Area Hospitalist
Associates (“BAHA”), a medical corporation, ApolloMed Care Clinic (“ACC”) and AKM Medical Group, Inc. (“AKM”).
AMH provides hospitalist, intensivist and physician advisor services. SCHC is a specialty clinic that focuses on

cardiac care and diagnostic testing. BAHA operates a hospitalist, intensivist and post-acute care practice with a

presence at three acute care hospitals, one long-term acute care hospital and several skilled nursing facilities. ACC and
AKM are no longer active to any material extent.

Apollo Care Connect, a wholly-owned subsidiary of ApolloMed, provides a cloud and mobile-based population health
management platform that includes digital care plans, a case management module, connectivity with multiple
healthcare tracking devices and the ability to integrate with multiple electronic health records to capture clinical data.

ApolloMed also has a controlling interest in Apollo Palliative Services, LLC (“APS”), which owns two Los
Angeles-based companies, Best Choice Hospice Care, LLC (“BCHC”) and Holistic Care Home Health Agency, Inc.
(“HCHHA”) and provides palliative care services.
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ApolloMed also operated Pulmonary Critical Care Management, Inc. (“PCCM”) and Verdugo Medical Management,
Inc. (“VMM”), which operated as physician practice management companies. PCCM and VMM are no longer active to
any material extent.

11
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2.Basis of Presentation and Summary of Significant Accounting Policies

Basis of Presentation

The accompanying condensed consolidated balance sheet at December 31, 2017, has been derived from audited
consolidated financial statements but do not include all disclosures required by accounting principles generally
accepted in the United States of America (“U.S. GAAP”). The accompanying unaudited condensed consolidated
financial statements as of March 31, 2018 and for the three months ended March 31, 2018 and 2017, have been
prepared in accordance with U.S. GAAP for interim financial information and with the instructions to Form 10-Q and
Article 8 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by U.S.
GAAP for complete financial statements, and should be read in conjunction with the audited consolidated financial
statements and related footnotes included in the Company’s Annual Report on Form 10-K for the year ended
December 31, 2017 as filed with the U.S. Securities and Exchange Commission (“SEC”) on April 2, 2018. In the
opinion of management, all material adjustments (consisting of normal recurring adjustments) considered necessary
for a fair presentation have been made in the condensed consolidated financial statements. The condensed
consolidated financial statements include all material adjustments (consisting of normal recurring accruals) necessary
to make the condensed consolidated financial statements not misleading as required by Regulation S-X, Rule 10-01.
The Company’s quarterly results fluctuate. Operating results for the three months ended March 31, 2018 are not
necessarily indicative of the results that may be expected for the year ending December 31, 2018 or any future
periods.

Principles of Consolidation

The condensed consolidated balance sheets as of December 31, 2017 and March 31, 2018, includes the accounts of
ApolloMed, its consolidated subsidiaries NMM, including NMM’s subsidiaries, APCN-ACO and AP-ACO, AMM,
APAACO and Apollo Care Connect, NMM’s consolidated VIE, APC, APC’s subsidiary, UCAP, and APC’s
consolidated VIEs, CDSC, APC-LSMA and ICC. The condensed consolidated statement of income for the three

months ended March 31, 2017, includes NMM, its consolidated VIE, APC, APC’s subsidiary, UCAP, and APC’s
consolidated VIEs, CDSC, APC-LSMA and ICC. The condensed consolidated statement of income for the three

months ended March 31, 2018, includes ApolloMed, its consolidated subsidiaries NMM, AMM, APAACO and

Apollo Care Connect, NMM'’s consolidated VIE, APC, APC’s subsidiary, UCAP, and APC’s consolidated VIEs, CDSC,
APC-LSMA and ICC.

All material intercompany balances and transactions have been eliminated in consolidation.

Business Combinations

24



Edgar Filing: Apollo Medical Holdings, Inc. - Form 10-Q

The Company uses the acquisition method of accounting for all business combinations, which requires assets and
liabilities of the acquiree to be recorded at fair value, to measure the fair value of the consideration transferred,
including contingent consideration, to be determined on the acquisition date, and to account for acquisition related
costs separately from the business combination.

Reportable Segments

The Company operates as one reportable segment, the healthcare delivery segment, and implements and operates
innovative health care models to create a patient-centered, physician-centric experience. The Company reports its
condensed consolidated financial statements in the aggregate, including all activities in one reportable segment.

Use of Estimates

The preparation of condensed consolidated financial statements and related disclosures in conformity with U.S.
GAAP requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the condensed consolidated financial
statements and the reported amounts of revenues and expenses during the reporting period. Significant items subject to
such estimates and assumptions include collectability of receivables, recoverability of long-lived and intangible assets,
business combination and goodwill valuation and impairment, accrual of medical liabilities (including incurred, but
not reported (“IBNR”) claims), determination of full-risk and shared-risk revenue and receivable (including constraints,
completion factors and the modified retrospective adjustments), income taxes and valuation of share-based
compensation. Management evaluates its estimates and assumptions on an ongoing basis using historical experience
and other factors, including the current economic environment, and makes adjustments when facts and circumstances
dictate. As future events and their effects cannot be determined with precision, actual results could differ materially
from those estimates and assumptions.

Reclassifications

Certain amounts disclosed in prior period financial statements have been reclassified to conform to the current period
presentation. These reclassifications had no effect on the Company’s reported revenue, net income, cash flows or total
assets.

Cash and Cash Equivalents
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The Company’s cash and cash equivalents primarily consist of money market funds and certificates of deposit. The
Company considers all highly liquid investments that are both readily convertible into known amounts of cash and
mature within ninety days from their date of purchase to be cash equivalents.

The Company maintains its cash in deposit accounts with several banks, which at times may exceed the Federal
Deposit Insurance Corporation (“FDIC”)’s insured limits. The Company believes it is not exposed to any significant
credit risk with respect to its cash, cash equivalents and restricted cash. As of March 31, 2018, the Company’s deposit
accounts with banks exceeded the FDIC’s insured limit by approximately $135.0 million. The Company has not
experienced any losses to date and performs ongoing evaluations of these financial institutions to limit the Company’s
concentration of risk exposure.

12
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Restricted Cash

At times, APC is required to maintain a reserve fund by certain health plans, which are held in certificate of deposit
accounts with initial maturities of six months from the date of purchase and interest rates ranging from 0.05% to
0.10%. Restricted cash also consists of cash held as collateral to secure standby letters of credits as required by certain
contracts. As of March 31, 2018 and December 31, 2017, there was $18,028,116 and $18,005,661 included in
restricted cash short-term, respectively, in the accompanying condensed consolidated balance sheets. Approximately
$18,000,000 of such restricted cash was related to an amount that, as a result of the Merger between ApolloMed and
NMM (see Note 3), will be held in an escrow account for distribution to former NMM shareholders (see Note 17).

Receivables

The Company’s receivables are comprised of accounts receivable, capitation and claims receivable, risk pool, incentive
receivables and other receivables. Accounts receivable are recorded and stated at the amount expected to be collected.

Capitation and claims receivable relate to the health plan’s capitation, which is received by the Company in the
following month of service. Risk pool and incentive receivables mainly consist of the Company’s full risk pool
receivable that is recorded in accordance with Financial Accounting Standards Board (“FASB”) Accounting Standards
Codification (“ASC”) ASC 606 (see Note 13). Other receivables include fee-for-services (“FFS”) reimbursement for
patient care, certain expense reimbursements, transportation reimbursements from the hospitals, and based on invoices
sent to the subcontracted IPA for stop loss insurance premium reimbursements.

The Company maintains reserves for potential credit losses on accounts receivable. Management reviews the
composition of accounts receivable and analyzes historical bad debts, customer concentrations, customer credit
worthiness, current economic trends and changes in customer payment patterns to evaluate the adequacy of these
reserves. The Company also regularly analyses the ultimate collectability of accounts receivable after certain stages of
the collection cycle using a look-back analysis to determine the amount of receivables subsequently collected and
adjustments are recorded when necessary. Reserves are recorded primarily on a specific identification basis.

Amounts are recorded as a receivable when the Company is able to determine amounts receivable under these
contracts and/or agreements based on information provided and collection is reasonably likely to occur. The Company
continuously monitors its collections of receivables and its policy is to write off receivables when they are determined
to be uncollectible. The Company has not incurred credit losses related to receivables. As of March 31, 2018 and
December 31, 2017, the Company recorded an allowance for doubtful accounts of $763,205 and $407,953,
respectively.
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Concentrations of Risks

The Company had major payors that contributed the following percentage of net revenue:

For The
Three
Months
Ended March
31,

2018 2017

PayorA * % 129%
Payor B 12.0% 24.0%
PayorC * % 11.9%
PayorD 109% 12.7%

* Less than 10% of total net revenues

The Company had major payors that contributed to the following percentage of receivables before the allowance for
doubtful accounts:

As of As of
March

31 December
2018 31, 2017

PayorD 256 % 23.8 %
PayorE 382 % 30.5 %

Fair Value Measurements of Financial Instruments

The Company’s financial instruments consist of cash and cash equivalents, fiduciary cash, restricted cash, investment
in marketable securities, receivables, loans receivable, derivative asset (warrants), accounts payable, certain accrued
expenses, capital lease obligations, bank loan and the line of credit. The carrying values of the financial instruments
classified as current in the accompanying consolidated balance sheets are considered to be at their fair values, due to
the short maturity of these instruments. The carrying amount of the loan receivables — long term, bank loan, capital
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lease obligations and line of credit approximates fair value as they bear interest at rates that approximate current
market rates for debt with similar maturities and credit quality.

13
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FASB ASC 820, Fair Value Measurement (‘“ASC 820”), applies to all financial assets and financial liabilities that are
measured and reported on a fair value basis and requires disclosure that establishes a framework for measuring fair
value and expands disclosure about fair value measurements. ASC 820 establishes a fair value hierarchy for
disclosures of the inputs to valuations used to measure fair value.

This hierarchy prioritizes the inputs into three broad levels as follows:

Level 1 —Inputs are unadjusted quoted prices in active markets for identical assets or liabilities that can be accessed at
the measurement date.

Level 2 —Inputs include quoted prices for similar assets and liabilities in active markets, quoted prices for identical or
similar assets or liabilities in markets that are not active, inputs other than quoted prices that are observable for the
asset or liability (i.e., interest rates and yield curves), and inputs that are derived principally from or corroborated by
observable market data by correlation or other means (market corroborated inputs).

Level 3 —Unobservable inputs that reflect assumptions about what market participants would use in pricing the asset or
liability. These inputs would be based on the best information available, including the Company’s own data.

The carrying amounts and fair values of the Company’s financial instruments as of March 31, 2018 are presented
below:

Fair Value Measurements

Level 1 Level 2 Level 3 Total
Assets
Money market accounts* $42,300,818 $ - $ - $42.300,818
Marketable securities — certificates of deposit 1,061,022 - - 1,061,022
Marketable securities — equity securities 77,455 - - 77,455
Total $ 43,439,295 $ - $ - $43,439,295

The carrying amounts and fair values of the Company’s financial instruments as of December 31, 2017 are presented
below:
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Fair Value Measurements

Level 1 Level 2 Level 3 Total
Assets
Money market accounts* $41,231,405 $ - $ - $41,231,405
Marketable securities — certificates of deposit 1,057,090 - - 1,057,090
Marketable securities — equity securities 86,005 - - 86,005
Total $ 42,374,500 $ - $ - $42,374,500

* Included in cash and cash equivalents

There was no Level 3 input measured on a non-recurring basis for the three months ended March 31, 2018. The
following summarizes activity of Level 3 inputs measured on a recurring basis for the three months ended March 31,
2017:

Derivative

Assets

(Warrants)
Balance at January 1, 2017 $5,338,886
Change in fair value of warrant liabilities 1,522,222
Balance at March 31, 2017 $6,861,108

The fair value of the warrant derivative asset of approximately $6.9 million at March 31, 2017 was estimated using the
Black-Scholes valuation model, using the following inputs: term of 3.54 — 4.00 years, risk free rate of 1.62% - 1.71%,
no dividends, volatility of 62.3% - 62.4%, share price of $9.00 per share based on the trading price of ApolloMed’s
common stock adjusted for a marketability discount, and a 0% probability of redemption of the warrant shares issued
along with the shares of ApolloMed’s convertible preferred stock issued in the financing.

14
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There have been no changes in Level 1, Level 2, or Level 3 classification and no changes in valuation techniques for
these assets for the three months ended March 31, 2018 and 2017.

Intangible Assets and Long-Lived Assets

Intangible assets with finite lives include network-payor relationships, management contracts and member
relationships and are stated at cost, less accumulated amortization and impairment losses. These intangible assets are
amortized on the accelerated method using the discounted cash flow rate.

Intangible assets with finite lives also include a patent management platform as well as trade names and trademarks,
whose valuations were determined using the cost to recreate method and the relief from royalty method, respectively.
These assets are stated at cost, less accumulated amortization and impairment losses and is amortized using the
straight-line method.

Finite-lived intangibles and long-lived assets are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be recoverable. If the expected future cash flows
from the use of such assets (undiscounted and without interest charges) are less than the carrying value, a write-down
would be recorded to reduce the carrying value of the asset to its estimated fair value. Fair value is determined based
on appropriate valuation techniques. The Company determined that there was no impairment of its finite-lived
intangible or long-lived assets during the three months ended March 31, 2018 and 2017.

Goodwill and Indefinite-Lived Intangible Assets

Under the ASC 350, Intangibles — Goodwill and Other (“ASC 350”), goodwill and indefinite-lived intangible assets are
reviewed at least annually for impairment.

At least annually, at the Company’s fiscal year end, management assesses whether there has been any impairment in
the value of goodwill by first comparing the fair value to the net carrying value of the reporting unit. If the carrying
value exceeds its estimated fair value, a second step is performed to compute the amount of the impairment. The
Company has determined it has four reporting units, which are comprised of (1) provider services, (2) management
services, (3) IPA, and (4) ACO.
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An impairment loss is recognized if the implied fair value of the asset being tested is less than its carrying value. In
this event, the asset is written down accordingly. The fair values of goodwill are determined using valuation
techniques based on estimates, judgments and assumptions management believes are appropriate in the circumstances.

At least annually, indefinite-lived intangible assets are tested for impairment. Impairment for intangible assets with
indefinite lives exists if the carrying value of the intangible asset exceeds its fair value. The fair values of
indefinite-lived intangible assets are determined using valuation techniques based on estimates, judgments and
assumptions management believes are appropriate in the circumstances. The Company determined that there was no
impairment of its goodwill during the three months ended March 31, 2018 and 2017.

Investments in Other Entities - Equity Method

The Company accounts for certain investments using the equity method of accounting when it is determined that the
investment provides the Company with the ability to exercise significant influence, but not control, over the investee.
Significant influence is generally deemed to exist if the Company has an ownership interest in the voting stock of the
investee of between 20% and 50%, although other factors, such as representation on the investee’s board of directors,
are considered in determining whether the equity method of accounting is appropriate. Under the equity method of
accounting, the investment, originally recorded at cost, is adjusted to recognize the Company’s share of net earnings or
losses of the investee and is recognized in the accompanying consolidated statements of income under “Income from
equity method investments” and also is adjusted by contributions to and distributions from the investee. Equity method
investments are subject to impairment evaluation. No impairment loss was recorded on equity method investments for
the three months ended March 31, 2018 and 2017.

Medical Liabilities

APC, APAACO and MMG are responsible for integrated care that the associated physicians and contracted hospitals
provide to its enrollees. APC, APAACO and MMG provide integrated care to HMOs, Medicare and Medi-Cal
enrollees through a network of contracted providers under sub-capitation and direct patient service arrangements.
Medical costs for professional and institutional services rendered by contracted providers are recorded as cost of
services expenses in the accompanying consolidated statements of income.

An estimate of amounts due to contracted physicians, hospitals, and other professional providers is included in
medical liabilities in the accompanying consolidated balance sheets. Medical liabilities include claims reported as of
the balance sheet date and estimates IBNR claims. Such estimates are developed using actuarial methods and are
based on numerous variables, including the utilization of health care services, historical payment patterns, cost trends,
product mix, seasonality, changes in membership, and other factors. As APAACQO’s NGACO program is new and not
sufficient claims history is available, the medical liabilities for the NGACO program are estimated and recorded at
100% of the revenue less actual claims processed for or paid to in-network providers (after taking into account the
average discount negotiated with the in-network providers). The Company plans to use the traditional lag models as
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the claims history matures. The estimation methods and the resulting reserves are periodically reviewed and updated.
Many of the medical contracts are complex in nature and may be subject to differing interpretations regarding
amounts due for the provision of various services. Such differing interpretations may not come to light until a
substantial period of time has passed following the contract implementation.

15
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Revenue Recognition

On January 1, 2018, the Company adopted the new revenue recognition standard Accounting Standards Update (“ASU”)
2014-09, “Revenue from Contracts with Customers (Topic 606)”, using the modified retrospective method. Modified
retrospective adoption requires entities to apply the standard retrospectively to the most current period presented in the
financial statements, requiring the cumulative effect of the retrospective application as an adjustment to the opening
balance of retained earnings and noncontrolling interests at the date of initial application. Revenue from substantially

all of the Company’s contracts with customers continues to be recognized over time as services are rendered. The 2017
comparative information has not been restated and continues to be reported under the accounting standards in effect

for that period. Refer to Note 13- Revenue Recognition for further details.

Income Taxes

Federal and state income taxes are computed at currently enacted tax rates less tax credits using the asset and liability
method. Deferred taxes are adjusted both for items that do not have tax consequences and for the cumulative effect of
any changes in tax rates from those previously used to determine deferred tax assets or liabilities. Tax provisions
include amounts that are currently payable, changes in deferred tax assets and liabilities that arise because of
temporary differences between the timing of when items of income and expense are recognized for financial reporting
and income tax purposes, changes in the recognition of tax positions and any changes in the valuation allowance
caused by a change in judgment about the realizability of the related deferred tax assets. A valuation allowance is
established when necessary to reduce deferred tax assets to amounts expected to be realized.

The Company uses a recognition threshold of more-likely-than-not and a measurement attribute on all tax positions
taken or expected to be taken in a tax return in order to be recognized in the financial statements. Once the recognition
threshold is met, the tax position is then measured to determine the actual amount of benefit to recognize in the
financial statements.

Share-Based Compensation

The Company maintains a stock-based compensation program for employees, non-employees, directors and
consultants. The value of stock-based awards such as options is recognized as compensation expense on a cumulative
straight-line basis over the vesting terms of the awards, adjusted for expected forfeitures. At times, the Company
issues shares of its common stock to its employees, directors and consultants, which shares may be subject to the
Company’s repurchase right (but not obligation) that lapses based on performance of services in the future.
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The Company accounts for share-based awards granted to persons other than employees and directors under ASC
505-50 Equity-Based Payments to Non-Employees. As such the fair value of such shares is periodically re-measured
using an appropriate valuation model and income or expense is recognized over the vesting period.

Basic and Diluted Earnings Per Share

Basic earnings per share (“EPS”) is computed by dividing net income attributable to holders of the Company’s common
stock by the weighted average number of shares of common stock outstanding during the periods presented. Diluted
earnings per share is computed using the weighted average number of shares of common stock outstanding plus the
effect of dilutive securities outstanding during the periods presented, using treasury stock method. Refer to Note 10

for a discussion of shares treated as treasury shares for accounting purposes.

The basic EPS for the comparative period (the quarter ended March 31, 2017) before the closing of the Merger (see
Note 3) presented in the condensed consolidated financial statements was calculated by dividing (a) by (b):

a) The income of the legal acquiree (NMM) attributable to holders of the Company’s common stock in such period.

The legal acquiree’s historical weighted average number of shares of common stock outstanding multiplied by the
exchange ratio established in the Merger.

b)

Noncontrolling Interests

The Company consolidates entities in which the Company has a controlling financial interest. The Company
consolidates subsidiaries in which the Company holds, directly or indirectly, more than 50% of the voting rights, and
VIEs in which the Company is the primary beneficiary. Noncontrolling interests represent third-party equity
ownership interests (including certain VIEs) in the Company’s consolidated entities. The amount of net income
attributable to noncontrolling interests is disclosed in the consolidated statements of income.
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Mezzanine Equity

Pursuant to APC’s shareholder agreements, in the event of a disqualifying event, as defined in the agreements, APC
could be required to repurchase the shares from the respective shareholders based on certain triggers outlined in the
shareholder agreements. As the redemption feature of the shares is not solely within the control of APC, the equity of
APC does not qualify as permanent equity and has been classified as mezzanine or temporary equity. Accordingly, the
Company recognizes noncontrolling interests in APC as mezzanine equity in the condensed consolidated financial
statements.

Recent Accounting Pronouncements

In May 2014, the FASB issued ASU No. 2014-09, “Revenue from Contracts with Customers (Topic 606)” (“ASU
2014-09”). ASU 2014-09 and other subsequent revisions amend the guidance for revenue recognition to replace
numerous, industry specific requirements and converges areas under this topic with those of the International
Financial Reporting Standards. The ASU implements a five-step process for customer contract revenue recognition
that focuses on transfer of control, as opposed to transfer of risk and rewards. The amendment also requires enhanced
disclosures regarding the nature, amount, timing and uncertainty of revenues and cash flows from contracts with
customers. Other major provisions include the capitalization and amortization of certain contract costs, ensuring the
time value of money is considered in the transaction price, and allowing estimates of variable consideration to be
recognized before contingencies are resolved in certain circumstances. Entities can transition to the standard either
retrospectively or as a cumulative-effect adjustment as of the date of adoption. The Company adopted ASU 2014-09
on January 1, 2018. Refer to Note 13. Revenue Recognition, for further details.

In January 2016, the FASB issued ASU No. 2016-01, “Financial Instruments - Overall (Topic 825-10): Recognition
and Measurement of Financial Assets and Financial Liabilities” (“ASU 2016-01"). ASU 2016-01 addresses certain
aspects of recognition, measurement, presentation and disclosures of financial instruments including the requirement
to measure certain equity investments at fair value with changes in fair value recognized in net income. The Company
adopted ASU 2016-01 on January 1, 2018. The adoption of ASU 2016-01 did not have a material impact on the
Company’s condensed consolidated financial statements.

In February 2016, the FASB issued ASU No. 2016-02, “Leases (Topic 842)” (“ASU 2016-02"). Under ASU 2016-02,
lessees will be required to recognize the following for all leases (with the exception of short-term leases) at the
commencement date: a lease liability, which is a lessee’s obligation to make lease payments arising from a lease,
measured on a discounted basis; and a right-of-use asset, which is an asset that represents the lessee’s right to use, or
control the use of, a specified asset for the lease term. ASU 2016-02 will be applied using a modified retrospective
transition method and is effective for the Company in the first quarter of 2019, with early adoption permitted. The
Company does not expect to early adopt the new guidance. The Company has appointed a project team and is in the
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process of evaluating the impact the new standard will have on its condensed consolidated financial statements. The
Company expects to complete the impact assessment process by the end of the third quarter of 2018, and to complete
the implementation process, including adding procedures and evaluating necessary disclosures, prior to the end of the
first quarter of 2019.

In June 2016, the FASB issued ASU No. 2016-13, “Financial Instruments-Credit Losses (Topic 326)-Measurement of
Credit Losses on Financial Instruments” (“ASU 2016-13"). The new standard requires entities to measure all expected
credit losses for financial assets held at the reporting date based on historical experience, current conditions and
reasonable and supportable forecasts. ASU 2016-13 will become effective for fiscal years beginning after December
15, 2019, with early adoption permitted. The Company is currently evaluating the impact ASU 2016-13 will have on
the condensed consolidated financial statements.

In August 2016, the FASB issued ASU No. 2016-15, “Statement of Cash Flows (Topic 230) — Classification of Certain
Cash Receipts and Cash Payments” (“ASU 2016-15"). This ASU provides clarification regarding how certain cash
receipts and cash payments are presented and classified in the statement of cash flows. This ASU addresses eight
specific cash flow issues with the objective of reducing the existing diversity in practice. The issues addressed in this
ASU that will affect the Company are classifying debt prepayments or debt extinguishment costs and contingent
consideration payments made after a business combination. This update is effective for annual and interim periods
beginning after December 15, 2017, and interim periods within that reporting period. The Company adopted ASU
2016-15 on January 1, 2018. The adoption of ASU 2016-15 did not have a material impact on the Company’s
condensed consolidated financial statements.

In December 2016, the FASB issued ASU No. 2016-18, “Statement of Cash Flows (Topic 230) — Restricted Cash” (“ASU
2016-18”). The amendments in ASU 2016-18 require that a statement of cash flows explain the change during the

period in the total of cash, cash equivalents, and amounts generally described as restricted cash or restricted cash
equivalents. The Company adopted ASU 2016-18 on January 1, 2018. As a result of adopting ASU 2016-18, the

primary impact to the condensed consolidated statements of cash flows relates to including amounts generally

described as restricted cash in cash and cash equivalents when reconciling beginning-of-period and end-of-period total
amounts shown on the statements of cash flows. Also, prior period amounts in the statements of cash flows for the

three months ended March 31, 2017 have been retrospectively adjusted to reflect the adoption of ASU 2016-18.

In January 2017, the FASB issued ASU No. 2017-01, “Business Combinations (Topic 805): Clarifying the Definition
of a Business” (“ASU 2017-017). This ASU provides a screen to determine when a set is not a business, which requires
that when substantially all of the fair value of the gross assets acquired (or disposed of) is concentrated in a single
identifiable asset or a group of similar identifiable assets, the set is not a business, which reduces the number of
transactions that need to be further evaluated. If the screen is not met, this ASU requires that to be considered a
business, a set must include, at a minimum, an input and a substantive process that together significantly contribute to
the ability to create output and also remove the evaluation of whether a market participant could replace missing
elements. The Company adopted ASU 2017-01 on January 1, 2018. The adoption of ASU 2017-01 did not have a
material impact on the Company’s condensed consolidated financial statements.
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In January 2017, the FASB issued ASU No. 2017-04, “Intangibles — Goodwill and Other (Topic 350): Simplifying the
Test for Goodwill Impairment” (“ASU 2017-04"). This ASU eliminates Step 2 from the goodwill impairment test if the
carrying amount exceeds the fair value of a reporting unit and also eliminated the requirements for any reporting unit
with a zero or negative carrying amount to perform a qualitative assessment and, if it fails that qualitative test, to
perform Step 2 of the goodwill impairment test. Therefore, the same impairment assessment applies to all reporting
units. An entity is required to disclose the amount of goodwill allocated to each reporting unit with a zero or negative
carrying amount of net assets. This update is effective for annual and interim periods beginning after December 15,
2019. Early adoption is permitted for interim or annual goodwill impairment tests performed on testing dates after
January 1, 2017. The Company is currently assessing the impact the adoption of ASU 2017-04 will have on the
Company’s condensed consolidated financial statements.

In May 2017, the FASB issued ASU No. 2017-09, “Compensation - Stock Compensation (Topic 718): Scope of
Modification Accounting” (“ASU 2017-09”), to clarify which changes to the terms or conditions of a share-based
payment award require an entity to apply modification accounting in Topic 718. This ASU is effective for annual
periods beginning after December 15, 2017. ASU 2017-09 will be applied prospectively when changes to the terms or
conditions of a share-based payment award occur. The Company adopted ASU 2017-01 on January 1, 2018. The
adoption of ASU 2017-09 did not have a material impact on the Company’s condensed consolidated financial
statements.

In July 2017, the FASB issued ASU No. 2017-11, “Earnings Per Share (Topic 260); Distinguishing Liabilities from
Equity (Topic 480); Derivatives and Hedging (Topic 815): (Part 1) Accounting for Certain Financial Instruments with
Down Round Features, (Part IT) Replacement of the Indefinite Deferral for Mandatorily Redeemable Financial
Instruments of Certain Nonpublic Entities and Certain Mandatorily Redeemable Non-controlling Interests with a
Scope Exception” (“ASU 2017-11”). The amendments in Part I of this Update change the classification analysis of
certain equity-linked financial instruments (or embedded features) with down round features. When determining
whether certain financial instruments should be classified as liabilities or equity instruments, a down round feature no
longer precludes equity classification when assessing whether the instrument is indexed to an entity’s own stock. The
amendments also clarify existing disclosure requirements for equity-classified instruments. The amendments in Part 1
of this update are effective for fiscal years, and interim periods within those fiscal years, beginning after December 15,
2018. Early adoption is permitted, including adoption in any interim period. If an entity early adopts the amendments
in an interim period, any adjustments should be reflected as of the beginning of the fiscal year that includes that
interim period. The Company is currently assessing the impact the adoption of ASU 2017-11 will have on the
Company’s condensed consolidated financial statements.

With the exception of the new standards discussed above, there have been no other new accounting pronouncements
that have significance, or potential significance, to the Company’s financial position, results of operations and cash
flows.

3.Mergers and Acquisitions
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On December 8§, 2017, (the “Effective Time”) the merger (the “Merger”) of ApolloMed’s wholly-owned subsidiary, Apollo
Acquisition Corp., with and into Network Medical Management, Inc. as the surviving entity was completed, in
accordance with the terms and conditions of the Agreement and Plan of Merger, dated as of December 21, 2016 (as
amended on March 30, 2017 and October 17, 2017), by and among the Company, Merger Sub, NMM and Kenneth
Sim, M.D., as the NMM shareholders’ representative. As a result of the Merger, NMM now is a wholly-owned
subsidiary of ApolloMed and former NMM shareholders own a majority of the issued and outstanding common stock
of the Company. Both companies are considered to be a business under the guidance outlined in ASC 805, Business
Combinations. The combined company operates under the Apollo Medical Holdings name. NMM is the larger entity
in terms of assets, revenues and earnings. In addition, as of the closing of the Merger, the majority of the board of
directors of the combined company was comprised of former NMM directors and directors nominated for election by
NMM. Accordingly, ApolloMed is considered to be the legal acquirer (and accounting acquiree) whereas NMM is
considered to be the accounting acquirer (and legal acquiree) and, accordingly, the merger transaction is a reverse
acquisition. Accordingly, as of the Effective Time, NMM’s historical results of operations replaced ApolloMed’s
historical results of operations for all periods prior to the Merger, and the results of operations of both companies will
be included in the Company’s financial statements for all periods following the Merger. As of the Effective Time, the
Company’s board of directors approved a change in the Company’s fiscal year end from March 31 to December 31, to
correspond with NMM’s fiscal year end prior to the Merger.

Pursuant to the Merger Agreement, at the Effective Time, each issued and outstanding share of NMM common stock
converted into the right to receive (i) such number of fully paid and nonassessable shares of ApolloMed’s common
stock that resulted in the NMM shareholders having a right to receive an aggregate number of shares of ApolloMed’s
common stock that represented 82% of the total issued and outstanding shares of ApolloMed common stock
immediately following the Effective Time, with no NMM dissenting shareholder interests as of the Effective Time
(the “exchange ratio™), plus (ii) an aggregate of 2,566,666 ApolloMed’s common stock, with no NMM dissenting
shareholder interests as of the Effective Time, and (iii) common stock warrants to purchase a pro-rata portion of an
aggregate of 850,000 shares of common stock of ApolloMed, exercisable at $11.00 per share and warrants to purchase
an aggregate of 900,000 shares of common stock of ApolloMed at $10.00 per share. At the Effective Time,
pre-Merger ApolloMed stockholders held their existing shares of ApolloMed’s common stock. At the Effective Time,
ApolloMed held back 10% of the total number of shares of ApolloMed’s common stock issuable to pre-Merger NMM
shareholders in the Merger to secure indemnification of ApolloMed and its affiliates under the Merger Agreement.
Separately, indemnification of pre-Merger NMM shareholders under the Merger Agreement was made by the issuance
by ApolloMed to pre-Merger NMM shareholders of new additional shares of common stock (capped at the same
number of shares of ApolloMed’s common stock as are subject to the holdback for the indemnification of ApolloMed).
These holdback shares will be held for a period of up to 24 months after the closing of the Merger (to be distributed on
a pro-rata basis to former NMM shareholders), during which ApolloMed may seek indemnification for any breach of,
or noncompliance with, any provision of the Merger agreement, by NMM. Half of these shares will be issued on the
first and second anniversary of the Effective Time respectively.
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For purposes of calculating the exchange ratio, (A) the aggregate number of shares of ApolloMed common stock held
by the NMM shareholders immediately following the Effective Time excluded (i) any shares of ApolloMed common
stock owned by NMM shareholders immediately prior to the Effective Time, (ii) the Series A warrant and Series B
warrant issued by ApolloMed to NMM to purchase ApolloMed common stock (the “ApolloMed Warrants”) and (iii)
any shares of ApolloMed common stock issued or issuable to NMM shareholders pursuant to the exercise of the
ApolloMed Warrants, and (B) the total number of issued and outstanding shares of ApolloMed common stock
immediately following the Effective Time excluded 520,081 shares of ApolloMed common stock issued or issuable
under a Convertible Promissory Note to Alliance Apex, LLC (“Alliance”) for $4.99 million and accrued interest
pursuant to the Securities Purchase Agreement between ApolloMed and Alliance dated as of March 30, 2017