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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended March 31, 2007

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the transition period from to
001-33071
(Commission File Number)
EHEALTH, INC.
(Exact name of registrant as specified in its charter)
Delaware 56-2357876
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

440 EAST MIDDLEFIELD ROAD

Table of Contents 1



Edgar Filing: eHealth, Inc. - Form 10-Q

MOUNTAIN VIEW, CALIFORNIA 94043
(Address of principal executive offices)
(650) 584-2700
(Registrant s telephone number, including area code)
Not Applicable

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. YES x NO ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer ~ Accelerated filer Non-accelerated filer x
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). YES = NO x

The number of shares of the registrant s common stock, par value $0.001 per share, outstanding as of April 30, 2007 was 22,530,465 shares.
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ITEM 1. FINANCIAL STATEMENTS

CONDENSED CONSOLIDATED BALANCE SHEETS

Assets

Current assets:

Cash and cash equivalents

Short-term investments

Accounts receivable

Deferred income taxes

Prepaid expenses and other current assets

Total current assets
Property and equipment, net
Deferred income taxes
Other assets

Total assets

Liabilities and stockholders equity
Current liabilities:

Accounts payable

Accrued compensation and benefits
Accrued marketing expenses
Deferred revenue

Other current liabilities

Total current liabilities
Other non-current liabilities
Commitments and contingencies (see Note

Stockholders equity:

PART I

FINANCIAL INFORMATION

EHEALTH, INC.

(In thousands, except share and per share information)

6)

Preferred stock; $0.001 par value; 10,000,000 shares authorized; no shares issued or outstanding at

December 31, 2006 and March 31, 2007

Common stock; $0.001 par value; 100,000,000 shares authorized; 21,748,932 and 21,784,537 shares issued

and outstanding at December 31, 2006 and
Additional paid-in capital

Deferred stock-based compensation
Accumulated deficit

Accumulated other comprehensive income

Total stockholders equity

Table of Contents

March 31, 2007, respectively

December 31,
2006

$ 90,316
158

717

2,257

1,926

95,374
3,936
5,165

453

$ 104,928

$ 1,440
3,743

1,647

62

1,979

8,871
317

22
159,576

(254)

(63,655)
51

95,740

March 31,
2007
(unaudited)

$ 93,511
159

888

1,806
2,276

98,640
3,728
4,123

496

$ 106,987

$ 1,548
2,626
2,133

201
1,732

8,240
345

22
159,909

(214)

(61,378)
63

98,402
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Total liabilities and stockholders equity $ 104,928 $ 106,987

The accompanying notes are an integral part of these condensed consolidated financial statements.
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EHEALTH, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

Revenue:
Commission
Sponsorship, licensing and other

Total revenue

Operating costs and expenses:
Cost of revenue-sharing
Marketing and advertising (*)
Customer care and enrollment (*)
Technology and content (*)
General and administrative (*)

Total operating costs and expenses

Income from operations
Other income, net

Income before provision for income taxes
Provision for income taxes

Net income

Comprehensive income:
Net income
Foreign currency translation adjustment

Total comprehensive income

Net income per share:

Basic common stock

Basic Class A nonvoting common stock
Diluted common stock

Diluted Class A nonvoting common stock

Net income:
Allocated to common stock

(In thousands, except per share amounts, unaudited)

Allocated to Class A nonvoting common stock

Net income

Weighted-average number of shares used in per share amounts:

Basic common stock
Basic Class A nonvoting common stock
Diluted common stock

Table of Contents

Three Months
Ended
March 31,
2006 2007

$12,719 $18,374
316 1,115

13,035 19,489

204 417
4,860 6,930
2,596 2,999
2,256 2,995
2,085 3,455

12,001 16,796

1,034 2,693
91 1,167
1,125 3,860
23 1,583

$ 1,102 §$ 2277

$ 1,102 §$ 2277
4 12

$ 1,106 $ 2,289

$ 023 §$ 0.10
$ 023
$ 006 $ 0.09
$ 0.06

$ 1,002 §$ 2,277
10

$ 1,102 §$ 2,277

4820 21,739

44
18,927 25,428
6
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Diluted Class A nonvoting common stock 44

(*) Includes stock-based compensation as follows:

Marketing and advertising $ $ 30
Customer care and enrollment 4 19
Technology and content 30 134
General and administrative 7 89
Total $ 41 $ 272

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

Table of Contents 7



Edgar Filing: eHealth, Inc. - Form 10-Q

Table of Conten
EHEALTH, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands, unaudited)

Operating activities

Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Deferred income taxes

Depreciation and amortization
Stock-based compensation expense
Deferred rent

Changes in operating assets and liabilities:
Accounts receivable

Prepaid expenses and other current assets
Other assets

Accounts payable

Accrued compensation and benefits
Accrued marketing expenses

Deferred revenue

Other current liabilities

Net cash provided by operating activities

Investing activities

Purchases of property and equipment
Changes in restricted cash

Changes in restricted investments

Net cash used in investing activities
Financing activities
Net proceeds from exercise of common stock options

Costs incurred in connection with initial public offering
Principal payments in connection with capital leases

Net cash used in financing activities
Effect of exchange rate changes on cash and cash equivalents

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Three Months Ended
March 31,
2006 2007
$ 1,102 $ 2277
1,493
324 426
41 272
27
1) (171)
(188) (350)
(1) 43)
(249) 108
(1,044) (1,115)
430 486
177 139
7 (142)
508 3,407
(190) (224)
(D
(1)
(191) (225)
218 101
(596)
) (104)
(380) 3)
4 16
59) 3,195
9,415 90,316
$ 9,356  $93,511
8
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EHEALTH, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)
Note 1 Summary of Business and Significant Accounting Policies

Description of Business eHealth, Inc. and subsidiaries ( the Company, we or us ) offer Internet-based insurance agency services for individuals,
families and small businesses in the United States, as well as technology licensing and Internet advertising services. Our services and technology

enable individuals, families and small businesses to research, analyze, compare and purchase health insurance products from health insurance

carriers across the nation. We are licensed to market and sell health insurance in all 50 states and the District of Columbia.

Basis of Presentation The unaudited interim condensed consolidated financial statements included in this Quarterly Report of Form 10-Q have
been prepared on the same basis as the annual consolidated financial statements and, in the opinion of management, reflect adjustments
necessary for a fair statement of eHealth s consolidated financial position at December 31, 2006 and March 31, 2007 and its consolidated results
of operations and cash flows for the three months ended March 31, 2006 and 2007.

Reverse Stock Split We effected a 1-for-2 reverse stock split of our outstanding common stock, convertible preferred stock and Class A
nonvoting common stock on September 25, 2006. All share and per share amounts contained in the consolidated financial statements have been
retroactively adjusted to reflect the reverse stock split.

Principles of Consolidation The consolidated financial statements include the accounts of eHealth, Inc. and our wholly-owned subsidiaries,
eHealthInsurance Services, Inc., eHealth China, Inc. and eHealth China (Xiamen) Technology Co., Ltd. All intercompany accounts and
transactions have been eliminated in consolidation. The consolidated financial statements have been prepared in accordance with U.S. generally
accepted accounting principles ( U.S. GAAP ).

Segments We operate in one business segment. See Note 7 for additional information regarding our business segment.

Use of Estimates The preparation of consolidated financial statements and related disclosures in conformity with U.S. GAAP requires
management to make estimates, judgments and assumptions that affect the amounts reported and disclosed in the consolidated financial
statements and accompanying notes. On an ongoing basis, we evaluate our estimates, including those related to, but not limited to, the useful
lives of long-lived assets including property and equipment, fair value of investments, fair value of intangible assets, allowances for commission
forfeitures payable to carriers, income taxes, and, prior to our initial public offering ( [PO ) in October 2006, the value of our common stock for
the purpose of determining stock-based compensation. We base our estimates of the carrying value of certain assets and liabilities on historical
experience and on various other assumptions that we believe to be reasonable. Actual results may differ from these estimates.

Unaudited Interim Financial Information The accompanying unaudited condensed consolidated balance sheet as of March 31, 2007 and the
condensed consolidated statements of operations and comprehensive income and the condensed consolidated statements of cash flows for the
three months ended March 31, 2006 and 2007 have been prepared in accordance with U.S. GAAP for interim financial information and with the
instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the financial information and footnotes
required by U.S. GAAP for complete annual financial statements. In our opinion, these unaudited interim consolidated financial statements have
been prepared on the same basis as the audited consolidated financial statements included in our Annual Report on Form 10-K as filed with the
Securities and Exchange Commission on March 21, 2007 and include all adjustments, which include only normal recurring adjustments,
necessary for the fair presentation of our financial position at March 31, 2007 and results of operations and cash flows for the three months
ended March 31, 2006 and 2007. The results for the three months ended March 31, 2007 are not necessarily indicative of the results to be
expected for the year ending December 31, 2007 or for any other interim period or future year. These condensed consolidated financial
statements should be read in conjunction with the audited consolidated financial statements and notes thereto contained in our Annual Report on
Form 10-K. The information as of December 31, 2006 is derived from those financial statements.

Cash Equivalents We consider all highly liquid investments with an original maturity of three months or less from the date of purchase to be
cash equivalents. Cash and cash equivalents, which primarily consist of cash on deposit with banks and money market funds, are stated at cost,
which approximates fair value.
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EHEALTH, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(unaudited)

Concentration of Credit Risk and Significant Customers Our financial instruments that are exposed to concentrations of credit risk principally
consist of cash, cash equivalents, investments and accounts receivable. We deposit our cash, cash equivalents and investments in accounts with
major banks and financial institutions and, at times, such investments may be in excess of federally insured limits. We do not require collateral
or other security for our accounts receivable. As of March 31, 2007, three customers each represented 10% or more of our total accounts
receivable and, in aggregate, represented 49%, or $432,000, of our total accounts receivable. We do not anticipate any collection issues with any
of these customers.

Revenue for all periods presented was generated from customers located solely in the United States. Revenue under separate agreements with
individual unaffiliated carriers in excess of 10% of total revenue was as follows (unaudited):

Three Months Ended
March 31,
2006 2007
Golden Rule 16% 16%
Blue Cross of California and Unicare 14% 10%

Seasonality The number of health insurance applications submitted through our ecommerce platform has generally increased in our first quarter
compared to our fourth quarter and in our third quarter compared to our second quarter. Conversely, we have generally experienced a decline in
submitted applications in our second quarter compared to our first quarter and in our fourth quarter compared to our third quarter. Since a
significant portion of our marketing and advertising expenses are driven by the number of health insurance applications submitted on our
website, those expenses generally have increased or decreased in conjunction with these seasonal patterns.

Revenue Recognition We recognize revenue for our services using the criteria set forth in Staff Accounting Bulletin ( SAB ) No. 104 ( SAB
104 ), Revenue Recognition. SAB 104 states that revenue is recognized when each of the following four criteria is met: persuasive evidence of an
arrangement exists; delivery has occurred or services have been rendered; the seller s price to the buyer is fixed or determinable; and
collectibility is reasonably assured.

Our revenue is primarily comprised of compensation paid to us by health insurance carriers related to insurance policies that have been
purchased by a member who used our service. We define a member as an individual currently covered by an insurance product for which we are
entitled to receive compensation. Our compensation generally represents a percentage of the premium amount collected by the carrier during the
period that a member maintains coverage under a policy (commissions) and, to a lesser extent, override commissions that health insurance
carriers pay us for achieving certain objectives. Premium-based commissions are reported to us after the premiums are collected by the carrier,
generally on a monthly basis. We determine that there is persuasive evidence of an arrangement when we have a commission agreement with a
health insurance carrier and a carrier reports to us that it has approved an application submitted through our ecommerce platform. Our services
are complete when a carrier has approved an application. Commissions are deemed fixed or determinable and collectibility is reasonably assured
when commission amounts have been reported to us by a carrier. We recognize commission override revenue when reported to us by a carrier
based on the actual attainment of predetermined target sales levels or other objectives as determined by the carrier.

We recognize commission revenue when our commission is reported to us by a health insurance carrier, net of an allowance for future forfeiture
amounts payable to carriers due to policy cancellations. Commissions are reported to us by a cash payment and commission statement. We
generally receive these communications simultaneously. In instances when we receive the cash payment and commission statement separately
and in different accounting periods, we recognize revenue in the period that we receive the earliest communication, provided we receive the
second communication corroborating the amount reported in the first communication within ten business days. If the second corroborating
communication is not received within ten business days, we recognize revenue in the period the second communication is received. We use the
data in the commission statement to identify the members for which we are receiving a commission payment and the amount received for each
member, and to estimate our allowance for forfeitures.

Table of Contents 12



Edgar Filing: eHealth, Inc. - Form 10-Q

Certain commission amounts are subject to forfeiture in circumstances where a member has prepaid his or her premium for a future period of
coverage and subsequently cancels his or her policy before the completion of that period. We record an allowance for these forfeitures based on
historical cancellation experience using data provided on commission statements.
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EHEALTH, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(unaudited)

The allowance for forfeitures payable to carriers totaled $386,000 and $383,000 at December 31, 2006 and March 31, 2007, respectively, and is
included in other current liabilities in the accompanying consolidated balance sheets.

We also evaluate the criteria outlined in Emerging Issues Task Force ( EITF ) Issue No. 99-19, Reporting Revenue Gross as a Principal Versus
Net as an Agent, in determining whether it is appropriate to record the gross amount of the insurance premiums from our transactions or the net
amount earned as commissions. We are not obligated with respect to the insurance coverage sold through our ecommerce platform. As a result,
we recognize the net amount of compensation earned as the agent in the transaction.

In addition, we generate sponsorship revenue from carrier advertisements that appear on our website. Sponsorship fees are generally billed at a
fixed monthly amount and revenue is recognized over the period that advertising is displayed. Certain sponsorship arrangements also include
incentive payments due to us based on performance criteria. In instances where the performance criteria is measured based on data that is
tracked by us, revenue is recognized in the period of performance. In instances where the performance criteria is measured based on data that is
tracked by the carrier, revenue is recognized when the amounts earned are both fixed and determinable and collection is reasonably assured.
Typically, this occurs through our receipt of a cash payment from the carrier along with a detailed statement containing the data that is tracked
by the carrier.

We also generate revenue from the licensing of our technology to third parties, such as carriers and agents. Typically, we are paid a one-time
implementation fee, which we recognize on a straight-line basis over the initial term of the agreement, commencing once the technology is
available for use by the third party. In addition, these license agreements generally include performance criteria that is either measured based on
data that is tracked by us or based on data that is tracked by the third party. In instances where the performance criteria data is tracked by us, we
recognize revenue in the period of performance. In instances where the performance criteria data is tracked by the third party, we recognize
revenue when the amounts earned are both fixed and determinable and collection is reasonably assured. Typically, this occurs through our
receipt of a cash payment from the third party along with a detailed statement containing the data that is tracked by the third party.

Deferred Revenue Deferred revenue consists of amounts collected from sponsorship or technology licensing customers in advance of our
performing our service for such customers, or amounts that have been reported to us related to transactions where our services are complete, but
where we cannot currently estimate the allowance for future forfeitures related to those amounts. Deferred revenue at December 31, 2006 and
March 31, 2007 was $62,000 and $201,000, respectively.

Stock-Based Compensation Effective January 1, 2006, we adopted the fair value recognition provisions of Statement of Accounting Standards

( SFAS ) No. 123R ( SFAS 123R ), Share-Based Payment, which requires us to measure the cost of employee services received in exchange for an
award of equity instruments, based on the fair value of the award on the date of grant, and to recognize the cost over the period during which the
employee is required to provide services in exchange for the award. Prior to the adoption of SFAS 123R, we accounted for stock option grants in
accordance with Accounting Principles Board ( APB ) Opinion No. 25 ( APB 25 ), Accounting for Stock Issued to Employees, and complied with
the disclosure provisions of SFAS No. 123, Accounting for Stock Based Compensation, as amended by SFAS No. 148, Accounting for Stock

Based Compensation Transition and Disclosure. Under APB 25, deferred stock-based compensation expense is recorded for the intrinsic value of
options (the difference between the deemed fair value of our common stock and the option exercise price) at the grant date and is amortized

ratably over the option s vesting period. See Note 3 for information regarding stock-based compensation and the financial impact of adopting

SFAS 123R.

We account for equity instruments issued to non-employees in accordance with SFAS 123, EITF Issue No. 96-18, Accounting for Equity

Instruments That Are Issued to Other Than Employees for Acquiring or in Conjunction with Selling, Goods or Services, and the Financial

Accounting Standards Board ( FASB ) Interpretation No. 44 ( FIN 44 ), Accounting for Certain Transactions Involving Stock Compensation, which
is an interpretation of APB 25. All transactions in which equity instruments are issued in consideration for the receipt of goods or services are
accounted for based on the fair value of the consideration received or the fair value of the equity instrument issued, whichever is more reliably
measurable. The measurement date of the fair value of the equity instrument issued is the earlier of the date on which the counterparty s

performance is complete or the date on which it is probable that performance will occur.

Income Taxes We account for income taxes using the liability method as required by SFAS No. 109 ( SFAS 109 ), Accounting for Income
Taxes. Under SFAS 109, deferred income taxes are determined based on the differences between the financial reporting and tax bases of assets
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and liabilities, using enacted statutory tax rates in effect for the year in which the differences are expected to reverse. Valuation allowances are
established when necessary to reduce deferred tax assets to the amounts expected to be realized.
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EHEALTH, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(unaudited)

Foreign Currency Translation Our only foreign subsidiary is located in Xiamen, China. The functional currency of our foreign subsidiary is its
local currency (the Chinese Yuan Renminbi) and its financial statements are translated into U.S. Dollars using month-end rates of exchange for
assets and liabilities, and average rates of exchange for revenues, costs and expenses. Translation adjustments are reflected in accumulated other
comprehensive income in the accompanying consolidated balance sheets, while gains and losses resulting from foreign currency transactions are
included in other income, net in the accompanying consolidated statements of operations and comprehensive income. We did not recognize any
material gains or losses resulting from foreign currency transactions during the three months ended March 31, 2006 or 2007.

Comprehensive Income In accordance with SFAS No. 130, Reporting Comprehensive Income, all components of comprehensive income,
including net income, are reported in our consolidated financial statements in the period in which they are recognized. Comprehensive income is
defined as the change in equity during a period from transactions and other events and circumstances from non-owner sources (primarily foreign
currency translation gains and losses). Our only element of other comprehensive income is attributable to foreign currency translation
adjustments with our wholly-owned subsidiary in China. Statements of comprehensive income have been included within the accompanying
consolidated statements of operations and comprehensive income. Accumulated other comprehensive income was $51,000 and $63,000 at
December 31, 2006 and March 31, 2007, respectively.

Net Income Per Share We calculate net income per share in accordance with SFAS No. 128 ( SFAS 128 ), Earnings Per Share. Under SFAS
128, basic net income per share is computed by dividing net income by the weighted-average number of common shares outstanding for the
period (excluding shares subject to repurchase). Diluted net income per share is computed by dividing the net income for the period by the
weighted-average number of common and common equivalent shares outstanding during the period. Potentially dilutive securities, composed of
incremental common shares issuable upon the exercise of stock options and the conversion of convertible preferred stock and Class A nonvoting
common stock, are included in diluted net income per share to the extent such shares are dilutive.

Recent Accounting Pronouncements In September 2006, the FASB issued SFAS No. 157 ( SFAS 157 ), Fair Value Measurements, which
defines fair value, establishes a framework for measuring fair value in U.S. GAAP, and expands disclosures about fair value measurements.
SFAS 157 does not require any new fair value measurements, but provides guidance on how to measure fair value by providing a fair value
hierarchy used to classify the source of the information. The measurement and disclosure requirements are effective for us beginning January 1,
2008. We are currently assessing whether adoption of SFAS 157 will have a material impact on our financial statements.

In February 2007, the FASB issued SFAS No. 159 (' SFAS 159 ), The Fair Value Option for Financial Assets and Financial Liabilities Including
an amendment of FASB Statement No. 115, which permits entities to choose to measure many financial instruments and certain other items at

fair value at specified election dates. A business entity is required to report unrealized gains and losses on items for which the fair value option

has been elected in earnings at each subsequent reporting date. This statement is expected to expand the use of fair value measurement. SFAS

159 is effective for financial statements issued for fiscal years beginning after November 15, 2007, and interim periods within those fiscal years.
We will adopt this pronouncement in the first quarter of fiscal 2008 and we are currently evaluating the impact of this pronouncement on our
consolidated results of operations and financial condition.

Note 2 Balance Sheet Accounts

Cash, Cash Equivalents and Short-term Investments Cash and cash equivalents and short-term investments consisted of the following (in
thousands):

As of December 31, 2006 As of March 31, 2007
(unaudited)
Cash and cash equivalents:
Cash $ 3,050 $ 1,122
Money market funds 87,266 92,389
Total cash and cash equivalents $ 90,316 $ 93,511
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EHEALTH, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(unaudited)

At December 31, 2006 and March 31, 2007, our cash and cash equivalents consisted primarily of cash and money market funds, which are
highly liquid in nature. Since the duration of these securities is short, the risk of fluctuations in market interest rates and yields is not significant.

We did not experience any significant realized gains or losses on our investments in the periods presented. Gross unrealized gains and losses at
December 31, 2006 and March 31, 2007 were not material.

Prepaid Expenses and Other Current Assets Prepaid expenses and other current assets consisted of the following (in thousands):

As of December 31, 2006 As of March 31, 2007
(unaudited)
Prepaid insurance $ 540 $ 746
Interest receivable 396 414
Other prepaid expenses and current assets 990 1,116
Prepaid expenses and other current assets $ 1,926 $ 2,276

Property and Equipment Property and equipment consisted of the following (in thousands):

As of December 31, 2006 As of March 31, 2007
(unaudited)

Computer equipment and software $ 7,177 $ 7,366
Office equipment and furniture 703 717
Leasehold improvements 479 494

8,359 8,577
Less accumulated depreciation and amortization (4,423) (4,849)
Property and equipment, net $ 3,936 $ 3,728

Depreciation expense, which includes depreciation expense related to assets under capital lease, for the three months ended March 31, 2006 and
2007, amounted to $324,000 and $426,000, respectively.

Assets under capital leases were included in the condensed consolidated balance sheets as follows (in thousands):

As of December 31, 2006 As of March 31, 2007
(unaudited)
Office equipment and furniture $ 416 $ 416
Less accumulated depreciation 31 57
$ 385 $ 359

Other Current Liabilities Other current liabilities consisted of the following (in thousands):
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As of December 31, 2006 As of March 31, 2007
(unaudited)
Professional fees $ 659 $ 827
Payable to carriers 386 383
Income taxes payable 248 4
Capital lease obligation current portion 221 117
Other accrued expenses 465 401
Other current liabilities $ 1,979 $ 1,732
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(unaudited)
Note 3 Stockholder s Equity and Stock-Based Compensation
Stockholder s Equity

Preferred Stock After the completion of our IPO and the filing of our amended and restated certificate of incorporation, our board of directors
has the authority, without any further action by our stockholders, to issue up to 110,000,000 shares, par value $0.001 per share, of which
10,000,000 shares are designated as preferred stock. At March 31, 2007, no shares of preferred stock were outstanding.

Common Stock On all matters submitted to our stockholders for vote, our common stockholders are entitled to one vote per share, voting
together as a single class, and do not have cumulative voting rights. Subject to preferences that may apply to any shares of preferred stock
outstanding, the holders of common stock are entitled to share equally in any dividends, when and if declared by our board of directors. At
March 31, 2007, 21,784,537 shares of common stock were outstanding.

Shares Reserved Shares of authorized but unissued common stock reserved for future issuance were as follows (in thousands, unaudited):

As of March 31, 2007

(unaudited)
Common stock:
Stock options issued and outstanding 5,413
Restricted stock units issued and outstanding 31
Stock options and awards available for future grant 2,688
8,132

Stock Plans Our 2006 Equity Incentive Plan (the 2006 Plan ) became effective in October 2006. As of March 31, 2007, we had a remaining
reserve of 2,688,413 shares of our common stock for issuance under the 2006 Plan. In general, if options or shares awarded under the 2006 Plan
are forfeited or repurchased, those options or shares will again become available for grant or award under the 2006 Plan. In addition, on

January 1 of each year, the number of shares reserved under the 2006 Plan will automatically increase by the lowest of (a) 1,500,000 shares,

(b) 4% of the total number of shares of our common stock then outstanding or (c) a lower number determined by our board of directors or its
compensation committee. As of January 1, 2007, shares reserved under the 2006 Plan automatically increased by 869,957 shares, or 4% of the
total number of shares of our common stock then outstanding. Employees, non-employee members of our board of directors and consultants of
our company and our subsidiaries are eligible to participate in our 2006 Plan. The 2006 Plan requires that the exercise price of stock options and
stock appreciation rights awarded shall in no event be less than 100% of the fair market value of a share of common stock on the date of grant.

We also maintain the 1998 Stock Plan and the 2005 Stock Plan, under which we previously granted options to purchase shares of our common
stock and restricted common stock. The 1998 and 2005 Stock Plans were terminated with respect to the grant of additional awards upon the
effective date of the registration statement related to our IPO in October 2006, although we will continue to issue new shares of common stock
upon the exercise of stock options previously granted under the 1998 and 2005 Stock Plans.

Our stock options and restricted stock awards granted under the 2006 Plan and the 1998 and 2005 Stock Plans (collectively, the Stock Plans )
generally vest over four years at a rate of 25% after one year and 1/48™ per month thereafter. Our stock options generally expire after ten years
from the date of grant. Options granted prior to our IPO in October 2006 typically may be exercised at any time, with unvested shares issued
upon exercise being subject to repurchase rights by us at the exercise price of the stock option. As of December 31, 2006 and March 31, 2007,
no shares were subject to repurchase. Our restricted stock unit awards granted under the 2006 Plan generally vest over four years at a rate of
25% after one year and 25% annually thereafter.
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The following table summarizes stock option activity under the Stock Plans (in thousands, except per share amounts):

Weighted-
Shares Weighted- Average
Available Number Average Remaining Aggregate
for of Exercise Contractual Intrinsic
Grant Shares Price Life (years) Value
Balance at December 31, 2006 1,844 5,436 $ 3.85
Automatic increase in shares authorized (unaudited) (1) 870
Reduction in number of authorized shares (unaudited) (2) (16)
Granted exercise price equal to fair value (unaudited) (34) 34 $ 24.64
Exercised (unaudited) B33 $ 280
Cancelled (unaudited) 24 24) $ 1266
Balance at March 31, 2007 (unaudited) 2,688 5,413 $ 395 5.88  $106,136
Vested and expected to vest at March 31, 2007 (unaudited) 5,333 $ 384 5.84  $105,145
$ 222 514 $ 91,637

Exercisable at March 31, 2007 (unaudited) 4,296

(1) Inaccordance with the provisions of the 2006 Plan, shares reserved for issuance under such plan automatically increased on January 1,
2007 by 4% of the total number of shares of our common stock then outstanding.

(2) The number of shares authorized for issuance under the 1998 and 2005 Stock Plans decreased due to cancellations of stock options
previously granted under those plans. These plans have been terminated with respect to the grant of additional awards.

The aggregate intrinsic value is calculated as the difference between the exercise price of the underlying stock options and the fair value of our

common stock at March 31, 2007 for the 4.3 million shares of common stock subject to options that were vested at March 31, 2007. Total

intrinsic value of stock options exercised during the three months ended March 31, 2006 and 2007 was $473,000 and $775,000, respectively.

Total fair value of stock options accounted for under SFAS 123R, which vested during the three months ended March 31, 2007 was $29,000. No

stock options accounted for under SFAS 123R vested during the three months ended March 31, 2006.

During the three months ended March 31, 2006 and 2007, we recorded stock-based compensation expense totaling $5,000 and $194,000,
respectively, related to stock options granted to employees and non-employee members of our board of directors and accounted for in
accordance with the provisions of SFAS 123R. At March 31, 2007, total unrecognized stock-based compensation cost related to stock options
granted to employees and non-employee members of our board of directors under our stock plans and accounted for in accordance with SFAS
123R was approximately $3.0 million, net of estimated forfeitures of $308,000. This cost will be amortized on a straight-line basis over a
weighted-average period of approximately 3.2 years and will be adjusted for subsequent changes in estimated forfeitures.

10
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The following tables summarize information about stock options outstanding as of March 31, 2007 (in thousands, except per share data and

lives, unaudited):

Exercise

Price

$ 0.50
$ 1.00
$ 2.00
$ 4.00
$ 5.00
$ 6.50
$ 8.00
$ 8.30
$ 8.80
$ 9.70
$12.90
$13.00
$21.25
$24.00
$25.08

$ 3.95

Outstanding and Exercisable

Number of
Shares of
Common

Stock

Subject to

Options

159
1,230
2,496
124
51
107
74
247
555
18
126
76
116
14

20

5,413

Weighted-
Average
Remaining
contractual
Life (years)
2.41
4.05
5.31
7.23
7.74
8.19
8.46
8.59
8.71
8.84
9.09
9.34
9.72
9.89
9.97

5.88

Vested
Number of
Shares of
Common Weighted-
stock Subject Average
to Options Exercise Price
158 $ 0.50
1,230 $ 1.00
2,459 $ 2.00
88 $ 4.00
29 $ 5.00
54 $ 6.50
28 $ 8.00
83 $ 8.30
143 $ 8.80
6 $ 9.70
18 $ 12.90
4,296 $ 2.22

We account for grants of restricted stock units in accordance with the provisions of SFAS 123R. The fair value of the restricted stock units is
based on eHealth s stock price on the date of grant, and compensation expense is recognized on a straight-line basis over the vesting period.
During the three months ended March 31, 2007, we recorded stock-based compensation expense totaling $39,000 related to restricted stock units
accounted for in accordance with the provisions of SFAS 123R. As of March 31, 2007, total unrecognized compensation cost related to
restricted stock units was $547,000, net of estimated forfeitures of $64,000. This cost will be recognized over a weighted-average period of 3.4

years.

The following table summarizes restricted stock unit activity under the Stock Plans (in thousands, except weighted-average remaining

contractual life data):

Balance as of December 31, 2006

Granted (unaudited)

Table of Contents
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Cancelled (unaudited) 2)
Balance as of March 31, 2007 (unaudited) 31 9.43 $ 733
Expected to vest at March 31, 2006 (unaudited) 28 9.43 $ 666

The aggregate intrinsic value is calculated as the fair value at March 31, 2007 of the underlying common stock outstanding and expected to vest
as of March 31, 2007. No restricted stock units were granted during the three months ended March 31, 2006 and 2007, and as of March 31,
2007, none of the restricted stock units had vested.

2004 Stock Plan for eHealth China During November 2004, our board of directors adopted the 2004 Stock Plan for eHealth China, Inc. (the
eHealth China Plan ) for the issuance of shares of Class A nonvoting common stock. Shares of restricted Class A nonvoting common stock
constituted all of the awards granted under the eHealth China Plan and all of

11
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those shares converted into common stock in October 2006 in connection with our IPO. In addition, the eHealth China Plan was terminated with
respect to the grant of additional shares upon the effective date of the 2006 Plan in October 2006. Shares issued under the eHealth China Plan
generally vest over four years at a rate of 25% after one year and 1/48™ per month thereafter. As of March 31, 2007, there were 22,000 restricted
common shares subject to release under the 2004 Stock Plan for eHealth China.

We account for Class A nonvoting common stock awards granted subsequent to January 1, 2006 in accordance with the provisions of SFAS
123R. During the three months ended March 31, 2006 and 2007, we recorded $1,000 and $5,000 of stock-based compensation expense related to
these awards. As of March 31, 2007, total unrecognized compensation cost related to non-vested stock-based compensation arrangements
granted under the eHealth China Plan and accounted for under SFAS 123R was $62,000, net of estimated forfeitures of $7,000. This cost will be
recognized over a weighted-average period of 3.0 years.

Stock-Based Compensation

Adoption of SFAS 123R Effective January 1, 2006, we adopted the fair value recognition provisions of SFAS 123R, which requires us to
measure the cost of employee services received in exchange for an award of equity instruments, based on the fair value of the award on the date
of grant, and to recognize the cost over the period during which the employee is required to provide services in exchange for the award. We
adopted SFAS 123R using the prospective method. Stock-based compensation expense recognized during the three months ended March 31,
2006 and 2007 consisted of 1) stock-based compensation related to stock option and restricted stock awards granted prior to January 1, 2006,
which were calculated in accordance with APB 25, and 2) stock-based compensation for all stock-based awards granted on or after to January 1,
2006, based on the grant-date fair value estimated in accordance with SFAS 123R.

As a result of adopting SFAS 123R on January 1, 2006, our income from operations and income before income taxes for the three months ended
March 31, 2006 and 2007 were $6,000 and $238,000 less, respectively, and our net income for the three months ended March 31, 2006 and 2007
was $6,000 and $217,000 less, respectively, than if we had continued to account for stock-based compensation under the recognition and
measurement provisions of APB 25. For the three months ended March 31, 2007, basic and diluted net income per share would have been $0.01
higher, had we not adopted SFAS 123R. The adoption of SFAS 123R did not impact net cash flows from operations or financing. As required by
SFAS 123R, we are recognizing stock-based compensation expense only for those equity awards expected to vest.

At March 31, 2007, total unrecognized stock-based compensation expense related to stock options, restricted stock and restricted stock units
granted to employees under our stock plans and accounted for in accordance with SFAS 123R was approximately $3.6 million, net of estimated
forfeitures of $379,000. This cost will be amortized on a straight-line basis over a weighted-average period of approximately 3.3 years and will
be adjusted for subsequent changes in estimated forfeitures.

The following table presents stock-based compensation expense and total unrecognized stock-based compensation expense related to stock
options, restricted stock and restricted stock units granted to employees during the three months ended March 31, 2007 and accounted for in
accordance with SFAS 123R (in thousands, unaudited):

Restricted
Stock Restricted Stock
Options Stock Units Total
Three Months Ended March 31, 2007
Stock-based compensation expense $ 194 $ 5 $ 39 $ 238
As of March 31, 2007
Unrecognized stock-based compensation expense $ 3,310 $ 69 $ oll $ 3,990
Estimated forfeitures (308) @) (64) (379)

$ 3,002 $ 62 $ 547 $3.611
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Unrecognized stock-based compensation expense, net of estimated
forfeitures

Net cash proceeds from the exercise of stock options were $218,000 and $101,000 for the three months ended March 31, 2006 and 2007,
respectively. No income tax benefits were realized from stock option exercises during the three months ended March 31, 2006 and 2007. In
accordance with SFAS 123R, we present excess tax benefits from the exercise of stock options, if any, as financing cash flows rather than
operating cash flows.

12
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We estimate the fair value of stock options granted using the Black-Scholes-Merton pricing model and a single option award approach. This fair
value is then amortized on a straight-line basis over the requisite service periods of the awards, which is generally the vesting period. The
weighted-average expected terms for stock options granted during the three months ended March 31, 2006 and 2007 were calculated using the
simplified method in accordance with the provisions of SAB No. 107, Share-Based Payment. The simplified method defines the expected term
as the average of the contractual term and the vesting period of the stock option. We have estimated the volatility and forfeiture rates used as
inputs to the model based on an analysis of our stock price since our IPO in October 2006, as well as an analysis of the most similar public
companies for which we have data. We have used judgment in selecting these companies, as well as evaluating our available historical and
implied volatility and forfeiture data and the data for these companies. The dividend yield is determined by dividing the expected per share
dividend during the coming year by the grant date stock price. Through March 31, 2007, we had not declared or paid any cash dividends. We
base the risk-free interest rate on the implied yield currently available on U.S. Treasury zero-coupon issues with a remaining term equal to the
expected term of our stock options.

The fair value of stock options and restricted stock awards granted to employees for the three months ended March 31, 2006 and 2007 was
estimated using the following weighted-average assumptions:

Three Months Ended
March 31,
2006 2007

Expected term 6.1 years 6.1 years
Expected volatility 65.59% 59.58%
Expected dividend yield

Risk-free interest rate 4.92% 4.48%
Weighted-average fair value $ 6.22 $ 1473

Deferred Stock-Based Compensation Expense In connection with certain stock options granted to employees prior to January 1, 2006, we
recorded deferred stock-based compensation expense representing the difference between the option exercise price, if any, and the deemed fair
value of the underlying common stock determined for financial reporting purposes on the grant date (intrinsic value method) as prescribed in
APB 25. The deferred stock-based compensation is being recognized as an expense over the vesting period of these options, which is generally
four years. Net amortization of deferred stock-based compensation related to these grants totaled $7,000 and $6,000 for the three months ended
March 31, 2006 and 2007, respectively. As of March 31, 2007, the remaining unamortized deferred stock-based compensation related to these
grants totaled $11,000.

On January 1, 2004, our wholly-owned subsidiary in China began hiring a number of individuals who were previously providing consulting
services to us. Prior to January 1, 2004, these non-employee consultants were granted (pursuant to the terms of the 1998 Stock Plan) restricted
common stock awards for the services they provided. Upon the change in status of these individuals, on January 1, 2004, we recorded deferred
stock-based compensation related to these restricted stock awards determined based on the intrinsic value of these awards as of January 1, 2004
and the number of restricted stock awards for which the forfeiture provision had not lapsed as of January 1, 2004. This deferred stock-based
compensation is being amortized using the straight-line method over the remaining vesting term of these awards. We recorded stock-based
compensation expense related to these awards of $3,000 in both of the three-month periods ended March 31, 2006 and 2007. As of March 31,
2007, the remaining unamortized deferred stock-based compensation related to these awards totaled $4,000.

We also account for Class A nonvoting common stock awards granted prior to January 1, 2006 in accordance with the provisions of APB 25.
Due to uncertainty of the events that would have triggered a conversion of Class A nonvoting common stock into common stock, we accounted
for awards granted under the eHealth China Plan prior to January 1, 2006 as variable awards. Under this method, we recorded no deferred
stock-based compensation, but measured and recorded stock-based compensation expense based on the fair value of the underlying Class A
nonvoting common stock at the end of each reporting period within the vesting periods. Upon the completion of our IPO in October 2006, all
unvested shares of Class A nonvoting common stock issued prior to January 1, 2006 were converted into shares of common stock measured at
the fair value public offering price of $14.00 per share and, in accordance with APB 25, we recorded deferred stock-based compensation totaling
$255,000, which will be amortized over the remaining vesting terms of the underlying common
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stock. We recorded stock-based compensation expense related to these awards of $25,000 in both of the three-month periods ended March 31,
2006 and 2007. As of March 31, 2007, the remaining unamortized deferred stock-based compensation related to these awards totaled $199,000.

The following table summarizes stock-based compensation expense recorded during the three months ended March 31, 2006 and 2007 (in
thousands, unaudited):

Three Months Ended
March 31,
2006 2007
Awards granted to employees and non-employee members of our board of directors accounted
for in accordance with SFAS 123R:
Common stock options $ 5 $ 194
Restricted stock units 39
Restricted Class A nonvoting common stock 1 5
6 238
Awards granted to employees accounted for in accordance with APB 25:
Common stock options 7 6
Restricted common stock 3 3
Restricted Class A nonvoting common stock 25 25
35 34
Total stock-based compensation expense $ 41 $ 272

Note 4 Income Taxes

During the three months ended March 31, 2007, we recorded a provision for income taxes of $1.6 million, representing an effective tax rate of
41%; however, due to $64.4 million and $33.3 million of federal and state net operating loss carryforwards, respectively, as of December 31,
2006, we expect to pay federal and state taxes at the alternative minimum tax rate in 2007, which is approximately 3% of pre-tax income. Our
deferred tax assets were reduced due to the utilization of net operating losses against taxable income in the current quarter. We recorded a
provision for income taxes of $23,000 for the three months ended March 31, 2006 attributable to federal and state alternative minimum taxes
currently payable due to limits on the amount of net operating losses that may be applied against income earned during the period under current
tax regulations.

Assessing the realizability of our deferred tax assets in accordance with SFAS 109 is dependent upon several factors, including the likelihood
and amount, if any, of future taxable income in relevant jurisdictions during the periods in which those temporary differences become
deductible. Management forecasts taxable income by considering available positive and negative evidence, including its history of operating
income and losses and its financial plans and estimates that are used to manage the business. These assumptions require significant judgment
about future taxable income. As a result, the amount of deferred tax assets considered realizable is subject to adjustment in future periods if
estimates of future taxable income change.

Management has historically provided a valuation allowance against the net deferred tax assets to reflect these uncertainties. In the fourth quarter
of 2006, we concluded, based upon recent operating results, expectations of future taxable income, available carryforward periods and other
factors, that it was more likely than not that we would realize sufficient earnings to utilize a portion of our deferred tax assets. Accordingly, we
reduced the valuation allowance against deferred tax assets and recorded a tax benefit of $7.4 million in 2006. Realization of deferred tax assets
is dependent upon future earnings, if any, the timing and amount of which are uncertain. If not utilized, our federal and state net operating loss
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and tax credit carryforwards will begin to expire in 2019 and 2007, respectively. Our net operating losses and tax credit carryforwards were
available without annual limitations as of December 31, 2006, based on an analysis performed as of that date; however, under certain provisions
of the Internal Revenue Code of 1986, as amended, the availability of our domestic net operating loss and tax credits may be subject to limitation
in the future due to changes in ownership.

We adopted the provisions of FASB Interpretation No. 48 ( FIN 48 ), Accounting for Uncertainty in Income Taxes, an Interpretation of FASB
Statement No. 109, on January 1, 2007. Upon adoption of FIN 48, we had approximately $0.9 million

14

Table of Contents 30



Edgar Filing: eHealth, Inc. - Form 10-Q

Table of Conten
EHEALTH, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(unaudited)

of unrecognized tax benefits. As of January 1, 2007, there were no unrecognized tax benefits that, if recognized, would impact the effective tax
rate. Due to net operating losses, all tax years after 1998 are open to examination and adjustment.

We have elected to record interest and penalties related to uncertain tax positions as income tax expense in the financial statements in
accordance with FIN 48. Any subsequent change in classification of FIN 48 interest and penalties will be treated as a change in accounting
principle subject to the requirements of SFAS No. 154, Accounting Changes and Error Corrections.

Note 5 Net Income Per Share

For the three months ended March 31, 2006, basic net income per share is calculated using the weighted-average number of shares of common
stock and Class A nonvoting common stock outstanding during the quarter, excluding shares subject to repurchase or forfeiture. Since our
common stock and Class A nonvoting common stock were both participating securities as defined in SFAS No. 128, Earnings Per Share, diluted
net income per share is presented using the two-class method in the three months ended March 31, 2006 and gives effect to all dilutive potential
common shares outstanding during the period, including convertible preferred stock, common stock options, common stock and Class A
nonvoting common stock subject to repurchase or forfeiture, unless such common stock equivalent shares are anti-dilutive. As a result of our
IPO in October 2006, all outstanding Class A nonvoting common stock was automatically converted into shares of common stock. For the three
months ended March 31, 2007, basic net income per share is calculated using the weighted-average number of shares of common stock
outstanding during the quarter, excluding shares subject to repurchase or forfeiture, and diluted net income per share gives effect to all dilutive
potential common shares outstanding during the period, including common stock options and restricted stock units and common stock subject to
repurchase or forfeiture, unless such common stock equivalent shares are anti-dilutive.

15

Table of Contents 31



Edgar Filing: eHealth, Inc. - Form 10-Q

Table of Conten
EHEALTH, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(unaudited)

The following table sets forth the computation of basic and diluted net income per share (in thousands, except per share data, unaudited):

Three Months Ended
March 31,
2006 2007

Basic:
Numerator:
Net income allocated to common stock $ 1,092 $ 2,277
Net income allocated to Class A nonvoting common stock 10

$ 1,102 $ 2,277
Denominator:
Weighted average number of common stock shares 4,820 21,739
Weighted average number of Class A nonvoting common stock shares 44
Net income per share basic:
Common stock $ 023 $ 0.10
Class A nonvoting common stock $ 023
Diluted:
Numerator:
Net income allocated to common stock $ 1,092 $ 2277
Net income allocated to Class A nonvoting common stock 10

$ 1,102 $ 2277
Denominator:
Weighted average number of common stock shares 4,820 21,739
Weighted average number of restricted stock and restricted stock units 4 14
Weighted average number of options outstanding 3,147 3,675
Weighted average number of assumed issuable shares of common stock upon conversion of
convertible preferred stock 10,956
Total common stock shares used in per share calculation 18,927 25,428
Weighted average number of Class A nonvoting common stock shares 44
Net income per share diluted:
Common stock $ 0.06 $ 0.09
Class A nonvoting common stock $ 0.06

For each of the three-month periods ended March 31, 2006 and 2007, we had securities outstanding that could potentially dilute earnings per
share, but the incremental shares from the assumed conversion or exercise of these securities were excluded in the computation of diluted net
loss per share as their effect would have been anti-dilutive.
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The number of weighted-average outstanding securities excluded from the computation of basic and diluted net income per share consisted of
the following (in thousands, unaudited):

Three Months Ended
March 31,
2006 2007
Outstanding options 13 127
Note 6 Commitments and Contingencies

Leases We lease certain of our office and operating facilities and certain furniture and fixtures under various operating leases, the latest of which
expires in March 2011. In addition, we lease equipment under operating leases that range in terms from three to five years, the latest of which
expires in August 2009. We recognize rent expense on our operating leases on a straight-line basis over the terms of the leases. Total rent
expense under all operating leases was approximately $397,000 and $529,000 for the three months ended March 31, 2006 and 2007,

respectively.

As of March 31, 2006, we had a capital lease obligation related to office equipment, which expires in December 2007, and in August 2006, we
entered into a second capital lease obligation that expires in July 2007 for computer equipment related to our new data center.

Future minimum lease payments under non-cancellable operating and capital leases at March 31, 2007 were as follows (in thousands,
unaudited):

Operating Capital
Lease Lease
Year Ending December 31, Obligations Obligations
2007 (9 months) $ 1,405 $ 120
2008 1,867
2009 1,477
2010 403
2011 30
Thereafter
Total minimum lease payments $ 5,182 120
Less amount representing interest 3)
Present value of net minimum lease payments 117
Current portion 117
$

Service Agreements In November 2005, we entered into an agreement with a third-party service provider to provide certain information services
for our website. We record the related service expenses on a straight-line basis although actual cash payment obligations under this agreement
escalate over the term of the agreement. In June 2006, we entered into a three-year software licensing agreement that requires us to make annual
licensing payments of $115,000, with the final payment due in June 2008. In March 2007, we entered into a two-year service agreement with a
third-party to provide additional functionality not currently available on our website. Under the terms of the agreement, we are required to pay
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certain up-front fees totaling $195,000, plus a $30,000 fee to be paid annually. The up-front fees will be recognized on a straight-line basis

commencing once the technology is available for use through the expiration date of the agreement in March 2009. As of March 31, 2007, future
cash payment commitments for services provided in connection with these agreements were as follows (in thousands, unaudited):

Year Ending December 31,
2007 (9 months)

2008

2009

Thereafter

Total

17
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Legal Proceedings In September 2006, we received an order from the Office of the Insurance Commissioner of the State of Washington ( OIC ) in
connection with our publication of a report in July 2006 entitled The Most Affordable Cities for Children s and Family Health Insurance. The

OIC contends that the report caused a violation of various Washington laws governing advertising, and the order requires us, in general terms, to
cease and desist from further publication or distribution of the report. While the cease and desist order remains in effect, the OIC has notified us

that it considers the matter closed and that it will not take any further enforcement action against us for issues relating to actions we took in
connection with our publication of the report.

In the ordinary course of our business, we have received and may continue to receive inquiries from state regulators relating to various matters
from time to time. We may also become involved in litigation in the future in the ordinary course of our business. If we are found to have
violated laws or regulations in any of the states, we could be subject to various fines and penalties, including revocation of our license to sell
insurance in those states, and our business and financial results would be harmed. We would also be harmed to the extent that related publicity
damages our reputation as a trusted source of objective information relating to health insurance and its affordability. It could also be costly to
defend ourselves regardless of the outcome.

Guarantees and Indemnifications We have agreed to indemnify members of our board of directors and our executive officers for fees, expenses,
judgments, fines and settlement amounts incurred in any action or proceeding, including actions or proceedings by or in our right, to which any
of them is, or is threatened to be, made a party by reason of their service as one of our directors or officers or service provided to another
company or enterprise at our request. The term of the director and officer indemnification is perpetual as to events or occurrences that take place
while the director or officer is, or was, serving at our request, and the maximum potential amount of future payment we could be required to

make under these indemnification arrangements is unlimited. We, however, maintain directors and officers insurance coverage that limits our
exposure under certain circumstances and that may allow us to recover a portion of future amounts paid. We believe the estimated fair value of
these indemnification agreements is minimal. Accordingly, we have not recorded any liabilities for these agreements as of December 31, 2006 or
March 31, 2007.

While we have made various guarantees included in contracts in the normal course of business, primarily in the form of indemnity obligations
under certain circumstances, these guarantees do not represent significant commitments or contingent liabilities of the indebtedness of others.
Accordingly, we have not recorded a liability related to these indemnification provisions.

Note 7 Segment and Geographic Information

Operating Segments SFAS No. 131, Disclosures About Segments of an Enterprise and Related Information, establishes standards for reporting
information about operating segments. Operating segments are defined as components of an enterprise about which separate financial
information is available that is evaluated regularly by the chief operating decision maker, or decision making group, in deciding how to allocate
resources and in assessing performance of a company. Our chief operating decision maker is considered to be our chief executive officer. Our
chief executive officer reviews our financial information presented on a consolidated basis in a manner substantially similar to the
accompanying consolidated financial statements. Therefore, we have concluded that we operate in one segment, and accordingly we have
provided only the required enterprise-wide disclosures.

Geographic Information We have generated revenue solely in the United States. As of December 31, 2006 and March 31, 2007, our long-lived
assets consisted primarily of property and equipment. Our long-lived assets are attributed to the geographic location in which they are located.
Long-lived assets by geographical area were as follows (in thousands):

As of As of
December 31, March 31,
2006 2007
(unaudited)
United States $ 3,874 $ 3,697
China 515 527
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In addition to historical information, this Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of

Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. These statements include, among other things,
statements concerning expectations regarding the impact of an increase in submitted applications resulting from marketing partner referrals;
fluctuation in the cost of acquiring new members and related factors; future increases in expenses; increases in commission revenue as a result
of growth in our membership base and our continued spending on marketing initiatives, timing of the introduction of new product offerings such
as a platform to market health insurance products in combination with health savings accounts; increases in sponsorship, licensing and other
revenue; transfers of small business members from a partner; plans to explore new marketing initiatives and related impact on acquisition cost
per member, fluctuations in other income; our future effective income tax rate; increases in capital expenditures; sufficiency of current cash and
cash generated from operations and factors that impact future capital requirements; investments in, or acquisitions of, complementary
businesses, products or technologies; the impact of recent accounting pronouncements; the composition of our investment portfolio; exposure to
adverse changes in exchange rates, issues with collection; adequacy of resources to comply with the Sarbanes-Oxley Act of 2002; the growing
number of small businesses and increasing number of self-employed employers seeking to reduce costs associated with providing health
insurance; demand in the individual and family health insurance market; the impact of stock-based compensation expense on our financial
statements; our incurring legal, accounting and other expenses; factors that will impact the successful promotion of our brand; factors that
could influence the rate at which we convert consumers visiting our ecommerce platform into members, including the effectiveness of the third
phase of our electronic processing interchange technology; factors that could influence the success of our relationship with our marketing
partners; plans to expand our Chinese operations; the date of completion of implementation of our commission accounting system; factors that
will influence the success of our sponsorship advertising and technology licensing businesses; changes to existing insurance regulations and the
impact of those changes; factors that will affect our future success and growth; as well as other statements regarding our future operations,
financial condition, prospects and business strategies. These forward-looking statements are subject to certain risks and uncertainties that could
cause our actual results to differ materially from those reflected in the forward-looking statements. Factors that could cause or contribute to
such differences include, but are not limited to, those discussed in this report, and in particular, the risks discussed under the heading Risk
Factors in Part I, Item 1A of this report and those discussed in our other Securities and Exchange Commission filings. The following
discussion should be read in conjunction with our Annual Report on Form 10-K as filed with the Securities and Exchange Commission in March
2007, and the audited consolidated financial statements and related notes contained therein. We undertake no obligation to revise or publicly
release the results of any revision to these forward-looking statements. Given these risks and uncertainties, you are cautioned not to place undue
reliance on such forward-looking statements.

Overview

We are the leading online source of health insurance for individuals, families and small businesses. Our ecommerce platform enables
individuals, families and small businesses to research, analyze, compare and purchase health insurance products that best meet their needs. Our
technology also enables us to communicate electronically with our insurance carrier partners and process consumers health insurance
applications online. As a result, we simplify and streamline the complex and traditionally paper-intensive health insurance sales and purchasing
process.

Since our incorporation in November 1997, we have spent approximately $58 million on technology and content related to our ecommerce
platform. We have also invested significant time and resources in obtaining licenses to sell health insurance in all 50 states and the District of
Columbia, developing diverse and successful member acquisition programs and establishing relationships with over 160 health insurance
carriers, enabling us to offer more than 7,000 health insurance products online. Our first online transaction relating to the sale of a health
insurance policy was completed during the fourth quarter of 1998.

Our financial model is characterized by recurring revenue, health insurance pricing that is set by each carrier and approved by state regulators,
and members who maintain their health insurance products for an average of more than two years (measured on a revenue weighted-average
basis for all products purchased through us, including short-term products, which are held for less than four months on average). We generate
revenue primarily from commissions we receive from health insurance carriers whose policies are purchased through us by individuals, families
and small businesses. We typically receive commission payments on a monthly basis for as long as a policy remains active. As a result, much of
our revenue for a given financial reporting period relates to policies that we sold prior to the beginning of the period and is recurring in nature.
Because health insurance pricing is set by the carrier and approved by state regulators, health i