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

FORM 10-Q

(Mark One)
Quarterly Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For the quarterly period ended September 30, 2015
OR

Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period from to

Commission File Number: 001-37415

Evolent Health, Inc.
(Exact name of registrant as specified in its charter)

Delaware 32-0454912

(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
800 N. Glebe Road, Suite 500, Arlington, Virginia 22203

(Address of principal executive offices) (Zip Code)

(571) 389-6000
(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 No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes No
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer Accelerated filer Non-accelerated filer (Do not check if a smaller reporting company)
Smaller reporting company

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
No

As of November 5, 2015, there were 41,475,498 shares of the registrant’s Class A common stock outstanding and
17,524,596 shares of the registrant's Class B common stock outstanding.
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PART I - FINANCIAL INFORMATION

Item 1. Financial Statements

EVOLENT HEALTH, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(unaudited in thousands, except share data)

As of As of
September December
30, 31,
2015 2014
ASSETS
Current assets:
Cash and cash equivalents $208,157 $—
Restricted cash 1,322 —
Accounts receivable, net (amounts related to affiliates: 2015 - $4,468; 2014 - zero) 30,541 —
Prepaid expenses and other current assets 3,520 —
Investments, at amortized cost 2,023 —
Deferred tax assets, net 658 1,074
Total current assets 246,221 1,074
Restricted cash 2,511 —
Investments, at amortized cost 22,048 —
Property and equipment, net 10,755 —
Goodwill 608,903 —
Intangible assets, net 165,661 —
Other non-current assets 82 —
Equity method investment — 37,203
Total assets $1,056,181 $38,277
LIABILITIES, REDEEMABLE PREFERRED STOCK AND SHAREHOLDERS’ EQUITY
(DEFICIT)
Liabilities
Current liabilities:
Accounts payable (amounts related to affiliates: 2015 - $5,464; 2014 - zero) $12,642 $—
Accrued liabilities (amounts related to affiliates: 2015 - $883; 2014 - zero) 21,682 —
Deferred revenue 33,466 —
Investment payable 22,048 —
Total current liabilities 89,838 —
Other long-term liabilities 67 —
Deferred tax liabilities, net 30,224 1,074
Total liabilities 120,129 1,074
Commitments and Contingencies (See Note 8)
Redeemable Preferred Stock
Series A redeemable preferred stock - zero and 7,900,000 shares authorized, issued and
outstanding as of September 30, 2015, and
December 31, 2014, respectively; liquidation value of zero and $25,018 as of September 30,
2015, and December 31, 2014,
respectively — 12,847

Series B redeemable preferred stock - zero and 6,467,376 shares authorized, issued and
outstanding as of September 30, 2015, and

December 31, 2014, respectively; liquidation value of zero and $27,359 as of September 30,
2015, and December 31, 2014,
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respectively —
Series B-1 redeemable preferred stock - zero and 1,953,124 shares authorized as of

September 30, 2015, and December 31, 2014,

respectively; zero and 360,420 shares issued and outstanding as of September 30, 2015, and
December 31, 2014, respectively;

liquidation value of zero and $1,478 as of September 30, 2015, and December 31, 2014,
respectively

Total redeemable preferred stock —
Shareholders' Equity (Deficit)

Series A preferred stock - $0.001 par value; zero and 7,700,000 shares authorized as of
September 30, 2015, and December 31,

2014, respectively; zero and 7,400,000 shares issued and outstanding as of September 30,
2015, and December 31, 2014,

respectively; liquidation value of zero and $23,200 as of September 30, 2015, and

December 31, 2014, respectively

Class A common stock - $0.01 par value; 750,000,000 and 33,812,808 shares authorized as

of September 30, 2015,

December 31, 2014, respectively; 41,475,498 and 4,047,484 shares issued and outstanding

as of September 30, 2015, and

December 31, 2014, respectively 415
Class B common stock - $0.01 par value; 100,000,000 and zero shares authorized as of
September 30, 2015, and December 31,

2014, respectively; 17,524,596 and zero shares issued and outstanding as of September 30,
2015, and December 31, 2014,

respectively 175
Additional paid-in-capital 335,269
Retained earnings (accumulated deficit) 310,807
Total shareholders' equity (deficit) attributable to Evolent Health, Inc. 646,666
Non-controlling interests 289,386
Total equity (deficit) 936,052
Total liabilities, redeemable preferred stock and shareholders' equity (deficit) $1,056,181

See accompanying Notes to Condensed Consolidated Financial Statements
1
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EVOLENT HEALTH, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited, in thousands, except per share data)

Revenue

Transformation (V)
Platform and operations (1)
Total revenue

Expenses

Cost of revenue (exclusive of depreciation and amortization
presented below) (1)

Selling, general and administrative expenses (1)
Depreciation and amortization expenses

Total operating expenses

Operating income (loss)

Interest income (expense), net

Gain on consolidation

Income (loss) from affiliate

Income (loss) before income taxes and non-controlling interests
Provision (benefit) for income taxes

Net income (loss)

Net income (loss) attributable to non-controlling interests
Net income (loss) attributable to Evolent Health, Inc.

Earnings (Loss) Available to Common Shareholders
Basic
Diluted

Earnings (Loss) per Common Share
Basic
Diluted

Weighted-Average Common Shares Outstanding
Basic
Diluted

For the Three
Months Ended
September 30,
2015 2014
$6,783 $—
33,623 —
40,406 —
24,762 —
29,834 —
3,056 —
57,652 —
(17,246 ) —

54 —

— (3,167
(17,192 ) (3,167
(104 ) —
(17,088 ) (3,167
(5,108 )

$(11,980) $(3,167

$(11,980) $(5,196
(11,980 ) (5,196

$0.29 ) $2.07
(0.29 ) (2.07

41,468 2,506
41,468 2,506

(1) Amounts related to affiliates included above are as follows (see Note 14):

Revenue
Transformation
Platform and operations

Expenses
Cost of revenue (exclusive of depreciation and amortization)
Selling, general and administrative expenses

$485 $—
10,732 —

6,470 —
689 —

For the Nine
Months Ended
September 30,
2015 2014

$9,486 $—
41,334 —
50,820 —

32,649 —
42,916 —
4,040 —
79,605 —
(28,785 ) —
67 —
414,133 —
(28,165 ) (14,548 )
357,250 (14,548 )
29,169 —
328,081 (14,548 )
8532 ) —
$336,613  $(14,548)

$334,429  $(19,143)
328,081 (19,143 )

$17.05 $8.77 )
7.93 877 )

19,618 2,184
41,398 2,184
$534 $—

14,660 —

8,303 —
940 —
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See accompanying Notes to Condensed Consolidated Financial Statements
2
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EVOLENT HEALTH, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited, in thousands)

Cash Flows from Operating Activities

Net income (loss)

Adjustments to reconcile net income (loss) to net cash provided by (used in) operating
activities:

Gain on Offering Reorganization

Loss from equity method investees

Depreciation and amortization

Stock-based compensation expense

Deferred tax provision

Other

Changes in assets and liabilities:

Accounts receivables, net

Prepaid expenses and other current assets
Accounts payable

Accrued liabilities

Deferred revenue

Other current liabilities

Net cash provided by (used in) operating activities

Cash Flows from Investing Activities

Cash acquired upon consolidation of affiliate
Purchases of investments

Maturities and sales of investments

Purchases of property and equipment

Net cash provided by (used in) investing activities

Cash Flows from Financing Activities

Proceeds from initial public offering, net of offering costs
Proceeds from stock option exercises

Net cash provided by (used in) financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents as of beginning-of-period
Cash and cash equivalents as of end-of-period

Supplemental Disclosure of Non-cash Investing and Financing Activities

Non-cash contribution of common stock to Evolent Health LL.C prior to the Offering
Reorganization

Non-cash repurchase of Series A preferred shares

Unsettled investment purchases

Accrued property and equipment purchases

For the Nine

Months Ended
September 30,

2015

$328,081

(414,133 )
28,165
4,040
10,536
29,169

93

3,663

(1,348 )
1,073
(72
(1,434 )
10

(12,157 )

~—

13,065
(2,023 )
4,000
(3,907 )
11,135

209,087
92
209,179

208,157

$208,157

$21,810

22,048
53

2014

$(14,548)

14,548

$4,722
1,500



Edgar Filing: Evolent Health, Inc. - Form 10-Q

Non-cash issuance of Series B-1 preferred shares
Non-cash issuance of Class A common shares

Effects of the Offering Reorganization:

Reclassification of deferred offering costs acquired to additional paid-in capital
Conversion of existing equity as part of the Offering Reorganization

Issuance of Class B common stock

Assumption of non-controlling interest as a result of merger with TPG affiliate

See accompanying Notes to Condensed Consolidated Financial Statements
3

3,154
39,014
196
34,875

1,593
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EVOLENT HEALTH, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY (DEFICIT)
AND REDEEMABLE PREFERRED STOCK

(unaudited, in thousands)

Reta
Earni:
Series A Series B Series B-1 ) ..
Redeemable Redeemable Re deemablgenes A Class A Class B Additional (Acc
Preferred Preferred Common Common L
Preferred Stock  Preferred Stock Stock Stock Stock Stock Paid-in ulate

Shares Amount Shares Amount SharesAmShates AmoShares Amoufihares Amoun€Capital Defi
Balance as of
December 31, 7,900 $12,847 6,468 $24,833 — $—7,700 $2 3,824 $— — $—  $13,818 $(56
2013

Issuance of
common stock
Non-cash
issuance of
common stock
to Evolent
Health LLC
Repurchase of
series A — — — — — — (300 )— — —  — — (1,500 ) —
preferred stock

Issuance of

series B-1 — — — — 360 1,593 — — R — — — —
preferred stock
Forfeiture of
restricted stock
Net income
(loss)

- - - - S 2 T — — 324 —

— - - e S — 11,091  —

— — — - — 48 )— — — — —

_ . - - - = = = = = (25,2

Balance as of
December 31, 7,900 12,847 6,468 24,833 360 1,593400 2 4,048 1 — — 23,733 (25,¢
2014

Non-cash
issuance of
common stock
to Evolent
Health, LLC
Net income
(loss) prior to
the Offering
Reorganization — — — — — — — — R — — — (28,1

— - - e S — 21810 —

10
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Effects of the
Offering
Reorganization:
Conversion of
existing equity
Issuance of
Class B — — — — —_ = — — —
common stock
Merger with
TPG affiliate
Issuance of
Class A
common stock
sold in initial
public offering,
net

of offering costs — — — — — — — 13,225
Tax effect of the

Offering — — — — —_ = — — —
Reorganization

Stock-based

compensation

subsequent

to the Offering

Reorganization

Exercise of

stock options

Net income

(loss)

subsequent to

the

Offering

Reorganization

(7,900) (12,847 ) (6,468) (24,833 ) (360) (1)5G3400) (2 ) 22,128

— - - — - — 2051

Balance as of
September 30, — $— — $— —  $— $— 41,475
2015

See accompanying Notes to Condensed Consolidated Financial Statements
4

261

21

132

$415 17,525 $175 $335,269

— — 39,014

19,576 196 (196

(2,051) (21 ) 34,875

— — 205,801

— — (396

— — 10,536

11

)

)

364,

$31(
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EVOLENT HEALTH, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. Organization

Evolent Health, Inc. (“Evolent” or the “Company” which also may be referred to as “we,” “our” or “us”) was incorporated in
December 2014 in the state of Delaware, and is a managed services firm that supports integrated health systems in
their migration toward value-based care and population health management. The Company’s services include
providing customers with a population management platform, integrated data and analytics capabilities, pharmacy
benefit management services and comprehensive health plan administration services. Together these services enable
health systems to manage patient health in a more cost-effective manner. The Company’s contracts are structured as a
combination of advisory fees, monthly member service fees and shared medical savings arrangements. The
Company's headquarters is located in Arlington, Virginia.

Our predecessor, Evolent Health Holdings, Inc. (“Evolent Health Holdings”), merged with and into Evolent Health, Inc.
As a result, the consolidated financial statements of Evolent Health, Inc. reflect the historical accounting of Evolent
Health Holdings.

Prior to the organizational transactions noted below, due to certain participating rights granted to our investor, TPG
Global, LLC and its affiliates (“TPG”), Evolent Health Holdings did not control Evolent Health LL.C, our operating
subsidiary company, but was able to exert significant influence and, accordingly, accounted for its investment in
Evolent Health LL.C using the equity method of accounting through June 4, 2015. Subsequent to the organizational
transactions and initial public offering (“IPO”) described below, we own 70.3% of Evolent Health LL.C, hold 100% of
the voting rights, are the sole managing member and, therefore, control its operations. Accordingly, the financial
results of Evolent Health LLC are consolidated in the financial statements of Evolent Health, Inc. subsequent to the
Offering Reorganization.

Initial Public Offering

On June 5, 2015, we completed an IPO of 13,225,000 shares of our Class A common stock at a public offering price
of $17.00 per share. We received $209.1 million in proceeds, net of underwriting discounts and commissions.
Offering expenses incurred were $3.2 million which were recorded as a reduction of proceeds from the offering. We
used the net proceeds to purchase newly-issued Class A common units from Evolent Health LLC, our consolidated
subsidiary. Evolent Health LLC will use the net proceeds for working capital and other general corporate purposes.
See Note 4 for further details surrounding the IPO and related transactions.

Organizational Transactions

In connection with the IPO, we completed the following organizational transactions (the “Offering Reorganization™) as
further described in Note 4:

We amended and restated our certificate of incorporation to, among other things, authorize two classes of common
stock - Class A common stock and Class B exchangeable common stock. Both classes of stock will vote together as a
single class.

.We acquired, by merger, an affiliate of a member of Evolent Health LL.C, for which we issued 2,051,468 shares of
Class A common stock.

We issued shares of our Class B exchangeable common stock to certain existing members of Evolent Health LLC.

Since its inception, the Company has incurred significant losses from operations. As of September 30, 2015, the
Company had cash and cash equivalents of $208.2 million. The Company believes it has sufficient liquidity for the

12
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next 12 months as of September 30, 2015.
2. Basis of Presentation and Summary of Significant Accounting Policies
Basis of Presentation

The accompanying unaudited condensed consolidated financial statements are prepared in accordance with United
States of America generally accepted accounting principles (“GAAP”) for interim financial information and with the
instructions for the Securities and Exchange Commission (“SEC”) Quarterly Report on Form 10-Q, including Article 10
of Regulation S-X, and accordingly do not include all of the information and notes required by GAAP for complete
financial statements. We believe the disclosures provided herein are adequate to make the information presented not
misleading when these unaudited interim condensed consolidated financial statements are read in connection with the
audited financial statements and notes included in the Company’s final prospectus filed with the SEC on June 5, 2015.
In the opinion of management, these interim statements include all normal recurring adjustments necessary for a fair
statement of the Company’s results. Operating results for the three and nine months ended September 30, 2015, are not
necessarily indicative of the results that may be expected for the full year ending December 31, 2015. The condensed

5

13



Edgar Filing: Evolent Health, Inc. - Form 10-Q

consolidated balance sheet as of December 31, 2014, has been derived from audited financial statements as of that
date, but does not include all disclosures required by GAAP.

As discussed in Note 4, amounts as of December 31, 2014, for the three and nine months ended September 30, 2014,
and for the period from January 1, 2015, through June 4, 2015, presented in our condensed consolidated financial
statements and notes to condensed consolidated financial statements represent the historical operations of our
predecessor entity, Evolent Health Holdings, which did not consolidate the operations of Evolent Health LL.C. The
amounts as of September 30, 2015, and for the period from June 4, 2015, through September 30, 2015, reflect our
operations, which consolidate the operations of Evolent Health LLC.

All inter-company accounts and transactions have been eliminated in consolidation.
Summary of Significant Accounting Policies
Accounting Estimates and Assumptions

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions affecting the reported amounts of assets and liabilities and the disclosures of contingent assets and
liabilities as of the date of the financial statements and the reported amounts of revenue and expenses for the reporting
period. Those estimates are inherently subject to change and actual results could differ from those estimates. In the
accompanying unaudited condensed consolidated financial statements, estimates are used for, but not limited to, the
valuation of assets, liabilities, consideration related to business combinations and step acquisitions, revenue
recognition including discounts and credits, estimated selling prices for deliverables in multiple element arrangements,
contingent payments, allowance for doubtful accounts, depreciable lives of assets, impairment of long lived assets
(including equity method investments), stock-based compensation, deferred income taxes and valuation allowance,
contingent liabilities, valuation of intangible assets (including goodwill) and the useful lives of intangible assets.

Fair Value Measurement

Our unaudited condensed consolidated balance sheets include various financial instruments (primarily restricted cash,
investments, accounts receivable, accounts payable, accrued expenses, deferred revenue and other current liabilities)
that are carried at cost and that approximate fair value. Fair value is the price that would be received from the sale of
an asset or paid to transfer a liability assuming an orderly transaction in the most advantageous market at the
measurement date. GAAP establishes a hierarchical disclosure framework which prioritizes and ranks the level of
observability of inputs used in measuring fair value. These tiers include:

Level 1 - inputs to the valuation methodology are quoted prices available in active markets for identical investments
as of the reporting date;

Level 2 - inputs to the valuation methodology are other than quoted prices in active markets, which are either directly
or indirectly observable as of the reporting date, and fair value can be determined through the use of models or other
valuation methodologies; and

Level 3 - inputs to the valuation methodology are unobservable inputs in situations where there is little or no market
activity for the asset or liability.

In certain cases, the inputs used to measure fair value may fall into different levels of the fair value hierarchy. In such
cases, the level within the fair value hierarchy is based on the lowest level of input that is significant to the fair value
measurement. Our assessment of the significance of a particular input to the fair value measurement in its entirety
requires judgment and considers factors specific to the investment.

14
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Financial Assets and Liabilities Measured at Fair Value

The Company holds materially all of our cash and cash equivalents, or $194.5 million, in a money market fund which
is measured at fair value and categorized as a Level 1 investment.

Non-financial Assets and Liabilities Measured at Fair Value.

The Company does not have any non-financial assets and liabilities measured at fair value on a recurring basis. The
Company measures certain non-financial assets and liabilities, including property and equipment, goodwill and
intangible assets, at fair value on a nonrecurring basis. These assets and liabilities are recognized at fair value when
they are deemed to be impaired. No impairment had been recognized as of September 30, 2015, or December 31,
2014.

On June 4, 2015, the Company completed the Offering Reorganization, following which we were required to
remeasure the assets, liabilities and non-controlling interests of our former equity-method investee, Evolent Health
LLC, at fair value. Information regarding the determination and allocation of the fair value of the assets and liabilities
are further described within Note 4.

15
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Cash and Cash Equivalents

The Company holds materially all of our cash and cash equivalents in money market funds with original maturities of
three months or less that are carried at fair value.

Restricted Cash

Restricted cash is carried at cost, which approximates fair value, and includes cash used to collateralize various
contractual obligations (in thousands) as follows:

As of
September 30,
2015

Letters of credit for facility leases $3,710

Other 123

Total restricted cash 3,833

Non-current restricted cash 2,511

Current restricted cash $1,322

We had no restricted cash as of December 31, 2014.
Accounts Receivable and Allowance for Doubtful Accounts

Accounts receivable are recorded when amounts are contractually billable under our customer contracts and are
recorded at the invoiced amount and do not bear interest. The Company's contracts typically include installment
payments that do not necessarily correlate to the pattern of revenue recognition. In assessing the valuation of the
allowance for doubtful accounts, management reviews the collectability of accounts receivable on an individual
account basis. The allowance is adjusted periodically based on management's determination of collectability, and any
accounts that are determined to be uncollectible are written off against the allowance. As of September 30, 2015, the
Company had not recorded an allowance for doubtful accounts as all amounts were determined to be collectible.

Property and Equipment, Net
Property and equipment are carried at cost less accumulated depreciation and amortization. Depreciation and

amortization of property and equipment are computed using the straight-line method over the shorter of the estimated
useful lives of the assets or the lease term. The following summarizes the estimated useful lives by asset classification:

Computer hardware 3 years
Furniture and equipment 3 years
Internal-use software development costs 7 years
Shorter of useful life or remaining lease

Leasehold improvements
term

When an item is sold or retired, the cost and related accumulated depreciation or amortization is eliminated and the
resulting gain or loss, if any, is recorded in our Condensed Consolidated Statements of Operations.

We periodically review the carrying value of our long-lived assets, including property and equipment, for impairment

whenever events or circumstances indicate that the carrying amount of such assets may not be fully recoverable. For
long-lived assets to be held and used, impairments are recognized when the carrying amount of a long-lived asset

16
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group is not recoverable and exceeds fair value. The carrying amount of a long-lived asset group is not recoverable if
it exceeds the sum of the undiscounted cash flows expected to result from the use and eventual disposition of the asset
group. An impairment loss is measured as the amount by which the carrying amount of a long-lived asset group
exceeds its fair value.

As noted above, on June 4, 2015, the Company completed the Offering Reorganization, following which we were
required to remeasure the assets, liabilities and non-controlling interests of our equity-method investee, Evolent
Health LLC, at fair value. Information regarding the determination and allocation of the fair value of the assets and
liabilities are further described within Note 4.

17
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Software Development Costs

The Company capitalizes the cost of developing internal-use software, consisting primarily of personnel and related
expenses (including stock-based compensation and employee taxes and benefits) for employees and third parties who
devote time to their respective projects. Internal-use software costs are capitalized during the application development
stage — when the research stage is complete and management has committed to a project to develop software that will
be used for its intended purpose and any costs incurred during subsequent efforts to significantly upgrade and enhance
the functionality of the software are also capitalized. Capitalized software costs are included in Property and
equipment, net on our Condensed Consolidated Balance Sheets. Amortization of internal-use software costs are
recorded on a straight-line basis over their estimated useful life and begin once the project is substantially complete
and the software is ready for its intended purpose.

As noted above, on June 4, 2015, the Company completed the Offering Reorganization, following which we were
required to remeasure the assets, liabilities and non-controlling interests of our equity-method investee, Evolent
Health LLC, at fair value. Information regarding the determination and allocation of the fair value of the assets and
liabilities are further described within Note 4.

Research and Development Costs

Research and development costs consist primarily of personnel and related expenses (including stock-based
compensation) for employees engaged in research and development activities as well as third party fees. All such
costs are expensed as incurred. We focus our research and development efforts on activities that support our
technology infrastructure, clinical program development, data analytics and network development capabilities.
Research and development costs were $2.5 million and $3.3 million, respectively, for the three and nine months ended
September 30, 2015.

Goodwill

We recognize the excess of the purchase price, plus the fair value of any non-controlling interests in the acquiree, over
the fair value of identifiable net assets acquired as goodwill. Goodwill is not amortized, but is reviewed at least
annually for indications of impairment, with consideration given to financial performance and other relevant factors.
We perform a two-step test in our evaluation of the carrying value of goodwill, if qualitative factors determine it is
necessary to complete the two-step goodwill impairment test. In Step 1 of the evaluation, the fair value is determined
and compared to the carrying value. If the fair value is greater than the carrying value, then the carrying value is
deemed to be recoverable, and Step 2 is not required. If the fair value estimate is less than the carrying value, it is an
indicator that impairment may exist, and Step 2 is required. In Step 2, the implied fair value of goodwill is determined.
The fair value as determined in Step 1 is assigned to all of its net assets (recognized and unrecognized) as if the entity
was acquired in a business combination as of the date of the impairment test. If the implied fair value of goodwill is
lower than its carrying amount, goodwill is impaired and written down to its fair value; and a charge is reported in
impairment of goodwill on our Condensed Consolidated Statements of Operations.

Intangible Assets, Net

As noted above, on June 4, 2015, the Company completed the Offering Reorganization, following which we were
required to remeasure the assets, liabilities and non-controlling interests of our equity-method investee, Evolent
Health LLC, at fair value. Information regarding the determination and allocation of the fair value of the assets and
liabilities are further described within Note 4.

Identified intangible assets are recorded at their estimated fair values at the date of acquisition and are amortized over
their respective estimated useful lives using a method of amortization that reflects the pattern in which the economic
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benefits of the intangible assets are used. The following summarizes the estimated useful lives by asset classification:

Corporate trade name 20 years
Customer relationships 25 years
Technology 7 years

Intangible assets are reviewed for impairment if circumstances indicate the Company may not be able to recover the
asset’s carrying value. The Company evaluates recoverability by determining whether the undiscounted cash flows
expected to result from the use and eventual disposition of that asset or group exceed the carrying value at the
evaluation date. If the undiscounted cash flows are not sufficient to cover the carrying value, the Company measures
an impairment loss as the excess of the carrying amount of the long-lived asset or group over its fair value.
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Impairment of Equity Method Investments

The Company considers potential impairment triggers for its equity method investment, and the equity method
investment will be written down to fair value if there is evidence of a loss in value which is other-than-temporary. The
Company may estimate the fair value of its equity method investments by considering recent investee equity
transactions, discounted cash flow analyses, and recent operating results. If the fair value of the investment has
dropped below the carrying amount, management considers several factors when determining whether
other-than-temporary impairment has occurred. The estimation of fair value and whether other-than-temporary
impairment has occurred requires the application of significant judgment and future results may vary from current
assumptions. There was no such impairment for the nine months ended September 30, 2015 and for the three and nine
months ended September 30, 2014.

As discussed further in Note 4, after June 4, 2015, the Company consolidated the operations of its former
equity-method investee, Evolent Health LLC; therefore, the Company no longer accounts for its investment as an
equity-method investment.

Deferred Revenue

Deferred revenue consists of billings or payments received in advance of providing the requisite services or other
instances where the revenue recognition criteria have not been met.

Revenue Recognition

Revenue from the Company's services is recognized when there is persuasive evidence of an arrangement,
performance or delivery has occurred, the fee is fixed or determinable and collectability is reasonably assured.

At times, the Company enters into contracts that contain multiple deliverables and we evaluate each deliverable to
determine whether it represents a separate unit of accounting based on the following criteria: (i) if the delivered item
has value to the customer on a standalone basis, and (ii) if the contract includes a general right of return relative to the
delivered item, and delivery or performance of the undelivered item(s) is considered probable and substantially in the
control of the vendor. Revenue is then allocated to the units of accounting based on an estimate of each unit's relative
selling price.

Revenue Recognition - Transformation

Transformation contracts consist of strategic assessments, or blueprint contracts, and implementation contracts. Based
on the strategic assessment generated in a blueprint contract, a customer may decide to move forward with a
population health or health plan strategy; in these cases, the customer enters into an implementation contract in which
the Company provides services related to the launch of this strategy.

The Company recognizes revenue associated with transformation contracts based on a proportionate performance
method, where revenue is recognized each period in proportion to the amount of the contract completed during that
period. Contract completion is measured using output measures as best estimated by labor hours incurred compared to
the total estimated labor hours necessary to complete our performance obligations contained in the contract.

Revenue Recognition - Platform and Operations

After the transformation phase, the Company often enters into a multi-year service contract with its customers where
various population health, health plan operations and pharmacy benefit management services are provided on an
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ongoing basis to the members of the customers’ plans in exchange for a monthly service fee or per member per month
("PMPM") fee. Revenue from these contracts is recognized in the month in which the services are delivered. In
certain arrangements, there is a contingent portion of our service fee including meeting service level targets, sharing in
rebates, shared medical savings arrangements based on financial performance and other performance measures. The
Company continuously monitors its compliance with these arrangements and recognizes revenue when the amount is
estimable and there is evidence to support meeting the criteria. In some cases, the Company recognizes those
arrangements on a cash basis since we have limited history to support an estimate.

Credits and Discounts

We also provide credits and discounts to our customers often based on achieving certain volume commitments or
other criteria. Credits are assessed to determine whether they reflect significant and incremental discounts. If the
discounts are significant, the Company allocates them between the contract deliverables or future purchases as
appropriate. If the future credit expires unused, it is recognized as revenue at that time.
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Stock-based Compensation

The Company sponsors a stock-based incentive plan that provides for the issuance of stock-based awards to
employees of our consolidated subsidiary, Evolent Health LLC. Our stock-based awards generally vest over a four
year period and expire ten years from the date of grant. Subsequent to a reorganization in 2013, stock-based awards
were granted in the stock of the Company to employees of its equity-method investee, Evolent Health LLC. As such,
the Company was required to use a “non-employee” model for recognizing stock-based compensation, which required
the awards to be marked-to-market through net income at the end of each reporting period until vesting occurred.
Subsequent to the Offering Reorganization described in Note 4, stock-based awards are granted in the Company's
stock to the Company's consolidated subsidiary and compensation costs are therefore recognized using an “employee”
model. Under the “employee” model, we no longer mark the awards to market at the end of each reporting period.

We expense the fair value of stock-based awards included in our incentive compensation plans. Fair value of stock
options is determined using a Black-Scholes options valuation methodology. The fair value of the awards is expensed
over the performance or service period, which generally corresponds to the vesting period, and is recognized as an
increase to additional paid-in capital. Stock-based compensation expense is reflected in cost of revenue and selling,
general and administrative expenses in our Condensed Consolidated Statements of Operations. Additionally we
capitalize personnel expenses attributable to the development of internal-use software, which include stock-based
compensation costs.

Income Taxes

Deferred income taxes are recognized, based on enacted rates, when assets and liabilities have different values for
financial statement and tax reporting purposes. A valuation allowance is recorded to the extent required. Considerable
judgment and the use of estimates are required in determining whether a valuation allowance is necessary and, if so,
the amount of such valuation allowance. In evaluating the need for a valuation allowance, we consider many factors,
including: the nature and character of the deferred tax assets and liabilities; taxable income in prior carryback years;
future reversals of temporary differences; the length of time carryovers can be utilized; and any tax planning strategies
we would employ to avoid a tax benefit from expiring unused.

For purposes of accounting for income taxes for interim financial reporting, the Company calculates the appropriate
income tax provision by estimating an effective tax rate expected to be applicable for the full year and applying it to
ordinary income, adjusted for the tax effect of significant unusual items that are reported discretely.

We use a recognition threshold and a measurement attribute for the financial statement recognition and measurement
of uncertain tax positions taken or expected to be taken in a tax return. For those benefits to be recognized, a tax
position must be more-likely-than-not to be sustained upon examination by taxing authorities. We recognize interest
and penalties accrued on any unrecognized tax exposures as a component of income tax expense. We did not have any
such amounts accrued as of September 30, 2015, and December 31, 2014, and we have not identified any uncertain
income tax positions that could have a material impact to the consolidated financial statements. We are subject to
taxation in various jurisdictions in the U.S. and remain subject to examination by taxing jurisdictions for the years
2011 and all subsequent periods due to the availability of net operating loss carryforwards.

We are a holding company and our assets consist of our direct ownership in Evolent Health LLC, for which we are the
managing member. Evolent Health LLC is classified as a partnership for U.S. federal and applicable state and local
income tax purposes and, as such, is not subject to U.S. federal, state and local income taxes. Taxable income or loss
generated by Evolent Health LLC is allocated to holders of its units, including us, on a pro rata basis. Accordingly, we
are subject to U.S. federal, state and local income taxes with respect to our allocable share of any taxable income of
Evolent Health LLC.
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Earnings (Loss) per Share

Basic earnings (loss) per share (“EPS”) is computed by dividing net income (loss) available to Class A common
shareholders by the weighted-average number of Class A common shares outstanding.

For periods of net income, and when the effects are not anti-dilutive, we calculate diluted earnings per share by
dividing net income available to Class A common shareholders by the weighted average number of Class A common
shares assuming the conversion of the convertible preferred securities, which occurred on the date of the Offering
Reorganization, occurred at the beginning of the respective period, plus the impact of all potential dilutive common
shares, consisting primarily of common stock options and unvested restricted stock awards using the treasury stock
method and our exchangeable Class B common stock. For periods of net loss, shares used in the earnings per share
calculation represent basic shares as using diluted shares would be anti-dilutive.

Operating Segments

Operating segments are defined as components of a business that earn revenue and incur expenses for which discrete
financial information is available that is evaluated, on a regular basis, by the chief operating decision maker (“CODM”)
to decide how to allocate resources and assess performance. The Company’s CODM, the Chief Executive Officer,
allocates resources at a consolidated

10
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level and therefore the Company views its operations and manages its business as one operating segment. All of the
Company’s revenue is generated in the United States and all assets are located in the United States.

3. Recently Issued Accounting Standards
Future Adoption of New Accounting Standards

In May 2014, the FASB issued Accounting Standards Update (“ASU”) 2014-09, Revenue from Contracts with
Customers, in order to clarify the principles of recognizing revenue. This standard establishes the core principle of
recognizing revenue to depict the transfer of promised goods or services in an amount that reflects the consideration
the entity expects to be entitled in exchange for those goods or services. The FASB defines a five-step process that
systematically identifies the various components of the revenue recognition process, culminating with the recognition
of revenue upon satisfaction of an entity’s performance obligation. By completing all five steps of the process, the core
principles of revenue recognition will be achieved. The amendments in the standard are effective for annual and
interim reporting periods beginning after December 15, 2017, with early adoption permitted only as of annual
reporting periods beginning after December 15, 2016. We will adopt the requirements of this standard effective
January 1, 2018, and are currently evaluating the impact of the adoption on our financial condition and results of
operations.

In August 2014, the FASB issued ASU 2014-15, Presentation of Financial Statements — Going Concern (Subtopic
205-40). This standard requires management to assess an entity’s ability to continue as a going concern by
incorporating and expanding upon certain principles that are currently in U.S. auditing standards by requiring an
assessment for a period of one year after the date that the financial statements are issued. Further, based on certain
conditions and circumstances, additional disclosures may be required. This standard is effective beginning with the
first annual period ending after December 15, 2016, and for all annual and interim periods thereafter. Early application
is permitted. The Company does not expect this standard to have an impact on the Company’s financial statements or
related disclosures.

In September 2015, the FASB issued ASU 2015-16, Business Combinations: Simplifying the Accounting for
Measurement-Period Adjustments, to simplify the accounting for measurement-period adjustments. The amendments
in this ASU require that an acquirer recognize adjustments to provisional amounts that are identified during the
measurement period in the reporting period in which the adjustment amounts are determined. The ASU also requires
acquirers to present separately on the face of the income statement, or disclose in the notes, the portion of the amount
recorded in current-period earnings by line item that would have been recorded in previous reporting periods if the
adjustment to the provisional amounts had been recognized as of the acquisition date. The ASU is effective for fiscal
years beginning after December 15, 2017. The provisions within this ASU must be applied prospectively to
adjustments to provisional amounts that occur after the effective date. Early adoption is permitted for financial
statements that have not been issued. We will adopt the requirements of this standard effective January 1, 2018, and
are currently evaluating the impact of the adoption on our financial condition and results of operations.

We have evaluated all other issued and unadopted ASUs and believe the adoption of these standards will not have a
material impact on our results of operations, financial position, or cash flows.

4. Organizational Transactions
The Offering Reorganization

Evolent Health, Inc. was incorporated as a Delaware corporation on December 12, 2014, for the purpose of pursuing
the Company’s IPO. Immediately prior to the completion of the IPO in June 2015, we amended and restated our
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certificate of incorporation to, among other things, authorize two classes of common stock, Class A common stock
and Class B common stock (the “Offering Reorganization™). Each share of our Class A common stock and Class B
common stock will entitle its holder to one vote on all matters to be voted on by stockholders, and holders of Class A
common stock and holders of Class B common stock will vote together as a single class on all matters presented to
stockholders for their vote or approval (except as otherwise required by law). Pursuant to the Offering Reorganization:

Evolent Health Holdings merged with and into Evolent Health, Inc. and the surviving corporation of the merger was
Evolent Health, Inc.;
An affiliate of TPG merged with and into Evolent Health, Inc. and the surviving corporation of the merger was
Evolent Health, Inc.;
Each of the then-existing stockholders of Evolent Health Holdings received four shares of our Class A common stock
and the right to certain payments under the Income Tax Receivables Agreement (“TRA”) in exchange for each share of
Class A common stock held in Evolent Health Holdings;
TPG received shares of our Class A common stock and the right to certain payments under the TRA in exchange
for 100% of the equity that it held in its affiliate that was merged with Evolent Health, Inc.; and
We issued shares of our Class B common stock and the right to certain payments under the TRA to The Advisory
Board, TPG and an affiliate of TPG each of which was a member of Evolent Health LLC prior to the Offering
Reorganization.

11
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The existing shareholders of Evolent Health Holdings held the same economic and voting interest before and after the
merger of Evolent Health Holdings with and into Evolent Health, Inc., which represents a transaction among entities
with a high degree of common ownership. As such, the merger is viewed as non-substantive and the consolidated
financial statements of Evolent Health, Inc. reflect the historical accounting of Evolent Health Holdings except that
the legal capital reflects the capital of Evolent Health, Inc.

In addition, in connection with the Offering Reorganization, Evolent Health LLC amended and restated its operating
agreement to establish two classes of equity (voting Class A common units and non-voting Class B common units);
after the amendment, the pre-reorganization members of Evolent Health LL.C (other than Evolent Health, Inc.) hold
100% of the Class B common units and Evolent Health, Inc. holds the Class A voting common units. Evolent Health
LLC’s Class B common units can be exchanged (together with a corresponding number of shares of our Class B
common stock) for one share of our Class A common stock.

As a result of the Offering Reorganization, Evolent Health, Inc. obtained voting control over Evolent Health LLC and
therefore consolidated Evolent Health LLC and recognized a gain of $414.1 million upon obtaining control. The gain
represents the excess of the fair value of our interest in Evolent Health LLC’s net assets over the carrying value of our
equity method investment prior to the Offering Reorganization and is included in Gain on consolidation on the
Condensed Consolidated Statement of Operations.

We accounted for obtaining control of Evolent Health LLC as a step acquisition and, accordingly, recognized the fair
value of Evolent Health LLC's assets acquired, liabilities assumed, non-controlling interests recognized and the
remeasurement gain recorded on the previously held equity interests. As the acquisition was the result of the Offering
Reorganization and not the purchase of additional interest in Evolent Health LLC, there were no assets acquired or
liabilities assumed, and there was no purchase price paid as a part of the transaction. The allocation of the value of the
transaction (in thousands) is included below:

Goodwill $608,903
Intangible assets 169,000
Cash and restricted cash 21,930
Other assets 51,306
Remeasurement gain on previously held equity interest (414,133 )
Liabilities and deferred revenue (73,366 )
Non-controlling interests (332,793 )
Carrying value of previously held equity interest (30,847 )
Purchase price $—

The estimated fair value of Evolent Health LLC was determined using a business enterprise valuation approach that
discounted Evolent Health LLC’s projected cash flows based on an estimate of its weighted average cost of capital.
Evolent Health LLC’s fair value was estimated to be $777.8 million. In addition, we determined the fair value of
Evolent Health LLC’s tangible and identifiable intangible assets, deferred revenue and other liabilities, based on
various income and market approaches, including the relief from royalty method for trade name and technologies, and
the discounted cash flow method for customer relationships, both of which use Level 3 inputs (see Note 2 for
discussion of fair value and use of Level 3 inputs). We are amortizing the acquired identifiable intangible assets over
their estimated useful lives (see Note 2 for discussion of useful lives for intangible assets). The Offering
Reorganization was structured as a tax-free exchange and, therefore, did not result in tax deductible goodwill.

The above allocation of fair values is based upon preliminary valuations and other analyses that have not been
completed as of the date of this filing. Any changes in the estimated fair values of the net assets recorded upon the
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finalization of more detailed analyses of the facts and circumstances that existed at the date of the Offering
Reorganization will change the allocation of the fair value.

After the Offering Reorganization and the IPO, we own 70.3% of the economic interests and 100% of the voting
rights in Evolent Health LLC. Our operations will continue to be conducted through Evolent Health LL.C and
subsequent to the Offering Reorganization the financial results of Evolent Health LLC are consolidated in the
financial statements of Evolent Health, Inc. Evolent Health, Inc. is a holding company whose principal asset is all of
the Class A common units it holds in Evolent Health LLC, and its only business is to act as sole managing member of
Evolent Health LLC.

Pro forma financial information (unaudited)

The unaudited pro forma statement of operations data presented below gives effect to the consolidation of Evolent
Health LLC as if it had occurred on January 1, 2014. The following amounts include adjustments to:

Remove the gain recognized upon the consolidation of the previously held equity interests in 2015 and reclassified
said amount to 2014;
Remove transaction costs of $1.2 million in 2015 and reclassify said amount to 2014;

12
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Record amortization expenses related to intangible assets beginning January 1, 2014;
Record adjustments of income taxes associated with these pro forma adjustments

This pro forma data is presented for informational purposes only and does not purport to be indicative of the results of
future operations or of the results that would have occurred had the consolidation taken place on January 1, 2014. The
pro forma adjustments were based on available information and assumptions that the Company believes are
reasonable to reflect the impact of this acquisition on the Company's historical financial information on a pro forma
basis (in thousands).

For the Three For the Nine

Months Ended Months Ended

September 30, September 30,

2015 2014 2015 2014
Revenue $43,276 $27,396 $116,779  $69,161
Net income (loss) (14,024 ) 368,310 (26,067 ) 344,283
Net income (loss) attributable to
non-controlling interests (5,028 ) (3,599 ) (11,704 ) (16,379 )
Net income (loss) attributable to
Evolent Health, Inc. $(8,996 ) $371,909 $(14,363) $360,662
Net income (loss) available to
common shareholders:
Basic $(0.22 ) $14.65 $0.44 ) $14.35
Diluted (0.22 ) 7.99 (0.44 ) 7.61

Evolent Health LLC Governance

The Company serves as sole managing member of Evolent Health LL.C. As such, it controls Evolent Health LLC’s
business and affairs and is responsible for the management of its business.

Coordination of Evolent Health, Inc. and Evolent Health LLC

We must, at all times, maintain a one-to-one ratio between the number of outstanding shares of our Class A common
stock and the number of outstanding Class A common units of Evolent Health LLC.

Issuances of Common Units

Evolent Health LLC may only issue Class A common units to us, as the sole managing member of Evolent Health
LLC. Class B common units may be issued only to persons or entities we permit (The Advisory Board, TPG and an
affiliate of TPG). Such issuances of Class B common units shall be made in exchange for cash or other consideration.
Class B common units may not be transferred as Class B common units except to certain permitted transferees and in
accordance with the restrictions on transfer set forth in the third amended and restated operating agreement of Evolent
Health LLC. Any such transfer must be accompanied by the transfer of an equal number of shares of our Class B
common stock.

We entered into an exchange agreement with Evolent Health LL.C, The Advisory Board, TPG and an affiliate of TPG.
Pursuant to and subject to the terms of the exchange agreement and the third amended and restated operating
agreement of Evolent Health LLC, holders of Class B common units, at any time and from time to time, may
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exchange one or more Class B common units, together with an equal number of shares of our Class B common stock,
for shares of our Class A common stock on a one-for-one basis. The amount of Class A common stock issued or
conveyed will be subject to equitable adjustments for stock splits, stock dividends and reclassifications. As holders
exchange their Class B common units and Class B common stock for Class A common stock, our interest in Evolent
Health LLC will increase.

13
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5. Investments

The amortized cost, gross unrealized gains and losses, and fair value of our investments (in thousands) as of

September 30, 2015, were as follows:

Gross Gross
Amortized Unrealized Unrealized
Costs Gains Losses
U.S. Treasury bills $12,125 $21 $1
Corporate bonds 11,946 54 (19
Total investments $24,071 $75 $(20

Fair
Value

) $12,145
) 11,981
) $24,126

The amortized cost and fair value of our investments by contractual maturities (in thousands) as of September 30,

2015, were as follows:

Amortized
Cost
Due in one year or less $2,023
Due after one year through five years 22,048
Total $24,071

Fair
Value
$2,021
22,105
$24,126

Our investments are classified as held-to-maturity as we have both the intent and ability to hold the investments until
their individual maturities. There were no identified events or changes in circumstances that had a significant adverse
effect on the values of these investments. If there was evidence of a decline in fair value below the amortized cost
basis which is other than temporary the cost basis of the individual security would be written down to fair value as a
new cost basis and the amount of the write-down would be included in earnings. The new cost basis would not be

changed for subsequent recoveries in fair value.
6. Property and Equipment, Net

The following summarizes our property and equipment (in thousands):

Computer hardware

Furniture and equipment

Internal-use software development costs
Leasehold improvements

Total property and equipment
Accumulated depreciation and amortization
Total property and equipment, net

We had no property or equipment as of December 31, 2014.

As of

September 30,
2015

$228

1,604

3,802

5,822

11,456

(701 )
$10,755

The Company capitalized $2.8 million and $3.8 million of these internal-use software development costs for the three
and nine months ended September 30, 2015, respectively (subsequent to the date of the Offering Reorganization). The
net book value of capitalized internal-use software development costs was $3.8 million as of September 30, 2015.

Depreciation expense related to property and equipment was $0.5 million and $0.7 million for the three and nine
months ended September 30, 2015, respectively (subsequent to the date of the Offering Reorganization), of which
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amortization expense related to capitalized internal-use software development costs was less than $0.1 million for the
three and nine months ended September 30, 2015, (subsequent to the date of the Offering Reorganization).
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7. Goodwill and Intangible Assets, Net

Goodwill

As part of the Offering Reorganization described in Note 4, we recorded $608.9 million in goodwill on our Condensed
Consolidated Balance Sheets. Goodwill has an estimated indefinite life and is not amortized; rather it is reviewed for
impairment at least annually or whenever events or changes in circumstances indicate that the carrying amount the
asset may not be recoverable. The Company believes that no such impairment indicators existed during the three and
nine months ended September 30, 2015, and accordingly, did not recognize any impairment of goodwill for the three
and nine months ended September 30, 2015.

During the fourth quarter of 2015, we will perform our annual impairment test. We will first evaluate qualitative
factors including, but not limited to (i) macroeconomic conditions, (ii) industry and market considerations, (iii) our
overall financial performance including an analysis of our current and projected cash flows, revenue and earnings, (iv)
a sustained decrease in share price and (v) other relevant entity-specific events including changes in strategy,
customers, or litigation. As a result of the Offering Reorganization, we revalued our consolidated balance sheet to the
market value of our IPO share price of $17.00. Subsequent to September 30, 2015, our share price has declined below
the IPO price. If this trend continues, under Step 1, we may determine it is more likely than not that the fair value of
our goodwill is less than the carrying amount and Step 2 would be required. If we perform Step 2 and the results
confirm those of Step 1, we may be required to write down a portion of our $608.9 million of goodwill as of
September 30, 2015, on our Condensed Consolidated Balance Sheet and report a charge in impairment of goodwill on
our Condensed Consolidated Statements of Operations for the relevant periods. Any impairment charges that we may
record in the future could be material to our results of operations and financial condition.

Intangible Assets, Net

As part of the Offering Reorganization described in Note 4, intangible assets of $169.0 million were recorded on our
Condensed Consolidated Balance Sheets.

Details of our intangible assets (in thousands) as of September 30, 2015, are presented below:

Weighted-

Average Gross Net
Remaining Carrying Accumulated Carrying
Useful Life Amount Amortization Value

Corporate trade name 19.7 $19,000 $316 $18,684
Customer relationships 24.7 120,000 1,597 118,403
Technology 6.7 30,000 1,426 28,574
Total $169,000 $3,339 $165,661

We had no intangible assets as of December 31, 2014.

Amortization expense related to intangible assets for the three and nine months ended September 30, 2015, was $2.5
million and $3.3 million, respectively.

Future estimated amortization of intangible assets for the next five years as of September 30, 2015, was approximately
$10.0 million per year.

8. Commitments and Contingencies
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UPMC Reseller Agreement

The Company and the University of Pittsburgh Medical Center (“UPMC”) are parties to a Reseller, Services and
Non-Competition Agreement, dated August 31, 2011 (the “Original UPMC Reseller Agreement”), which was amended
and restated by the parties on June 27, 2013 (as so amended, the “UPMC Reseller Agreement”). Under the terms of the
UPMC Reseller Agreement, UPMC has appointed the Company as a non-exclusive reseller of certain services, subject
to certain conditions and limitations specified in the UPMC Reseller Agreement. If the Company failed to generate
minimum revenue for UPMC as a result of the provision of services during the four year period ended August 31,
2015, UPMC would be entitled to receive, for no consideration, up to 1,000,000 shares of Class A common stock,
based on a formula set forth in the UPMC Reseller Agreement. The Company met this commitment in the first quarter
of 2015. In consideration for the Company’s obligations under the UPMC Reseller Agreement and subject to certain
conditions described therein, UPMC has agreed not to sell certain products and services directly to the Company’s
customers and top prospects.
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The Advisory Board Company Reseller Agreement

The Company and The Advisory Board are parties to a Services, Reseller, and Non-Competition Agreement, dated
August 31, 2011 (the “Original Advisory Board Reseller Agreement”), which was amended and restated by the parties
on June 27, 2013, and May 1, 2015 (as so amended, the “Advisory Board Company Reseller Agreement”). Under the
terms of the Advisory Board Company Reseller Agreement, The Advisory Board shall provide certain services to the
Company on an as-requested basis. In addition, The Advisory Board has a right of first offer to provide certain
specified services during the term of the Agreement and has the rights to collect certain fees for specified referrals.

Contingencies
Tax Receivables Agreement

In connection with the Offering Reorganization, the Company entered into the TRA with certain of its investors,
which provides for the payment by the Company to these investors of 85% of the amount of the tax benefits, if any,
that the Company is deemed to realize as a result of increases in our tax basis related to exchanges of Class B common
units as well as tax benefits attributable to the future utilization of pre-IPO net operating losses. These payment
obligations are obligations of the Company. For purposes of the TRA, the benefit deemed realized by the Company
will be computed by comparing its actual income tax liability to the amount of such taxes that the Company would
have been required to pay had there been no increase to the tax basis of the assets of the Company as a result of the
exchanges or had the Company had no net operating loss carryforward balance. The actual amount and timing of any
payments under the TRA will vary depending upon a number of factors, including:

The timing of the exchanges and the price of the Class A shares at the time of the transaction, triggering a tax basis
increase in the Company’s asset and a corresponding benefit to be realized under the TRA; and
The amount and timing of our taxable income - the Company will be required to pay 85% of the tax savings as
. and when realized, if any. If the Company does not have taxable income, it will not be required to make
payments under the TRA for that taxable year because no tax savings were actually realized.

Due to the items noted above, the fact that no share exchanges have occurred as of September 30, 2015, and that the
Company's historical losses have not been utilized, the Company has not recorded a liability pursuant to the TRA.

Litigation Matters

We are engaged from time to time in certain legal disputes arising in the ordinary course of business, including
employment claims. When the likelihood of a loss contingency becomes probable and the amount of the loss can be
reasonably estimated, we accrue a liability for the loss contingency. We continue to review accruals and adjust them
to reflect ongoing negotiations, settlements, rulings, advice of legal counsel, and other relevant information. To the
extent new information is obtained, and our views on the probable outcomes of claims, suits, assessments,
investigations, or legal proceedings change, changes in our accrued liabilities would be recorded in the period in
which such determination is made.

Commitments

Lease Commitments

The Company has entered into lease agreements for its office location in Arlington, Virginia. In connection with these
lease agreements, the Company is required to maintain a $2.0 million letter of credit, which declines annually

throughout the term of the lease, and restricted cash of $1.7 million. As of September 30, 2015, the restricted funds

34



Edgar Filing: Evolent Health, Inc. - Form 10-Q

held in connection with the lease were $3.7 million.

Total rental expense on operating leases for the three and nine months ended September 30, 2015, was $0.9 million
and $1.3 million, respectively.

Indemnifications

The Company’s customer agreements generally include a provision by which the Company agrees to defend its
customers against third party claims (a) for death, bodily injury, or damage to personal property caused by Company
negligence or willful misconduct, (b) by former or current Company employees arising from such managed service
agreements, (c) for intellectual property infringement under specified conditions and (d) for Company violation of
applicable laws, and to indemnify them against any damages and costs awarded in connection with such claims. To
date, the Company has not incurred any material costs as a result of such indemnities and has not accrued any
liabilities related to such obligations in the accompanying financial statements.

16

35



Edgar Filing: Evolent Health, Inc. - Form 10-Q

Registration rights agreement

We entered into a registration rights agreement with The Advisory Board, UPMC, TPG and an affiliate of TPG (our
“Investors™) to register for sale under the Securities Act of 1933, as amended (the “Securities Act”), shares of our Class A
common stock, including those delivered in exchange for Class B common units in the circumstances described

above. Subject to certain conditions and limitations, this agreement provides our Investors with certain demand,
piggyback and shelf registration rights. The registration rights granted under the registration rights agreement will
terminate upon the date the holders of shares that are a party thereto no longer hold any such shares that are entitled to
registration rights.

We will pay all expenses relating to any demand, piggyback or shelf registration, other than underwriting discounts
and commissions and any transfer taxes, subject to specified conditions and limitations. The registration rights
agreement will include customary indemnification provisions, including indemnification of the participating holders
of shares of Class A common stock and their directors, officers and employees by us for any losses, claims, damages
or liabilities in respect thereof and expenses to which such holders may become subject under the Securities Act, state
law or otherwise.

Credit and Concentration Risk

The Company is subject to significant concentrations of credit risk related to cash and cash equivalents, investments
and accounts receivable. The Company's cash and cash equivalents and investments are held at financial institutions
that management believes to be of high credit quality. While the Company maintains its cash and cash equivalents and
investments with financial institutions with high credit ratings, it often maintains these deposits in federally insured
financial institutions in excess of federally insured limits. The Company has not experienced any losses on cash and
cash equivalents or investments to date. The following table summarizes those customers who represented at least
10% of our accounts receivable or revenue as of and for the periods presented:

For the Three For the Nine

As of Months Ended Months Ended

September 30, September 30, September 30,

2015 2015 2015

Accounts

Receivable Revenue
Customer A * 13.6 % 13.1 %
Customer B 13.7 % 12.7 % 12.3 %
Customer C 15.9 % 15.7 % 15.8 %
Customer D 39.3 % 14.3 % 14.6 %
Customer E * 17.1 % 17.1 %
Customer F 14.4 % 10.6 % 10.5 %

* Represents less than 10.0% of the respective balance

At times our contracts may be amended to change the nature of the services and/or the time period over which they are
provided. In September 2015, we signed an amendment to our agreement with Piedmont WellStar Health Plan, noted
as Customer C above, that reduced our expected revenue under that contract in future periods.

The Company is also subject to significant concentration risk as a significant portion of our revenue is derived from
services provided to our customers on our behalf by UPMC. UPMC is a founding investor in our organization and we
have entered into a long-term agreement with them to conduct these services on our behalf; however, in the event of a
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disruption in service from UPMC, our revenue would be adversely impacted while we obtained a replacement vendor.
The Company is also subject to significant concentration risk as materially all of our cash and cash equivalents are

held in a single money market fund. As of September 30, 2015, $194.5 million of cash and cash equivalents were held
in a money market fund.
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9. Earnings (Loss) Per Common Share

The following table sets forth the computation of basic and diluted earnings per share available for common
stockholders (in thousands, except per share data):

For the Three For the Nine

Months Ended Months Ended

September 30, September 30,

2015 2014 2015 2014
Net income (loss) $(17,088) $(3,167 ) $328,081 $(14,548)
Less:
Net income (loss) attributable to non-controlling interests (5,108 ) — (8,532 ) —
Undeclared cumulative preferred dividends — 1,279 2,184 3,845
\I/{;ie;mptlon of preferred stock at amount in excess of carrying o 750 . 750

Net income (loss) available for common shareholders - Basic (11,980 ) (5,196 ) 334,429 (19,143 )
Add:

Net income (loss) attributable to non-controlling interests — — (8,532 ) —
Undeclared cumulative preferred dividends converted during the . 2184 o
period ’

Net income (loss) available for common shareholders - Diluted $(11,980) $(5,196 ) $328,081 $(19,143)

Weighted-average common shares outstanding - Basic 41,468 2,506 19,618 2,184
Dilutive effect of restricted stock — — 19 —
Dilutive effect of options — — 1,623 —
Assumed conversion of convertible preferred stock at

. . — — 12,563 —
beginning-of-period
Assumed conversion of Class B common shares to Class A o . 7575 o
common shares ’
Weighted-average common shares outstanding - Diluted 41,468 2,506 41,398 2,184
Earnings (Loss) per Common Share
Basic $0.29 ) $2.07 ) $17.05 $@8.77 )
Diluted (0.29 ) (2.07 ) 7.93 (8.77 )

Anti-dilutive shares (in thousands) excluded from the calculation of weighted-average common shares presented
above are presented below:

For the Three For the Nine

Months Ended Months Ended

September 30, September 30,

2015 2014 2015 2014
Exchangeable Class B common stock 17,525 — — —
Convertible preferred stock — 21,468 — 21,956
Restricted stock 55 1,122 — 520
Options 1,847 — — —
Total 19,427 22,590 — 22,476

10. Stock-based Compensation
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The 2011 Equity Incentive Plan (the “2011 Plan”) was amended on September 23, 2013, to increase the number of
shares authorized to 9,141,268 shares of the Company's common stock. As of September 30, 2015, and December 31,
2014, 5,095,400 and 4,156,400 stock options, respectively, and 3,775,240 shares of restricted stock have been issued,
net of forfeitures, under the 2011 Plan.

On May 1, 2015, the Board of Directors approved and authorized the 2015 Evolent Health, Inc. Omnibus Incentive
Compensation Plan (the “2015 Plan) which provides for the issuance of 6,000,000 shares of the Company's Class A
common stock. As of September 30, 2015, 643,411 stock options and 301,735 restricted stock units (“RSUs”) have been
issued, net of forfeitures, under the 2015 Plan.
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Total compensation expense (in thousands) by award type and line item in our condensed consolidated financial
statements (in thousands) were as follows:
For the Three For the Nine
Months Ended Months Ended
September 30, September 30,

2015 2015
Award Type
Stock options $3,982 $5,148
Restricted stock — 4,875
RSUs 400 513
Total $4,382 $10,536
Line Item
Cost of revenue $384 $793
Selling, general and
administrative expenses 3,998 9,743
Total $4,382 $10,536

We recorded $4.9 million in stock-based compensation during the nine months ended September 30, 2015, for the
acceleration of our unvested restricted shares which vested immediately after the Offering Reorganization and prior to
the IPO.

For the three and nine months ended September 30, 2015, less than $0.1 million of stock-based compensation
included in the totals above was capitalized as software development costs (subsequent to the date of the Offering
Reorganization).

Stock-based awards granted were as follows:
For the Three For the Nine

Months Ended Months Ended
September 30, September 30,

2015 2015
Stock options — 1,789,243
RSUs — 318,336

11. Income Taxes

Pursuant to the Offering Reorganization, the Company recorded $0.1 million in income tax benefit and $29.2 million
in income tax provision for the three and nine months ended September 30, 2015, respectively, due to changes in our
deferred tax liability related to the increased difference in the book basis compared to the tax basis in our partnership
interest in Evolent Health LLC. The basis difference resulted in an effective tax rate of 0.6% and 8.2% for the three
and nine months ended September 30, 2015. A portion of the basis difference is indefinite and relates to differences in
profit and loss allocations before and after the Offering Reorganization. This resulted in deferred tax expense and is
recorded as a component of the $29.2 million income tax expense. For the three and nine months ended September 30,
2014, the effective tax rate was 0%, due to the impact of the full valuation allowance recorded against the Company’s
net deferred tax assets; therefore, the Company recorded no provision or benefit for income taxes for these periods.
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The Offering Reorganization was treated as a nontaxable transaction and as such there was no step-up to fair value to
the historical tax bases of the assets. The Company is required to record a deferred tax asset or liability resulting from
book and tax basis differences related to assets and liabilities; therefore, the Company established a deferred tax
liability in the amount of $29.6 million, recorded as a discrete item in the nine months ended September 30, 2015, as
income tax expense in the amount of $29.2 million and additional-paid-in capital of $0.4 million.

As of September 30, 2015, the Company had net operating losses (“NOLs”) of approximately $118.0 million available
to offset future taxable income that begin to expire in 2031 through 2035. However, as realization of such tax benefit
is not more likely than not, based on management's evaluation, the Company has also established a valuation
allowance. Internal Revenue Code Section 382 imposes limitations on the utilization of NOLs in the event of certain
changes in ownership of the Company, which may have occurred or could occur in the future. This could impose an
annual limit on the Company’s ability to utilize pre-IPO NOLs and could cause U.S. federal income taxes to be paid
earlier than otherwise would be paid if such limitations were not in effect.
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As of each applicable period-end, the Company has not recognized any uncertain tax positions, penalties or interest as
we have concluded that no such positions exist. The Company is not currently subject to income tax audits in any U.S.
or state jurisdictions for any tax year.

Tax Receivables Agreement

Pursuant to the Offering Reorganization, subsequent exchanges of Class B common units of Evolent Health LLC,
together with an equal number of shares of our Class B common stock, for shares of our Class A common stock, are
expected to increase our tax basis in our share of Evolent Health LL.C’s tangible and intangible assets. These increases
in tax basis are expected to increase our depreciation and amortization deductions and create other tax benefits and,
therefore, may reduce the amount of tax that we would otherwise be required to pay in the future. In addition, certain
net operating losses of Evolent Health Holdings (and of an affiliate of TPG) are available to us as a result of the
Offering Reorganization.

As part of the Offering Reorganization, we entered into a TRA with the holders of Class B common units. The
agreement requires us to pay to such holders 85% of the cash savings, if any, in U.S. federal, state and local and
foreign income tax (as applicable) we realize as a result of any deductions attributable to future increases in tax basis
following the exchanges described above (calculated assuming that any post-offering transfer of Class B common
units had not occurred) or deductions attributable to imputed interest or future increases in tax basis following
payments made under the TRA. We are accounting for these payments as contingent liabilities and will recognize
them in our Condensed Consolidated Statement of Operations when their realization is probable. Additionally,
pursuant to the same agreement we will pay the former stockholders of Evolent Health Holdings 85% of the amount
of the cash savings, if any, in U.S. federal, state and local and foreign income tax that we realize as a result of the
utilization of the NOLs of Evolent Health Holdings (and the affiliate of TPG) attributable to periods prior to the
Offering Reorganization, approximately $98.2 million, as well as deductions attributable to imputed interest on any
payments made under the agreement.

We will benefit from the remaining 15% of any realized cash savings. The TRA was effective upon the completion of
the Offering Reorganization and will remain in effect until all such tax benefits have been used or expired, or until the
agreement is terminated. See Note 8 for additional discussion of the implications of the TRA.

12. Equity Method Investment

Prior to the Offering Reorganization described in Note 4, we did not control Evolent Health LLC, but were able to
exert significant influence and, accordingly, accounted for our investment in Evolent Health LLC using the equity
method of accounting. Subsequent to the Offering Reorganization, the Company consolidates the results of operations
of Evolent Health LLC.

The allocation of profits and losses to the shareholders of Evolent Health LL.C were based upon the second amended
and restated operating agreement of Evolent Health LLC. As part of recording our equity portion of the losses of
Evolent Health LL.C, the Company applied the hypothetical liquidation at book value basis of accounting which
allocates profits and losses to the members based upon the value that would accrue to each member at each period end
based upon a theoretical liquidation at book value at that time.

During the nine months ended September 30, 2015, Evolent Health, Inc.'s proportionate share of the losses of Evolent
Health LLC was $28.2 million which included $0.8 million related to the amortization of a basis differential. During
the three and nine months ended September 30, 2014, Evolent Health, Inc.'s proportional share of the losses of
Evolent Health LLC was $3.2 million and $14.5 million, respectively, which included $0.5 million and $1.5 million,
respectively, related to the amortization of a basis differential.
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The following is a summary of the operating results of Evolent Health LLC (in thousands) for the periods that it was

accounted for as an equity method investment:

For the
Three January 1,
Months 2015
Ended through
September 30,  June 3,
2014 2015
Total revenue $29.896 $61,814
Cost of revenue (exclusive of
depreciation and amortization) 19,326 44,839
Gross profit 10,570 16,975
Operating income (loss) (6,105 ) (44,119 )
Net income (loss) (6,051 ) (44,079 )

13. Non-controlling Interests

For the

Nine

Months
Ended
September 30,
2014

$74,161

52,193
21,968

(30,710 )
(30,593 )

In connection with the closing of the IPO, we used the net proceeds of the IPO to purchase 13,225,000 newly-issued
Class A common units in Evolent Health LL.C. Additionally, in connection with the Offering Reorganization, we
acquired 2,051,468 Class A common units in Evolent Health LLC. As of September 30, 2015, we owned 70.3% of

Evolent Health LLC.

Changes in non-controlling interests (in thousands) were:

Non-controlling interests as of beginning-of-period

Increase in non-controlling interests as a result of the Offering
Reorganization

Decrease in non-controlling interests as a result of the merger

of the TPG affiliate with and into Evolent Health, Inc.

Net income (loss) subsequent to the Offering Reorganization attributable
to non-controlling interests

Non-controlling interests as of end-of-period

14. Related Parties

For the Three For the Nine
Months Ended Months Ended
September 30, September 30,
2015 2015

$294.,494 $—

— 332,793

— (34,875 )
(5,108 ) (8,532 )
$289,386 $289,386

The Company works closely with both of its founding investors, The Advisory Board and UPMC. The relationship
with The Advisory Board is centered on educating health system CEOs on innovations in the healthcare space. In
return, the Company makes valuable connections with CEOs of health systems that could then become customers. The
Company’s relationship with UPMC is a subcontractor relationship where UPMC has agreed to execute certain tasks
(primarily third-party administration or “TPA” services) necessary to deliver on the Company’s customer commitments.

Prior to the Offering Reorganization, we issued shares of our stock to certain of our customers while concurrently
entering into revenue contracts with those customers. Those customers are considered related parties and the balances
and/or transactions with them are reported on our condensed consolidated financial statements.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) is
intended to help the reader understand the financial condition as of September 30, 2015, compared with December 31,

2014, and the results of operations for the three and nine months ended September 30, 2015, compared with the

corresponding periods in 2014 of Evolent Health, Inc. and its consolidated subsidiary Evolent Health LLC. Unless

otherwise stated or the context otherwise requires, “Evolent,” “Company,” “we,” “our” or “us” refers to Evolent Health, Inc. ar
its consolidated subsidiary. The MD&A is provided as a supplement to, and should be read in conjunction with our

condensed consolidated financial statements and the accompanying notes to the condensed consolidated financial

statements (“Notes”) presented in “Part [ — Item 1. Financial Statements”; our final prospectus filed with the SEC on June 5,
2015, ("Final Prospectus") including the sections entitled “Risk factors” and “Management’s discussion and analysis of

financial condition and results of operations”; and our current reports on Form 8-K filed in 2015.
FORWARD-LOOKING STATEMENTS - CAUTIONARY LANGUAGE

Certain statements made in this report and in other written or oral statements made by us or on our behalf are
“forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995 (“PSLRA”). A
forward-looking statement is a statement that is not a historical fact and, without limitation, includes any statement

that may predict, forecast, indicate or imply future results, performance or achievements, and may contain words

like: “believe,” “anticipate,” “expect,” “estimate,” "aim," "predict," "potential," "continue," "plan," “project,” “will,” "should,"
“shall,” "may," "might" and other words or phrases with similar meaning in connection with a discussion of future

operating or financial performance. In particular, these include statements relating to future actions, trends in our

businesses, prospective services, future performance or financial results and the outcome of contingencies, such as

legal proceedings. We claim the protection afforded by the safe harbor for forward-looking statements provided by

the PSLRA.

29 ¢ 29 ¢ »n nn nn non " o<

These statements are only predictions based on our current expectations and projections about future events.
Forward-looking statements involve risks and uncertainties that may cause actual results, level of activity,
performance or achievements to differ materially from the results contained in the forward-looking statements. Risks
and uncertainties that may cause actual results to vary materially, some of which are described within the
forward-looking statements, include, among others:

The structural change in the market for healthcare in the United States;

Our ability to effectively manage our growth;

The significant portion of revenue we derive from our largest partners;

Our ability to offer new and innovative products and services;

The growth and success of our partners, which is difficult to predict and is subject to factors outside of our control;
Our ability to attract new partners;

Our ability to recover the significant upfront costs in our partner relationships;

Our ability to estimate the size of our target market;

Our ability to maintain and enhance our reputation and brand recognition;

Consolidation in the healthcare industry;

€Competition which could limit our ability to maintain or expand market share within our industry;
Our ability to partner with providers due to exclusivity provisions in our contracts;

Uncertainty in the healthcare regulatory framework;

Restrictions and penalties as a result of privacy and data protection laws;

Adequate protection of our intellectual property;

Any alleged infringement, misappropriation or violation of third-party proprietary rights;

Our use of “open source” software;
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Our reliance on third parties;

Our ability to use, disclose, de-identify or license data and to integrate third-party technologies;

Data loss or corruption due to failures or errors in our systems and service disruptions at our data centers;
Breaches or failures of our security measures;

pur reliance on Internet infrastructure, bandwidth providers, data center providers, other third parties and our own
systems for providing services to our users;

Our dependency on our key personnel, and our ability to attract, hire, integrate and retain key personnel;
Risks related to future acquisition opportunities;

Our future indebtedness and our ability to obtain additional financing;

Our ability to achieve profitability in the future;

The requirements of being a public company;

The risk of potential future litigation;

Our finalization of the annual goodwill impairment test; and

Our ability to remediate the material weakness in our internal control over financial reporting.

The risks included here are not exhaustive. Although we believe the expectations reflected in the forward-looking
statements are reasonable, we cannot guarantee future results, level of activity, performance or achievements. Our

Final Prospectus, current reports
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on Form 8-K and other documents filed with the Securities and Exchange Commission include additional factors that
could affect our businesses and financial performance. Moreover, we operate in a rapidly changing and competitive
environment. New risk factors emerge from time to time, and it is not possible for management to predict all such risk
factors.

Further, it is not possible to assess the effect of all risk factors on our businesses or the extent to which any factor, or
combination of factors, may cause actual results to differ materially from those contained in any forward-looking
statements. Given these risks and uncertainties, investors should not place undue reliance on forward-looking
statements as a prediction of actual results. In addition, we disclaim any obligation to update any forward-looking
statements to reflect events or circumstances that occur after the date of this report.

INTRODUCTION
Background and Recent Events

The Company was originally organized as a corporation in August 2011 and was capitalized through contributions of
cash and intangible assets in exchange for preferred stock.

On September 23, 2013, Evolent Health, Inc. undertook a reorganization (the “Reorganization”) in which Evolent
Health Holdings, Inc. (“Evolent Health Holdings”’) was formed and Evolent Health, Inc. converted into Evolent Health
LLC, a limited liability company. Evolent Health Holdings did not control Evolent Health LLC after the
Reorganization, but was able to exert significant influence and, accordingly, accounted for its investment in Evolent
Health LLC using the equity method of accounting.

Evolent Health, Inc., the registrant, was incorporated as a Delaware corporation on December 12, 2014, for the
purpose of the Company’s initial public offering ("IPO"). Immediately prior to the completion of the IPO in June 2015,
we amended and restated our certificate of incorporation to, among other things, authorize two classes of common
stock, Class A common stock and Class B common stock. Pursuant to the Offering Reorganization, Evolent Health,
Inc. merged with Evolent Health Holdings and an affiliate of TPG. In accordance with the terms of the mergers, each
of the then-existing stockholders of Evolent Health Holdings, including UPMC, The Advisory Board, TPG, as well as
certain other entities, existing customers and employees, received a certain number of shares of our Class A common
stock in exchange for each share of common stock it held in Evolent Health Holdings, and TPG received a certain
number of shares of our Class A common stock in exchange for 100% of the equity that it held in its affiliate that was
merged with Evolent Health, Inc. In addition, pursuant to the Offering Reorganization we issued shares of our Class B
common stock to TPG and The Advisory Board, each of which was a member of Evolent Health LLC prior to the
Offering Reorganization. Shares of our Class B common stock vote together with shares of our Class A common stock
as a single class, except as otherwise required by law or pursuant to our amended and restated certificate of
incorporation or amended and restated bylaws. Each Class B common unit of Evolent Health LLC can be exchanged
(together with a corresponding number of shares of our Class B common stock) for one share of our Class A common
stock and is otherwise non-transferable pursuant to an exchange agreement.

Substantially all of our operations will continue to be conducted through Evolent Health LLC, and subsequent to the
Offering Reorganization the financial results of Evolent Health LLC will be consolidated in the financial statements of
Evolent Health, Inc. Evolent Health, Inc. is a holding company whose principal asset is all of the Class A common

units it holds in Evolent Health LL.C, and its only business is to act as sole managing member of Evolent Health LLC.

Business Overview
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We are a market leader and a pioneer in the new era of healthcare delivery and payment, in which leading providers
are taking on increasing clinical and financial responsibility for the populations they serve. Our purpose-built
platform, powered by our technology, proprietary processes and integrated services, enables providers to migrate their
economic orientation from fee-for-service reimbursement to value-based payment models. By partnering with
providers to accelerate their path to value-based care, we enable our provider partners to expand their market
opportunity, diversify their revenue streams, grow market share and improve the quality of the care they provide.

We consider value-based care to be the necessary convergence of healthcare payment and delivery. We believe the
pace of this convergence is accelerating, driven by price pressure in traditional FFS healthcare, a regulatory
environment that is incentivizing value-based care models, a rapid expansion of retail insurance driven by the
emergence of the health insurance exchanges and innovation in data and technology. We believe providers are
positioned to lead this transition to value-based care because of their control over large portions of healthcare delivery
costs, their primary position with consumers and their strong local brand.

We market and sell our services primarily to major providers throughout the United States. We typically work with
our partners in two phases. In the transformation phase, we initially work with our partners to develop a strategic plan
for their transition to a value-based care model which includes sizing the market opportunity for our partner and
creating a Blueprint for executing that opportunity. During the second portion of the transformation phase, which
typically lasts twelve to fifteen months, we generally work with our partner to implement the Blueprint by establishing
the resources necessary to launch its strategy and capitalize on the opportunity.

23

49



Edgar Filing: Evolent Health, Inc. - Form 10-Q

During the transformation phase, we seek to enter into long-term agreements which we call the platform and
operations phase and for which we deliver a wide range of services that support our partner in the execution of its new
strategy. Contracts in the platform and operations phase can range from three to ten years in length. In the platform
and operations phase we establish a local market presence and embed our resources alongside our partners. Revenue
from these long-term contracts is not guaranteed because certain of these contracts are terminable for convenience by
our partners after a notice period has passed, and certain partners would be required to pay us a termination fee in
certain circumstances.

As of September 30, 2015, we had entered into long-term contractual relationships with ten partners and a significant
portion of our revenue is concentrated with several partners. Our six largest partners, Indiana University Health,
Piedmont WellStar Health Plan, WakeMed Health and Hospitals, MedStar Health, Inc., Premier Health Partners and
Baptist Healthcare System, Inc. comprised 17.1%, 15.8%, 14.6%, 13.1%, 12.3%, and 10.5%, respectively, of our
revenue for the nine months ended September 30, 2015, or 83.4% in the aggregate. At times our contracts may be
amended to change the nature of the services and/or the time period over which they are provided. In April 2015, we
signed an amendment to our agreement with Piedmont WellStar Health Plan that reduced our expected revenue under
that contract. Revenue estimates are based on various assumptions, including those relating to the expected lives on
platform, and may vary depending on the performance of our partner’s health plan and other factors. At the time of the
amendment signed in April 2015, we expected the remaining total value for our contract with Piedmont WellStar to be
reduced by approximately one-half. In connection with the amendment signed in April 2015, the partner also sold its
2.2% ownership interest in us to certain of our existing investors, consisting of TPG, The Advisory Board and UPMC.
Subsequently, in September 2015, following Piedmont WellStar Health Plan's notification of its intent to discontinue
its Medicare Advantage and Employee plans for 2016, we signed an additional amendment with Piedmont WellStar
Health Plan that further reduced our expected revenue under that contract. Currently, we expect a reduction in revenue
for 2016 of approximately 50% relative to the revenue currently expected to be attributable to that contract in 2015,
with minimal revenue anticipated in subsequent years.

We have incurred significant operating losses since our inception, as we have invested heavily in resources to support
our growth. We intend to continue to invest aggressively in the success of our partners, expand our geographic
footprint and further develop our capabilities. We also expect to continue to incur operating losses for the foreseeable
future and may need to raise additional capital through equity and debt financings in order to fund our operations.
Additional funds may not be available on terms favorable to us or at all. If we are unable to achieve our revenue
growth objectives, we may not be able to achieve profitability. As of September 30, 2015, we believe we have
sufficient liquidity for the next twelve months.

We manage our operations and allocate resources as a single reportable segment. All of our revenue is recognized in
the United States and all of our long-lived assets are located in the United States.

For additional information see our Final Prospectus, specifically “Management’s discussion and analysis of financial
condition and results of operations.”

Critical Accounting Policies and Estimates

The MD&A included in our Final Prospectus contains a detailed discussion of our critical accounting policies and
estimates. The following information updates the “Critical Accounting Policies and Estimates” provided in our Final
Prospectus and, accordingly, should be read in conjunction with the “Critical Accounting Policies and Estimates”

discussed in our Final Prospectus.

Goodwill
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We recognize the excess of the purchase price, plus the fair value of any non-controlling interests in the acquiree, over
the fair value of identifiable net assets acquired as goodwill. Goodwill is not amortized, but is reviewed at least
annually for indications of impairment, with consideration given to financial performance and other relevant factors.
We perform a two-step test in our evaluation of the carrying value of goodwill, if qualitative factors determine it is
necessary to complete the two-step goodwill impairment test. In Step 1 of the evaluation, the fair value is determined
and compared to the carrying value. If the fair value is greater than the carrying value, then the carrying value is
deemed to be recoverable, and Step 2 is not required. If the fair value estimate is less than the carrying value, it is an
indicator that impairment may exist, and Step 2 is required. In Step 2, the implied fair value of goodwill is determined.
The fair value as determined in Step 1 is assigned to all of its net assets (recognized and unrecognized) as if the entity
was acquired in a business combination as of the date of the impairment test. If the implied fair value of goodwill is
lower than its carrying amount, goodwill is impaired and written down to its fair value; and a charge is reported in
impairment of goodwill on our Condensed Consolidated Statements of Operations.

On October 31, 2015, we will perform our annual impairment test. We will first evaluate qualitative factors including,
but not limited to (i) macroeconomic conditions, (ii) industry and market considerations, (iii) our overall financial
performance including an analysis of our current and projected cash flows, revenue and earnings, (iv) a sustained
decrease in share price and (v) other relevant entity-specific events including changes in strategy, customers, or
litigation. As a result of the Offering Reorganization, we revalued our consolidated balance sheet to the market value
of our IPO share price of $17.00. Subsequent to September 30, 2015, our share price has declined below the IPO
price. If this trend continues, under Step 1, we may determine it is more likely than not that the fair value

24

51



Edgar Filing: Evolent Health, Inc. - Form 10-Q

of our goodwill is less than the carrying amount and Step 2 would be required. If we perform Step 2 and the results
confirm those of Step 1, we may be required to write down a portion of our $608.9 million of goodwill as of
September 30, 2015, on our Condensed Consolidated Balance Sheet and report a charge in impairment of goodwill on
our Condensed Consolidated Statements of Operations for the relevant periods. Any impairment charges that we may
record in the future could be material to our results of operations and financial condition.

Intangible Assets, Net

On June 4, 2015, the Company completed the Offering Reorganization which required us to remeasure the assets,
liabilities and non-controlling interests of our equity-method investee, Evolent Health LLC, at fair value. Information
regarding the determination and allocation of the fair value of the assets and liabilities are further described within
Note 4 to our Notes to Condensed Consolidated Financial Statements in Part I - Item 1.

Intangible assets are reviewed for impairment if circumstances indicate the Company may not be able to recover the
asset’s carrying value. The Company evaluates recoverability by determining whether the undiscounted cash flows
expected to result from the use and eventual disposition of that asset or group exceed the carrying value at the
evaluation date. If the undiscounted cash flows are not sufficient to cover the carrying value, the Company measures
an impairment loss as the excess of the carrying amount of the long-lived asset or group over its fair value.

RESULTS OF OPERATIONS

Evolent Health, Inc. is a holding company and its principal asset is all of the Class A common units in its operating
subsidiary, Evolent Health LLC, which has owned all of our operating assets and substantially all of our business
since inception. Prior to the Offering Reorganization on June 4, 2015, the predecessor of Evolent Health, Inc.
accounted for Evolent Health LLC as an equity method investment. The financial results of Evolent Health LLC have
been consolidated in the financial statements of Evolent Health, Inc. following the Offering Reorganization. As a
result, the financial statements of Evolent Health, Inc. for the nine months ended September 30, 2015 and for three
and nine months ended September 30, 2014, do not reflect a complete view of the operational results for those
periods.

Evolent Health, Inc. Results

Evolent Health, Inc.'s results for the three months ended September 30, 2015, reflect a complete view of the
operational results for the full period as the results of operations of Evolent Health LLC have been included for the
full period. Results for the nine months ended September 30, 2015, reflect the consolidated results of Evolent Health
LLC from the time of the Offering Reorganization, or June 4, 2015, through the end of the period, or September 30,
2015. Revenue for the three and nine months ended September 30, 2015, was $40.4 million and $50.8 million,
respectively, as compared to zero in the same period in the prior year. Operating expenses for the three and nine
months ended September 30, 2015, were $57.7 million and $79.6 million, respectively, and increased over the prior
year periods as a result of the consolidation of Evolent Health LLC. See below for further discussion of the adjusted
operating results.

Interest income (expense), net

As a result of the Offering Reorganization, the cash and cash equivalents and investments of Evolent Health LLC are
now consolidated and reflected on our condensed consolidated balance sheet. Interest income consists of interest from
investing cash in money market funds and interest from our long-term investments. We expect our average investment

balance to increase compared to prior periods and correspondingly expect interest income to grow in future periods.

Gain on consolidation
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As part of the Offering Reorganization and as a result of gaining control of Evolent Health LLC, we recognized a gain
of $414.1 million for the nine months ended September 30, 2015. We accounted for obtaining control of Evolent
Health LLC as a step acquisition and, accordingly, recognized the fair value of Evolent Health LLC’s assets and
liabilities as of the effective date of the Offering Reorganization, including goodwill of $608.9 million and intangible
assets of $169.0 million (consisting of $19.0 million, $120.0 million and $30.0 million for the corporate trade name,
existing customer relationships and existing technology, respectively). The gain was recorded in the second quarter of
2015 and, therefore, is not included in the results for the three months ended September 30, 2015.
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Income (loss) from affiliate

Evolent Health, Inc.’s proportionate share of the losses of Evolent Health LLC for the nine months ended

September 30, 2015, was $28.2 million which included $0.8 million related to the amortization of a basis differential.
Evolent Health, Inc.’s proportionate share of the losses of Evolent Health LLC for the three and nine months ended
September 31, 2014, was $3.2 million and $14.5 million, respectively, which included $0.5 million and $1.5 million,
respectively, related to the amortization of a basis differential.

As a result of the Offering Reorganization, the financial results of Evolent Health LLC are now consolidated and
reflected in our financial results, so we did not recognize income (loss) from the Evolent Health LLC affiliate in the
three month period ended September 30, 2015.

Provision (benefit) for income taxes

The Company recorded $0.1 million in income tax benefit and $29.2 million in income tax provision for the three and
nine months ended September 30, 2015, respectively, compared to no tax expense or benefit in 2014. The change in
the provision was due primarily to recording the tax liability related to the increased difference in the book and tax
basis in our partnership interest in Evolent Health LLC pursuant to the Offering Reorganization, which resulted in a
step-up in our book basis without a corresponding increase in the tax basis. Currently, $6.2 million of our book and
tax basis difference deferred tax liability is expected to reverse outside of our NOL carryforward period. Future tax
losses generated by the Company will allow this deferred tax liability to become a source of income for the realization
of our deferred tax assets, while the Company still maintains its valuation allowance. Therefore, the Company may
record tax benefits in future periods.

During the three and nine months ended September 30, 2015, management examined all sources of taxable income
that may be available for the realization of its net deferred tax assets. Given the Company’s cumulative loss position,
management concluded that there are no current sources of taxable income and are currently reflecting a full valuation
allowance in our financial statements.

Net income (loss) attributable to non-controlling interests

As a result of the Offering Reorganization and subsequent to June 4, 2015, we now consolidate the results of Evolent
Health LL.C as we have 100% of the voting rights of the entity; however, we own 70.3% of the economic rights and
eliminate the non-controlling interest from our results of operations. The $5.1 million and $8.5 million net loss
attributable to non-controlling interest represents 29.7% of the operating losses for the three and nine months ended
September 30, 2015, respectively.

Evolent Health, Inc. Adjusted Results

In order to provide a consistent presentation for the periods before and after June 4, 2015, and effectively provide
comparative results, the adjusted results of Evolent Health, Inc. presented and discussed below reflect the Offering
Reorganization as if it had occurred on the first day of the relevant period and, therefore, include the operations of
Evolent Health LLC for the period from January 1, 2014, through June 4, 2015. Including Evolent Health LLC’s
results for this period is not consistent with U.S. generally accepted accounting principles (“GAAP”) and should not be
considered as an alternative to comparable GAAP measures. The details in the tabular presentation below reflect our
income statement as adjusted to reflect results from operation for the three and nine month periods as if the
Reorganization had occurred at the beginning of the respective periods. The presentation also reflects other
adjustments described in “Non-GAAP Financial Measures.”
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For the Three Months Ended September 30,

2015
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Add:
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Transformation$ 6,783
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operations
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and
amortization
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separately
below)

Selling, general
and
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expenses
Depreciation
and
amortization
expenses
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expenses
Operating
income

(loss)

24,762

29,834

3,056

57,652

Transformation
revenue

as a % of total
revenue
Platform and
operations as

a % of total
revenue

Cost of
revenue as a %
of total revenue

$783
2,087
2,870

$(17,246) $2,870

Less:
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$— $—
384 —
3,998 264
4,382 264
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43,276 —29,896 — 29,896 13,380 448 %
24,378 —19,326 27 19,299 5,079 26.3 %
25,572 —15,977 298 15,679 9,893 63.1 %
3,056 —698 — 698 2,358 N/A
53,006 —36,001 325 35,676 17,330 48.6 %
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56.3
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%
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Selling, general
and
administrative
expenses

as a % of total
revenue

591 % 524 %

(1) Represents adjustments to remove the results of purchase accounting as described in Note 4 to the condensed
consolidated financial statements included in "Part I - Item 1"
(2) Represents the operational results of Evolent Health LLC for the period July 1, 2014, through September 30, 2014
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For the Nine Months Ended September 30, 2015
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37.5

62.5

69.9

%

%

%
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Selling, general
and
administrative
expenses

as a % of total
revenue

57.6 %o 62.4

(1) Represents the operational results of Evolent Health LLC for the period January 1, 2015, through June 3, 2015,
prior to consolidation

«2) Represents adjustments to remove the results of purchase accounting as described in Note 4 to the condensed
consolidated financial statements included in "Part I - Item 1"

3 Represents the operational results of Evolent Health LLC for the period January 1, 2014, through September 30,
2014
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Revenue

We derive our revenue from two sources: transformation and platform and operations services. We collect a fixed fee
from our partners during the transformation phase and revenue is recognized based upon proportionate performance
over the life of the engagement. Transformation revenue can fluctuate based on both the timing of when contracts are
executed with partners, the scope of the delivery and the timing of work being performed. During the platform and
operations phase, our revenue structure shifts to a primarily variable fee structure which typically includes a monthly
payment that is calculated based on a specified rate or per member per month fee ("PMPM") multiplied by the number
of members that our partners are managing under a value-based care arrangement. The platform and operations
agreements often include contingent fees such as service level agreements, shared medical savings arrangements and
other performance measures which are recognized when the amount is estimable and there is evidence to support
meeting the criteria. In some cases, we recognize revenue when the cash is received as we have limited data to support
our estimate. Our platform and operations revenue may vary based on the nature of the population, the timing of new
populations transitioning to our platform and the type of services being utilized by our partners. After a specified
period, certain of our platform and operations contracts are terminable for convenience by our partners after a notice
period has passed and the partner has paid a termination fee. We also have arrangements with multiple deliverables
(including both transformation and platform and operations components) and we evaluate the deliverables to
determine whether they represent a separate unit of accounting. Revenue is then allocated to the units of accounting
based on each unit’s relative selling price.

Adjusted Revenue increased by $13.4 million or 44.8%, to $43.3 million for the three months ended September 30,
2015, and increased by $42.6 million or 57.5%, to $116.8 million for the nine months ended September 30, 2015, as
compared to the prior year periods.

Adjusted Transformation Revenue accounted for 17.5% and 22.6%, respectively, of our total Adjusted Revenue for
the three and nine months ended September 30, 2015, and 39.8% and 37.5%, respectively, of our total Adjusted
Revenue for the three and nine months ended September 30, 2014. Adjusted Transformation Revenue decreased $4.3
million for the three months ended September 30, 2015, and $1.4 million for the nine months ended September 30,
2015, as compared to the prior year periods due primarily to the timing of work being performed on existing contracts
and timing of contracts executed with new partners. Over time, we expect Adjusted Transformation Revenue to
decrease as a percentage of total Adjusted Revenue due primarily to the higher growth we are experiencing in our
platform and operations revenues.

Adjusted Platform and Operations Revenue increased by $17.7 million or 98.3% for the three months ended
September 30, 2015, as compared to the same period in 2014 and $44.1 million, or 95.1%, for the nine months ended
September 30, 2015 as compared to the same period in 2014. These increases were driven primarily by enrollment
growth of 146.3% from 291,363 lives on our platform as of September 30, 2014, to 717,587 lives on our platform as
of September 30, 2015. In addition, $2.1 million of the $17.7 million increase in the current year was associated with
shared savings payments that were received and recognized in the third quarter. Offsetting the growth in volume and
shared savings payments, we experienced a decline in our average per-member per month ("PMPM") fee from $20.81
to $18.15, or 12.83%, from the quarter ended September 30, 2014, to the quarter ended September 30, 2015. The
decrease in PMPM was due primarily to a shift in population mix towards a greater proportion of lives under payer
value agreements and is a trend we expect to continue. We ended the quarter with nine partners in the platform and
operations phase as compared to five as of September 30, 2014, and ten partners under long-term agreements as of
September 30, 2015.

As of or For the Quarter Ended
September 30, September 30,
2015 2014 Change
Lives on platform (1) 717,587 291,363 146.3 %
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Average PMPM @ $18.15 $20.81 (12.8 )%

(1) Member lives reflect members as of the end of the respective period.
Quarterly average PMPM is calculated by dividing Adjusted Platform and Operations Revenue in the respective
(@) period by the average of (i) the number of members at the beginning of the period and (ii) the number of members
at the end of the period then dividing the result by the number of months in the period.

Cost of revenue (exclusive of depreciation and amortization)

Our cost of revenue includes direct expenses and shared resources that perform services in direct support of clients.
Costs consist primarily of employee related expenses (including salaries, benefits and stock-based compensation),
third-party administration ("TPA") support and other services provided by one of our investors, UPMC, as well as
other professional fees.

Adjusted Cost of Revenue increased $5.1 million to $24.4 million, or 56.3% of Adjusted Cost of Revenue, for the
three months ended September 30, 2015, as compared to $19.3 million, or 64.6% of Adjusted Revenue, for the three
months ended September 30, 2014, and also increased for the nine month comparable periods. For the three month
period, approximately $1.9 million of the increase in
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Adjusted Cost of Revenue is due primarily to additional personnel costs (excluding stock based compensation) related
to growth in our Adjusted Revenue and delivery of our services. The remaining increase was attributable primarily to
a $2.9 million increase in TPA services due to additional members on our platform, $0.2 million in professional fees
and $0.1 million in travel expenses. The comparison for the nine month period ended September 30, 2015, to
September 30, 2014, indicated similar trends with $10.8 million attributable to personnel costs (excluding stock based
compensation), $8.4 million attributable to TPA services, $3.3 million in professional fees and $0.5 million in travel
incurred related to client work. While our Adjusted Cost of Revenue is expected to increase as our business grows, we
expect that over time the costs will decrease as a percentage of our total Adjusted Revenue.

Selling, general and administrative expenses

Our selling, general and administrative expenses consists primarily of employee-related expenses (including salaries,
benefits and stock-based compensation) for selling and marketing, corporate development, finance, legal, human
resources, corporate information technology, professional fees and other corporate expenses associated with these
functional areas. Selling, general and administrative expenses also include costs associated with our centralized
infrastructure and research and development activities to support our network development capabilities, PBM
administration, technology infrastructure, clinical program development and data analytics.

Adjusted Selling, General and Administrative expenses (excluding stock based compensation expenses and
transaction costs) increased $9.9 million, or 63.1%, to $25.6 million for the three months ended September 30, 2015,
as compared to $15.7 million for the three months ended September 30, 2014. Approximately $7.2 million of the
increase was due to additional personnel costs (excluding stock-based compensation) including investments in
business development, research and development and overhead departments. The remaining increase was due to $0.8
million in professional fees, $0.4 million in technology service, $0.4 million in travel and entertainment, $0.4 million
in recruiting fees and $0.7 million in other costs associated with our growth. The $20.9 million increase in Adjusted
Selling, General and Administrative expenses for the nine months ended September 30, 2015, as compared to the nine
months ended September 30, 2014, was due to similar trends. Approximately $16.1 million of the increase was due to
additional personnel costs (excluding stock-based compensation), $1.9 million due to increases in professional fees,
$1.1 million in technology services, $1.0 million in travel and entertainment and $0.8 million in other expenses. We
expect our selling, general and administrative expenses to continue to increase for the foreseeable future as we
transition to a public company and continue to grow. While our selling, general and administrative expenses are
expected to grow as our business grows, we expect them to decrease as a percentage of our total revenue over the long
term.

Depreciation and amortization expense

Depreciation and amortization expenses consist of the amortization of intangible assets associated with the step up in
fair value of Evolent Health LLC’s assets and liabilities for the Offering Reorganization, including amortization for the
intangible assets of $169.0 million, amortization of internally developed software and depreciation of property and
equipment.

Adjusted Depreciation and Amortization Expenses increased $2.4 million to $3.1 million for the three months ended
September 30, 2015, as compared to $0.7 million for the three months ended September 30, 2014. The increase was
due primarily to the amortization of the intangible assets of $2.5 million recorded as a result of the Offering
Reorganization on June 4, 2015. The increase of $4.7 million for the nine month period was attributable primarily to
$3.3 million in amortization of intangibles recorded as a result of the Offering Reorganization. We expect depreciation
expense to increase in future periods as we continue to capitalize internal-use software.

Stock-based compensation expense
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Stock-based compensation expense includes the value of equity awards granted to employees. Stock-based
compensation expense increased $4.1 million to $4.4 million for the three months ended September 30, 2015, as
compared to $0.3 million for the three months ended September 30, 2014. The increase was due primarily to minimal
expense recorded in the prior year as all equity awards were subject to mark-to-market accounting combined with a
reduction in our share price during the three months ended September 30, 2014. Stock-based compensation expense
increased $27.6 million to $32.3 million for the nine months ended September 30, 2015, as compared to $4.7 million
for the nine months ended September 30, 2014. The increase was due primarily to mark-to-market accounting
combined with higher share price growth period-over-period, resulting in an increase in stock-based compensation.
Additionally, our unvested restricted shares vested immediately after the Offering Reorganization and prior to the IPO
accelerating $4.9 million in additional expense into the nine months ended September 30, 2015.

Transaction expenses

Transaction costs relate to the Offering Reorganization and the IPO and consist primarily of legal and advisory fees.
These costs were specifically related to these events and we expect these expenses to decline in subsequent periods.
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Purchase accounting adjustments

As part of the Offering Reorganization and as a result of gaining control of Evolent Health LLC, we accounted for
obtaining control of Evolent Health LL.C as a step acquisition and, accordingly, recognized the fair value of Evolent
Health LLC’s assets and liabilities as of the effective date of the Offering Reorganization, including goodwill of $608.9
million and intangible assets of $169.0 million as noted above. We also recorded the fair value of deferred revenue
resulting in a $5.0 million reduction to the book value. The adjustments in the table above reflect the portion of the
adjustment that would have been recognized as revenue in the period from the Offering Reorganization through the
end of the period.

REVIEW OF CONSOLIDATED FINANCIAL CONDITION
Liquidity and Capital Resources

Since its inception, the Company has incurred net operating losses and cash outflows from operations. The Company
incurred net losses of $17.2 million and $56.9 million (excluding the gain on consolidation, tax provision and net loss
attributable to non-controlling interest) for the three and nine months ended September 30, 2015, respectively, and net
losses of $3.2 million and $14.5 million for the three and nine months ended September 30, 2014, respectively. Net
cash used in operating activities was $12.2 million and zero for the nine months ended September 30, 2015 and 2014,
respectively. As of September 30, 2015, the Company had $208.2 million of cash and cash equivalents.

We believe our current cash, short-term investments and other sources of liquidity will be sufficient to meet our
working capital and capital expenditure requirements for the next 12 months. Our future capital requirements will
depend on many factors, including our rate of revenue growth, the expansion of our sales and marketing activities and
the timing and extent of our spending to support our investment efforts and expansion into other markets. We may
also seek to invest in, or acquire complementary businesses, applications or technologies.

Cash, Cash Equivalents and Restricted Cash

As of September 30, 2015, the Company had $208.2 million of cash and cash equivalents and $3.8 million in
restricted cash.

Cash Flows

Operating Activities

Cash flows used by operating activities of $12.2 million for the nine months ended September 30, 2015, were due
primarily to the timing of vendor payments, including the timing of pass-through payments related to pharmacy
benefit management programs, as well as [PO-related cash outflows; partially offset by favorable receivables activity
during the period.

Investing Activities

Cash flows provided by investing activities of $11.1 million for the nine months ended September 30, 2015, were
primarily from cash acquired upon the consolidation of Evolent Health LLC of $13.1 million. Additionally,
investment maturities outweighed our reinvestments providing an additional $2.0 million in net cash flows during the

period, offset by $4.0 million in net cash outflows for purchases of property and equipment.

Financing Activities
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Cash flows provided by financing activities of $209.1 million for the nine months ended September 30, 2015, were

primarily from proceeds received from our initial public offering.

We did not have cash flows from operating, investing or financing activities for the nine months ended September 30,

2014.

Contractual Obligations

Our contractual obligations (in thousands) as of September 30, 2015, were as follows:

Less

Than

1 Year
Operating leases for facilities $3,233
Purchase obligations 1,045
Total $4,278

31

1to3
Years
$6,712
1,010
$7,722

3to5S
Years
$7,051

$7,051

More
Than
5 Years
$908

$908

Total
$17,904
2,055
$19,959
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Letters of Credit

Restricted cash of $3.8 million is carried at cost and includes $3.7 million in collateral for letters of credit required as
security deposits for facility leases and other restricted balances as of September 30, 2015.

Uses of Capital

Our principal uses of cash are in the operation and expansion of our business and the pursuit of strategic acquisitions.
The Company does not have any outstanding debt and does not anticipate paying a cash dividend on our Class A
common stock in the foreseeable future.

NON-GAAP FINANCIAL MEASURES

In addition to disclosing financial results that are determined in accordance with GAAP, we present and discuss
Adjusted Revenue, Adjusted Transformation Revenue, Adjusted Platform and Operations Revenue, Adjusted Cost of
Revenue, Adjusted Selling, General and Administrative Expenses, Adjusted Depreciation and Amortization and
Adjusted Operating Income (Loss), which are all non-GAAP financial measures, as a supplemental measure to help
investors evaluate our fundamental operational performance. In addition to the adjustments described below, each of
the following adjusted measures are also adjusted to reflect the Offering Reorganization as if it had occurred on the
first day of the relevant period as described above and are adjusted to exclude the impact of purchase accounting
adjustments, stock-based compensation expenses and transaction expenses related to the Offering Reorganization and
IPO.

These adjusted measures do not represent and should not be considered as alternatives to GAAP measurements, and
our calculations thereof may not be comparable to similarly entitled measures reported by other companies. A
reconciliation of these adjusted measures to the comparable GAAP financial measures is presented in the tables above.
We believe these measures are useful across time in evaluating our fundamental core operating performance.
Management also uses certain of these measures to manage our business, including in preparing its annual operating
budget, financial projections and compensation plans. We believe that certain of these measures are also useful to
investors because similar measures are frequently used by securities analysts, investors and other interested parties in
their evaluation of companies in similar industries.

OTHER MATTERS
Off-balance Sheet Arrangements

Through September 30, 2015, the Company had not entered into any off-balance sheet arrangements, other than the
operating leases noted above, or had any holdings in variable interest entities.

Related Party Transactions

In the ordinary course of business, we enter into transactions with related parties, including our customers and our
existing investors, TPG, UPMC and The Advisory Board. Information regarding transactions and amounts with
related parties is discussed in Note 14 to the condensed consolidated financial statements included in "Part I - Item 1."

Other Factors Affecting Our Business

In general, our business is subject to a changing social, economic, legal, legislative and regulatory environment.
Although the eventual effect on us of the changing environment in which we operate remains uncertain, these factors
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and others could have a material effect on our results of operations, liquidity and capital resources. Factors that could
cause actual results to differ materially from those set forth in this section are described in "Risk factors” in our Final
Prospectus and “Forward-Looking Statements — Cautionary Language” above.

Recent Accounting Pronouncements

See Note 2 to our Notes to Condensed Consolidated Financial Statements in "Part I - Item 1" for a discussion of recent
accounting pronouncements that have been implemented during the periods presented or that have been issued and are
to be implemented in the future.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to market risks in the ordinary course of our business. Market risk represents the risk of loss that may
impact our financial position due to adverse changes in financial market prices and rates.
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Interest Rate Risk

As of September 30, 2015, cash and cash equivalents and restricted cash was $212.0 million, which consisted of bank
deposits with FDIC participating banks of $17.5 million, cash equivalents deposited in a money-market fund of
$194.5 million. Additionally, as of September 30, 2015, we held $24.1 million in investments. The cash on deposit
with banks is not susceptible to interest rate risk. Our investments are classified as held-to-maturity and therefore are
not subject to interest rate risk.

As of September 30, 2015, the Company did not have any indebtedness. We do not enter into investments for trading
or speculative purposes and have not used any derivative financial instruments to manage our interest rate risk
exposure.

Inflation Risk

We do not believe that inflation has had a material effect on our business, financial condition or results of operations.
If our costs were to become subject to significant inflationary pressures, we may not be able to fully offset such higher
costs through price increases. Our inability or failure to do so could harm our business, financial condition and results
of operations.

Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our principal executive officer and principal financial officer, has evaluated
the effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the
Securities Exchange Act of 1934, as amended (the “Exchange Act”)), as of the end of the period covered by this
Quarterly Report on Form 10-Q. Based on such evaluation, and in light of the material weakness in the design and
operation of our internal control over financial reporting relating to our financial statement close process as disclosed
in our final prospectus filed with the Securities and Exchange Commission on June 5, 2015, our principal executive
officer and principal financial officer have concluded that, as of September 30, 2015, our disclosure controls and
procedures were not effective. The company has begun taking steps to address the underlying causes of the material
weakness as described further in “-Remediation Efforts to Address Material Weakness in Internal Control over
Financial Reporting.” As a result of the remediation taken to date, and the implementation of certain other substantive
and analytical review procedures as of and for the three and nine months ended September 30, 2015, we believe that
the condensed consolidated financial statements included in this Quarterly Report on Form 10-Q fairly present, in all
material respects, our financial position, results of operations and cash flows for the periods presented.

Remediation Efforts to Address Material Weakness in Internal Control over Financial Reporting

The material weakness that we identified resulted from an insufficient complement of resources with an appropriate
level of accounting knowledge, experience and training to address accounting for complex, non-routine transactions.
We are currently in the process of remediating the material weakness and have taken and continue to take steps that
we believe will address the underlying causes of the material weakness, primarily by hiring additional accounting and
finance personnel with technical accounting and financial reporting experience, enhancing our training programs
within our accounting and finance department, and enhancing our internal review procedures during the financial
statement close process. During the preparation of this quarterly report, our management has implemented certain
additional substantive and analytical review procedures to ensure that information required to be disclosed by us in
this report is recorded, processed, summarized and reported, within the time periods specified in the Commission’s
rules and forms.
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Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting, other than those disclosed under “- Remediation
Efforts to Address Material Weakness in Internal Control over Financial Reporting,” during our most recent fiscal
quarter that have materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting.

Inherent Limitations of Internal Controls

Our management, including our Principal Executive Officer and Principal Financial Offer, does not expect that our
disclosure controls and procedures or our internal controls will prevent all error and all fraud. A control system, no
matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of
the control system are met. Because of the inherent limitations in all control systems, no evaluation of controls can
provide absolute assurance that all control issues and instances of fraud, if any, within the Company have been
detected. These inherent limitations include the realities that judgments in decision-making can be faulty, and that
breakdowns can occur because of a simple error or mistake. Additionally, controls can be circumvented by the
individual acts of some persons, by collusion of two or more people, or by management override of the control. The
design of any system of controls also is based in part upon certain assumptions about the likelihood of future events,
and there can be no assurance that any design will succeed in achieving its stated goals under all potential future
conditions. Over time, controls may
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become inadequate because of changes in conditions, or the degree of compliance with the policies or procedures may
deteriorate. Because of the inherent limitations in a cost-effective control system, misstatements due to error or fraud
may occur and not be detected.
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PART II - OTHER INFORMATION

Item 1. Legal Proceedings

Information regarding reportable legal proceedings is contained in Note 8 in “Part I — Item 1.”
Item 1A. Risk Factors

For more detailed information on the risks and uncertainties associated with the Company’s business activities, see the
risks described in “Risk factors” in our final prospectus filed with the SEC on June 5, 2015.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
Not applicable.

Item 3. Defaults Upon Senior Securities

Not applicable.

Item 4. Mine Safety Disclosures

Not applicable.

Item 5. Other Information

Not applicable.

Item 6. Exhibits

The exhibits included in this report are listed in the Exhibit Index beginning on page E-1, which is incorporated herein
by reference.
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Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

By: /s/ Nicholas McGrane

Name: Nicholas McGrane

Title: Chief Financial Officer

By: /s/ Lydia Stone

Name: Lydia Stone

Title: Principal Accounting Officer and Controller

Dated: November 6, 2015
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EVOLENT HEALTH, INC.
Exhibit Index for the Report on Form 10-Q
For the Quarter Ended September 30, 2015

3.1

3.2

4.1

10.1

10.2

10.3

10.4

10.5

10.6

10.7

Amended and Restated Certificate of Incorporation of Evolent Health, Inc., filed as Exhibit 3.1 to the
Report

on Form 8-K filed with the SEC on June 4, 2015, and incorporated herin by reference

Amended and Restated By-laws of Evolent Health, Inc., filed as Exhibit 3.2 to the Report on Form 8-K
filed with

the SEC on June 4, 2015, and incorporated herein by reference

Registration Rights Agreement, dated June 4, 205, by and among Evolent Health, Inc., TPG Growth II
BDH,

L.P., TPG Eagle Holdings, L.P., UPMC, The Advisory Board Company and Ptolemy Capital, LLC,
filed as

Exhibit 4.1 to the Report on Form 8-K filed with the SEC on June 4, 2015, and incorporated herein by
reference

First Amendment to the Amended and Restated Services, Reseller and Non-Competition Agreement by
and

between The Advisory Board Company and Evolent Health LL.C, dated as of May 1, 2015 filed as
Exhibit 10.16

to the Registration Statement on Form S-1 filed with the SEC on May 4, 2015 and incorporated herein
by

reference

Stockholders Agreement, dated June 4, 2015, by and among Evolent Health, Inc., Evolent Health LLC,
TPG

Growth II BDH.L.P., TPG Eagle Holdings, L.P., UPMC and the Advisory Board Company, filed as
Exhibit

10.1 to the Report on Form 8-K filed with the SEC on June 4, 2015, and incorporated herein by
reference

Exchange Agreement, dated June 4, 2015, by and among Evolent Health, Inc., Evolent Health LLC,
TPG Eagle

Holdings, L.P., The Advisory Board Company and Ptolemy Capital, LLC, filed as Exhibit 10.2 to the
Report on

Form 8-K filed with the SEC on June 4, 2015, and incorporated herein by reference

Third Amended and Restated Operating Agreement of Evolent Health LLC, dated June 4, 2015, filed as
Exhibit

10.3 to the Report on Form 8-K filed with the SEC on June 4, 2015, and incorporated herein by
reference

Tax Receivables Agreement, dated June 4, 2015, by and among Evolent Health, Inc. and certain
stockholders of

Evolent Health, Inc., filed as Exhibit 10.4 to the Report on Form 8-K filed with the SEC on June 4,
2015, and

incorporated herein by reference

Form of Executive Officer Option Award Agreement under the Evolent Health, Inc. 2015 Omnibus
Incentive

Compensation Plan, filed as Exhibit 10.5 to the Report on Form 8-K filed with the SEC on June 4,
2015, and

incorporated herein by reference

Form of Executive Officer Restricted Stock Unit Award Agreement under the Evolent Health, Inc. 2015
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Omnibus Incentive Compensation Plan, filed as Exhibit 10.6 to the Report on Form 8-K filed with the
SEC on

June 4, 2015, and incorporated herein by reference

Form of Non-Employee Director Restricted Stock Unit Award Agreement under the Evolent Health,
Inc., 2015

Omnibus Incentive Compensation Plan, filed as Exhibit 10.7 to the Report on Form 8-K filed with the
SEC on

June 4, 2015, and incorporated herein by reference

Form of Non-Qualified Stock Option Agreement under the Evolent Health, Inc. 2011 Equity Incentive
Plan,

filed as Exhibit 10.8 to the Report on Form 8-K filed with the SEC on June 4, 2015, and incorporated
herein by reference

Certification of the Chief Executive Officer pursuant to section 302 of the Sarbanes-Oxley Act of 2002
Certification of the Chief Financial Officer pursuant to section 302 of the Sarbanes-Oxley Act of 2002
Certification of the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906

of the Sarbanes-Oxley Act of 2002

Certification of the Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906

of the Sarbanes-Oxley Act of 2002

XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation Linkbase Document

XBRL Taxonomy Extension Label Linkbase Document

XBRL Taxonomy Extension Presentation Linkbase Document

XBRL Taxonomy Extension Definition Linkbase Document

* The Company's request for confidential treatment with respect to certain portions of this exhibit has been accepted.
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