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Registrant’s telephone number, including area code: (949) 851-1473

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  ☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer ☐ Accelerated filer ☑

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

Emerging growth company ☐
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. ☐

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

The number of shares outstanding of the registrant's Common Stock, $0.0001 par value per share, as of July 31, 2018,
was 18,880,687.
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Part I - Financial Information

Item 1 - Financial Statements

CORVEL CORPORATION

CONSOLIDATED BALANCE SHEETS

June 30, 2018
March 31,
2018

(Unaudited)
Assets
Current Assets
Cash and cash equivalents (Note 1) $73,340,000 $55,771,000
Customer deposits 35,695,000 35,496,000
Accounts receivable, net 66,124,000 64,940,000
Prepaid taxes and expenses 7,997,000 7,110,000
Total current assets 183,156,000 163,317,000
Property and equipment, net 66,849,000 69,356,000
Goodwill 36,814,000 36,814,000
Other intangibles, net (Note 7) 3,306,000 3,415,000
Other assets 1,085,000 1,102,000
TOTAL ASSETS $291,210,000 $274,004,000
Liabilities and Stockholders' Equity
Current Liabilities
Accounts and taxes payable $15,991,000 $13,453,000
Accrued liabilities 88,810,000 84,536,000
Total current liabilities 104,801,000 97,989,000
Deferred income taxes 4,544,000 4,839,000
Total liabilities 109,345,000 102,828,000
Commitments and contingencies (Notes 8 and 9)
Stockholders' Equity
Common stock, $.0001 par value: 120,000,000 shares authorized at June 30, 2018
and

   March 31, 2018; 53,839,539 shares issued (18,891,907 shares outstanding, net of

   Treasury shares) and 53,793,986 shares issued (18,912,907 shares outstanding, net
of

   Treasury shares) at June 30, 2018 and March 31, 2018, respectively 3,000 3,000
Paid-in capital 146,102,000 143,705,000
Treasury Stock (34,947,632 shares at June 30, 2018 and 34,881,079 shares at

   March 31, 2018) (434,475,000) (430,989,000)
Retained earnings 470,235,000 458,457,000
Total stockholders' equity 181,865,000 171,176,000
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $291,210,000 $274,004,000
See accompanying notes to unaudited consolidated financial statements.
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CORVEL CORPORATION

CONSOLIDATED INCOME STATEMENTS – UNAUDITED

Three Months Ended June 30,
2018 2017

REVENUES $150,398,000 $137,612,000
Cost of revenues 119,045,000 108,829,000
Gross profit 31,353,000 28,783,000
General and administrative expenses 15,937,000 14,629,000
Income before income tax provision 15,416,000 14,154,000
Income tax provision 3,638,000 5,379,000
NET INCOME $11,778,000 $8,775,000
Net income per common and common equivalent share
Basic $0.62 $0.47
Diluted $0.62 $0.46
Weighted average common and common equivalent shares
Basic 18,922,000 18,811,000
Diluted 19,102,000 19,000,000

See accompanying notes to unaudited consolidated financial statements.
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CORVEL CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS – UNAUDITED

Three Months Ended
June 30,
2018 2017

Cash Flows from Operating Activities
NET INCOME $11,778,000 $8,775,000
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 5,633,000 5,303,000
(Gain) loss on write down or disposal of property, capitalized software or investment (49,000 ) 288,000
Stock compensation expense 1,179,000 922,000
Provision for doubtful accounts 1,313,000 276,000
Deferred income tax (294,000 ) (328,000 )
Changes in operating assets and liabilities
Accounts receivable (2,497,000 ) (203,000 )
Customer deposits (199,000 ) 741,000
Prepaid taxes and expenses (887,000 ) 38,000
Other assets 16,000 178,000
Accounts and taxes payable 2,538,000 4,096,000
Accrued liabilities 4,274,000 1,293,000
Net cash provided by operating activities 22,805,000 21,379,000
Cash Flows from Investing Activities
Purchase of property and equipment (2,969,000 ) (5,299,000 )
Net cash (used in) investing activities (2,969,000 ) (5,299,000 )
Cash Flows from Financing Activities
Purchase of treasury stock (3,486,000 ) (11,187,000)
Tax effect of stock option exercises — 768,000
Exercise of common stock options 1,219,000 737,000
Net cash (used in) financing activities (2,267,000 ) (9,682,000 )
Increase in cash and cash equivalents 17,569,000 6,398,000
Cash and cash equivalents at beginning of period 55,771,000 28,611,000
Cash and cash equivalents at end of period $73,340,000 $35,009,000
Supplemental Cash Flow Information:
Income taxes paid $56,000 $152,000
See accompanying notes to unaudited consolidated financial statements.

Page 5

Edgar Filing: CORVEL CORP - Form 10-Q

7



CORVEL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2018

Note 1 — Summary of Significant Accounting Policies

Basis of Presentation: The unaudited consolidated financial statements include the accounts of the Company and its
subsidiaries. Significant intercompany accounts and transactions have been eliminated in consolidation.

The unaudited consolidated financial statements herein have been prepared by CorVel Corporation (“the Company”)
pursuant to the rules and regulations of the United States Securities and Exchange Commission (“SEC”).  The
accompanying interim unaudited financial statements have been prepared under the presumption that users of the
interim financial information have either read or have access to the audited consolidated financial statements for the
latest fiscal year ended March 31, 2018.  Accordingly, note disclosures which would substantially duplicate the
disclosures contained in the March 31, 2018 audited consolidated financial statements have been omitted from these
interim unaudited consolidated financial statements.

The Company evaluated all subsequent events and transactions through the date of filing this report.  During the
period subsequent to the quarter ended June 30, 2018, the Company repurchased 24,001 shares of common stock for
$1,334,000 at an average of $55.60 per share of common stock.  These shares of common stock were repurchased
under the Company’s share repurchase program described in Note 4.

Certain information and note disclosures normally included in financial statements prepared in accordance with
United States generally accepted accounting principles (“GAAP”) have been condensed or omitted pursuant to such
rules and regulations.  In the opinion of management, all adjustments considered necessary for a fair presentation have
been included.  Operating results for the three months ended June 30, 2018 are not necessarily indicative of the results
that may be expected for the fiscal year ending March 31, 2019.  For further information, refer to the audited
consolidated financial statements and notes for the fiscal year ended March 31, 2018 included in the Company's
Annual Report on Form 10-K filed with the SEC on June 8, 2018.

Recent Accounting Pronouncements: In February 2016, the FASB issued ASU No. 2016-02, “Leases”, which sets out
the principles for the recognition, measurement, presentation, and disclosure of leases for both parties to a contract
(i.e. lessees and lessors). The standard requires lessees to apply a dual approach, classifying leases as either finance or
operating leases. This classification will determine whether the lease expense is recognized based on an effective
interest method or on a straight-line basis over the term of the lease. A lessee is also required to record a right-of-use
asset and a lease liability for all leases with a term of greater than 12 months regardless of their classification. Leases
with a term of 12 months or less will be accounted for using an approach that is similar to the existing guidance for
operating leases.  The standard is effective April 1, 2019, with early adoption permitted. The standard is to be applied
using a modified retrospective transition method. The Company is currently evaluating the impact of adoption on its
consolidated financial position, results of operations, and cash flows.

Guidance Adopted: On May 28, 2014, the FASB issued ASU 2014-09 regarding ASC Topic 606, “Revenue from
Contracts with Customers”. This standard provides principles for recognizing revenue for the transfer of promised
goods or services to customers with the consideration to which the entity expects to be entitled in exchange for those
goods or services. In July 2015, the FASB approved a one-year delay of the effective date of this new revenue
recognition standard. The guidance will now be effective for the Company’s fiscal year beginning April 1, 2018. The
Company has adopted this standard as of April 1, 2018.  Refer to Note 2 of the accompanying consolidated financial
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statements for a description of the impact of the adopted guidance.

In January 2016, the FASB issued ASU 2016-01 regarding Subtopic 825-10, “Financials Instruments — Overall:
Recognition and Measurements of Financial Assets and Financial Liabilities”. The standard addresses certain aspects of
recognition, measurement, presentation, and disclosure of financial instruments. It requires that most equity
investments be measured at fair value, with subsequent changes in fair value recognized in net income. The guidance
is effective for fiscal years, and interim periods within those years, beginning after December 15, 2017. The Company
adopted this guidance prospectively on April 1, 2018. The adoption of this guidance did not have a material impact on
the Company’s consolidated financial statements.

In August 2016, the FASB issued ASU No. 2016-15, “Statement of Cash Flows”, which reduces diversity in the practice
of how certain transactions are classified in the statement of cash flows.  The new guidance is effective for annual
reporting periods beginning after December 15, 2017, with early adoption permitted. The Company adopted this
guidance prospectively on April 1, 2018. The adoption of this guidance did not have a material impact on the
Company’s consolidated financial statements.

Page 6
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CORVEL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2018

Note 2 – Revenue Recognition

The Company adopted ASC 606 using the modified retrospective method for those contracts which were not
substantially completed as of the transition date. The reported results for the three months ended June 30, 2018 reflect
the application of the guidance of ASC 606 while the reported results for the three months ended June 30, 2017 were
prepared under the guidance of ASC 605.

There was no material impact to any of the line items within the Company’s Consolidated Statements of Income or
Consolidated Balance Sheets as a result of applying ASC 606 for the three months ended June 30, 2018.

Revenue from Contracts with Customers

Revenue is recognized when control of the promised services are transferred to the Company’s customers in an amount
that reflects the consideration expected to be entitled to in exchange for those services. As the Company completes its
performance obligations which are identified below, it has an unconditional right to consideration as outlined in the
Company’s contracts. Generally the Company’s accounts receivable are expected to be collected in 30 days, in
accordance with the underlying payment terms.

The Company generates revenue through its patient management and network solutions service lines. The Company
operates in one reportable operating segment, managed care.

Patient Management Service Line

The patient management service line provides services primarily related to Workers’ Compensation claims
management and case management. This service line also includes additional services such as accident and health
claims programs. Each claim referred by the customer is considered an additional optional purchase of claims
management services under the agreement with the customer. The transaction price is readily available from the
contract and is fixed for each service. Revenue is recognized over time as services are provided as the performance
obligations are satisfied through the effort expended to research, investigate, evaluate, document, and report the claim
and control of these services are transferred to the customer. Revenue is recognized based on historical claim closure
rates and claim type applied utilizing a portfolio approach based on time elapsed for these claims, generally between
three and 15 months. The Company believes this approach reasonably reflects the transfer of the claims management
services to its customer.

The Company’s obligation to manage claims and cases under the patient management service line can range from less
than one year to multi-year contracts. They are generally one year under the terms of the contract; however, many of
these contracts contain auto-renewal provisions and the Company’s customer relationships can span multiple years.
Under certain claims management agreements, the Company receives consideration from a customer at contract
inception prior to transferring services to the customer, however, it would begin performing services immediately. The
period between a customer’s payment of consideration and the completion of the promised services is generally less
than one year. There is no difference between the amount of promised consideration and the cash selling price of the
promised services. The fee is billed upfront by the Company in order to provide customers with simplified and
predictable ways of purchasing its services. The Company considered whether a significant financing component
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exists and determined that there is not a significant financing component at the contract level.

The patient management service line also offers case managers who provide administration services by proactively
managing medical treatment for claimants while facilitating an understanding of and participation in their
rehabilitation process. Revenue for case management services are recognized over time as the performance obligations
are satisfied through the effort expended to manage the medical treatment for claimants and control of these services
are transferred to the customer. Case management services are generally billed based on time incurred, are considered
variable consideration, and revenue is recognized at the amount in which the Company has the right to invoice for
services performed. The Company believes this approach reasonably reflects the transfer of the case management
service to the customer.

Network Solutions Service Line

Network solutions services consist primarily of medical bill review and third-party services. Medical bill review
services provide an analysis of medical charges for customers’ claims to identify opportunities for savings. Medical bill
review services revenues are recognized at a point in time when control of the service is transferred to the customer.
Revenue is recognized based upon the transfer of the results of the medical bill review service to the customer as this
is the most accurate depiction of the transfer

Page 7
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CORVEL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2018

of the service to the customer. Medical bill review revenues are variable, generally based on performance metrics set
forth in the underlying contracts. Each period, the Company bases its estimates on a contract-by-contract basis. The
Company must make its best estimate of amounts the Company has earned and expects to be collected using historical
averages and other factors to project such revenues. Variable consideration is recognized when the Company
concludes that it is probable that a significant revenue reversal will not occur in future periods.

Third-party services revenue includes pharmacy, directed care services and other services, and includes amounts
received from customers reimbursing the Company for certain third-party costs associated with providing its
integrated network solutions services. The Company is considered the principal in these transactions as it directs the
third party, controls the specified service, performs program utilization review, directs payment to the provider,
accepts the financial risk of loss associated with services rendered and combines the services provided into an
integrated solution, as specified within the Company’s client contracts. The Company has the ability to influence
contractual fees with clients and possess the financial risk of loss in certain contractual obligations. These factors
indicate the Company is the principal and, as such, it is required to recognize revenue gross and service partner vendor
fees in the operating expense in the Company’s Consolidated Income Statements.

The following table presents revenues disaggregated by service line for the three months ended June 30, 2018:

June 30, 2018
Patient management services $87,891,000
Network solutions services 62,507,000
Total services $150,398,000

Arrangements with Multiple Performance Obligations

For many of the Company’s services, the Company typically has one performance obligation; however, it also provides
the customer with an option to acquire additional services. The Company offers multiple services under its patient
management and network solutions service lines.  The Company typically provides a menu of offerings from which
the customer chooses to purchase at their option. The price of each service is separate and distinct and provides a
separate and distinct value to the customer. Pricing is generally consistent for each service irrespective of the other
services or quantities requested by the customer.

Contract Balances
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The timing of revenue recognition, billings and cash collections results in billed accounts receivables, contract assets
(reported as unbilled revenues at estimated billable amounts) and contract liabilities (reported as deferred revenues) on
the Company’s Consolidated Balance Sheets. Unbilled revenues is a contract asset for revenue that has been
recognized in advance of billing the customer, resulting from professional services delivered that the Company
expects and is entitled to receive as consideration under certain contracts. Billing requirements vary by contract but
substantially all unbilled revenues are billed within one year.

June 30,
2018

Billed receivables $56,687,000
Allowance for doubtful accounts $(5,625,000 )
Contract assets 15,062,000
Accounts receivable, net $66,124,000

When the Company receives consideration from a customer prior to transferring services to the customer under the
terms of certain claims management agreements, it records deferred revenues on the Company’s Consolidated Balance
Sheets, which represents a contract liability.

Page 8
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CORVEL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2018

Certain services, such as claims management, are provided under fixed-fee service agreements and require the
Company to manage claims over a contract period, typically for one year with the option for auto renewal, which the
fixed fee will renew on the anniversary date of such contracts.  The Company recognizes deferred revenues as
revenues as it performs services and transfers control of the services to the customer and satisfies the performance
obligation which it determines utilizing a portfolio approach. For all fixed fee service agreements, revenues are
recognized over the expected service periods, by type of claim.

The table below presents the deferred revenues balance as of the transition date and the significant activity affecting
deferred revenues during the three months ended June 30, 2018:

June 30,
2018

Beginning balance at April 1, 2018 $15,316,000
Additions 7,780,000
Revenue recognized from beginning of period (3,826,000 )
Revenue recognized from additions (2,788,000 )
Ending balance at June 30, 2018 $16,482,000

Remaining Performance Obligations

As of June 30, 2018, the Company had $47.4 million of remaining performance obligations related to claims and
non-claims services in which the price is fixed. Remaining performance obligations consist of deferred revenues as
well as certain unbilled receivables that are considered contract assets. The Company expects to recognize
approximately 82% of its remaining performance obligations as revenues within one year and the remaining balance
thereafter. See the discussion below regarding the practical expedients elected for the disclosure of remaining
performance obligations.

Costs to Obtain a Contract

The Company has an internal sales force compensation program where remuneration is based solely on the revenues
recognized in the period and does not represent an incremental cost to the Company which provides a future benefit
expected to be longer than one year and would meet the criteria to be capitalized and presented as a contract asset on
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the Company’s Consolidated Balance Sheets.

Practical Expedients Elected

As a practical expedient, the Company does not adjust the consideration in a contract for the effects of a significant
financing component it expects, at contract inception, that the period between a customer’s payment of consideration
and the transfer of promised services to the customer will be one year or less.

For patient management services that are billed on a time and expense incurred or per unit basis and revenue is
recognized over time, the Company recognizes revenue at the amount to which it has the right to invoice for services
performed.

The Company does not disclose the value of remaining performance obligations for (i) contracts for which it
recognizes revenue at the amount to which it has the right to invoice for services performed, and (ii) contracts with
variable consideration allocated entirely to a single performance obligation.

Note 3 — Stock-Based Compensation and Stock Options

Under the Company’s Restated Omnibus Incentive Plan (formerly the Restated 1988 Executive Stock Option Plan)
(“the Plan”) as in effect at June 30, 2018, options exercisable for up to 19,365,000 shares of the Company’s common
stock may be granted over the life of the Plan to key employees, non-employee directors, and consultants at exercise
prices not less than the fair market value of the stock on the date of grant. Options granted under the Plan are
non-statutory stock options and generally vest 25% one year from
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CORVEL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2018

the date of grant with the remaining 75% vesting ratably each month for the next 36 months. The options granted to
employees and the Company’s Board of Directors expire at the end of five years and ten years from date of grant,
respectively.  All options granted in the three months ended June 30, 2018 and 2017 were granted with an exercise
price equal to the fair value of the Company’s common stock on the grant date and are non-statutory stock options.

The Company records compensation expense for employee stock options based on the estimated fair value of the
options on the date of grant using the Black-Scholes option-pricing model with the assumptions included in the table
below. The Company uses historical data, among other factors, to estimate the expected volatility, the expected
dividend yield, the expected forfeiture rate and the expected option life. The Company accounts for forfeitures as they
occur, rather than estimates expected forfeitures.  The risk-free rate is based on the interest rate paid on a U.S.
Treasury issue with a term similar to the estimated life of the option.  The following assumptions were used to
estimate the fair value of options granted during the three months ended June 30, 2018 and 2017 using the
Black-Scholes option-pricing model:

Three Months
Ended June 30,
2018 2017

Risk-free interest rate 2.78% 1.88%
Expected volatility 40% 41%
Expected dividend yield 0.00% 0.00%
Expected weighted average life of option in years 4.5

years
4.5
years

For the three months ended June 30, 2018 and 2017, the Company recorded share-based compensation expense of
$1,179,000 and $922,000, respectively.  The table below shows the amounts recognized in the unaudited consolidated
financial statements for stock compensation expense for time-based options and performance-based options during the
three months ended June 30, 2018 and 2017, respectively.  

Three Months Ended
June 30,
2018

June 30,
2017

Cost of revenues $431,000 $483,000
General and administrative 748,000 439,000
Total cost of stock-based compensation included in

   income before income tax provision 1,179,000 922,000
Amount of income tax benefit recognized (278,000 ) (350,000)
Amount charged against net income $901,000 $572,000
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Effect on basic earnings per share $(0.05 ) $(0.03 )
Effect on diluted earnings per share $(0.05 ) $(0.03 )

The following table summarizes information for all stock options for the three months ended June 30, 2018:

Three Months Ended
June 30, 2018

Three Months Ended
June 30, 2017

Shares

Weighted

Average

Exercise
Price Shares

Weighted

Average

Exercise
Price

Options outstanding, beginning 1,064,439 $ 39.45 1,143,928 $ 32.02
Options granted 56,800 49.40 77,400 45.93
Options exercised (54,238 ) 30.84 (65,921 ) 26.67
Options cancelled/forfeited (3,747 ) 39.76 (3,685 ) 39.99
Options outstanding, ending 1,063,254 $ 40.43 1,151,722 $ 33.24

Page 10

Edgar Filing: CORVEL CORP - Form 10-Q

17



CORVEL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2018

The following table summarizes the status of stock options outstanding and exercisable at June 30, 2018:

Range of Exercise Price

Number of

Outstanding Options

Weighted

Average

Remaining

Contractual

Life

Outstanding

Options –

Weighted

Average

Exercise
Price

Exercisable

Options –

Number of

Exercisable

Options

Exercisable

Options –

Weighted

Average

Exercise

Price
$12.71 to $32.10 265,640 2.80 $ 25.22 170,635 $ 21.38
$32.11 to $40.24 219,980 2.69 $ 35.39 112,089 $ 35.43
$40.25 to $45.90 258,534 2.98 $ 44.38 147,001 $ 44.13
$45.91 to $57.75 319,100 4.60 $ 53.59 2,708 $ 46.10
Total 1,063,254 3.36 $ 40.43 432,433 $ 32.91

The following table summarizes the status of all outstanding options at June 30, 2018, and changes during the three
months then ended:

Number

of Options

Weighted

Average

Exercise
Price

Per Share

Weighted

Average

Remaining

Contractual

Life
(Years)

Aggregate

Intrinsic

Value as

of June 30,

2018
Options outstanding at April 1, 2018 1,064,439 $ 39.45
Granted 56,800 49.40
Exercised (54,238 ) 30.84
Cancelled – forfeited (920 ) 45.30
Cancelled – expired (2,827 ) 27.03
Ending outstanding 1,063,254 $ 40.43 3.36 $14,994,783
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Ending vested and expected to vest 1,028,667 $ 40.41 3.38 $14,511,458
Ending exercisable at June 30, 2018 432,433 $ 32.91 2.45 $9,118,958

The weighted-average grant-date fair value of options granted during the three months ended June 30, 2018 and 2017,
was $18.12 and $16.57, respectively.

Included in the above-noted stock option grants and stock compensation expense are performance-based stock options
which vest only upon the Company’s achievement of certain earnings per share targets on a calendar year basis, as
determined by the Company’s Board of Directors.  These options were valued in the same manner as the time-based
options. However, the Company only recognizes stock compensation expense to the extent that the targets are
determined to be probable of being achieved, which triggers the vesting of the performance options.  The Company
recognized $575,000 and $212,000 of stock compensation expense for the three months ended June 30, 2018 and
2017, respectively, for performance-based stock options.  

Note 4 — Treasury Stock

The Company’s Board of Directors approved the commencement of a share repurchase program in the fall of 1996.  In
February 2017, the Company’s Board of Directors approved a 1,000,000 share expansion to the Company’s existing
stock repurchase program, increasing the total number of shares of the Company’s common stock approved for
repurchase over the life of the program to 36,000,000 shares.  Since the commencement of the share repurchase
program, the Company has spent $434 million on the repurchase of 34,947,632 shares of its common stock, equal to
65% of the outstanding common stock had there been no repurchases.  The average price of these repurchases was
$12.43 per share. These repurchases were funded primarily by the net earnings of the Company, along with proceeds
from the exercise of common stock options.  During the three months ended June 30, 2018, the Company repurchased
66,553 shares of its common stock for $3.5 million at an average price of $52.38 per share.  The Company had
18,891,907 shares of common stock outstanding as of June 30, 2018, net of the 34,947,632 shares in treasury.   During
the period subsequent to the quarter ended June 30, 2018, the Company repurchased 24,001 shares of its common
stock for $1,334,000 at an average price of $55.60 per share.
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CORVEL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2018

Note 5 — Weighted Average Shares and Net Income Per Share

Basic weighted average common shares outstanding increased to 18,922,000 for the quarter ended June 30, 2018 from
18,811,000 for the quarter ended June 30, 2017.  Diluted weighted average common and common equivalent shares
outstanding increased to 19,102,000 for the quarter ended June 30, 2018 from 19,000,000 for the quarter ended
June 30, 2017.  The net increase in both of these weighted average share calculations is due to the repurchase of
common stock as noted above, offset by an increase in shares outstanding due to the exercise of stock options under
the Plan.

Net income per common and common equivalent share was computed by dividing net income by the weighted
average number of common and common share equivalents outstanding during the quarter.  The following table sets
forth the calculations of the basic and diluted weighted average shares for the three months ended June 30, 2018 and
2017:

Three Months Ended
June 30,
2018 2017

Net Income $11,778,000 $8,775,000
Basic:
Weighted average common shares outstanding 18,922,000 18,811,000
Net Income per share $0.62 $0.47
Diluted:
Weighted average common shares outstanding 18,922,000 18,811,000
Treasury stock impact of stock options 180,000 189,000
Total common and common equivalent shares 19,102,000 19,000,000
Net Income per share $0.62 $0.46

Note 6 — Shareholder Rights Plan

During fiscal year 1997, the Company’s Board of Directors approved the adoption of a shareholder rights plan (the
“Shareholder Rights Plan”). The Shareholder Rights Plan provides for a dividend distribution to the Company’s
shareholders of one preferred stock purchase right for each outstanding share of the Company’s common stock held by
such shareholder (as used in this Note, the “right” or the “rights”), only in the event of certain takeover-related events.  In
November 2008, the Company’s Board of Directors approved an amendment to the Shareholder Rights Plan to extend
the expiration date of the rights to February 10, 2022.

The rights are designed to assure that all shareholders receive fair and equal treatment in the event of a proposed
takeover of the Company, and to encourage a potential acquirer to negotiate with the Company’s Board of Directors
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prior to attempting a takeover. The rights are not exercisable until the occurrence of certain takeover-related events, at
which time they can be exercised at an exercise price of $118 per share of common stock which carries the right,
subject to subsequent adjustments. The rights trade with the Company’s common stock.

Generally, the Shareholder Rights Plan provides that if a person or group acquires 15% or more of the Company’s
common stock without the approval of the Company’s Board of Directors, subject to certain exceptions, the holders of
the rights, other than the acquiring person or group, would, under certain circumstances, have the right to purchase
additional shares of the Company’s common stock having a market value equal to two times the then-current exercise
price of the right.

In addition, if the Company is thereafter merged into another entity, or if 50% or more of the Company’s consolidated
assets or earning power are sold, then the right will entitle its holder to buy common shares of the acquiring entity
having a market value equal to two times the then-current exercise price of the right. The Company’s Board of
Directors may exchange or redeem the rights under certain conditions.
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CORVEL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2018

Note 7 — Other Intangible Assets

The following table summarizes other intangible assets at June 30, 2018:

Cost, Net of
Three Months Ended Accumulated Accumulated
June 30, 2018 Amortization at Amortization at

Item Life Cost Amortization Expense June 30, 2018 June 30, 2018
Covenants Not to Compete 5 Years $775,000 $ — $ 775,000 $ —
Customer Relationships 18-20 Years 7,922,000 105,000 4,672,000 3,250,000
TPA Licenses 15 Years 204,000 3,000 148,000 56,000
Total $8,901,000 $ 108,000 $ 5,595,000 $ 3,306,000

The following table summarizes other intangible assets at March 31, 2018:

Cost, Net of
Fiscal 2018 Accumulated Accumulated

Amortization
Amortization
at

Amortization
at

Item Life Cost Expense
March 31,
2018

March 31,
2018

Covenants Not to Compete 5 Years $775,000 $ — $ 775,000 $—
Customer Relationships 18-20 Years 7,922,000 423,000 4,566,000 3,356,000
TPA Licenses 15 Years 204,000 14,000 145,000 59,000
Total $8,901,000 $ 437,000 $ 5,486,000 $ 3,415,000

Note 8 — Line of Credit

In September 2017, the Company renewed its line of credit agreement with a financial institution, which provides a
revolving credit facility with borrowing capacity of up to $10 million. Borrowings under the credit agreement, as
amended, bear interest, at the Company’s option, at a fixed LIBOR-based rate plus 1.00% or at a fluctuating rate
determined by the financial institution to be 1.00% above the daily one-month LIBOR rate. The loan covenants
require the Company to (i) maintain a current assets to liabilities ratio of at least 1.25:1, (ii) maintain a current debt to
tangible net worth ratio of not greater than 1.25:1 and (iii) have positive net income.  The Company is in compliance
with all these covenants.  There were no outstanding revolving loans as of June 30, 2018, but letters of credit in the
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aggregate amount of $4.5 million have been issued separately from the line of credit, and therefore do not reduce the
amount of borrowings available under the revolving credit facility. The renewed credit agreement expires in
September 2018.  The Company expects to renew the line of credit for another year.

Note 9 — Contingencies and Legal Proceedings

The Company is involved in litigation arising in the ordinary course of business. Management believes that resolution
of these matters will not result in any payment that, individually or in the aggregate, would be material to the
consolidated financial position or results of operations of the Company.

Note 10 — Accounts and Taxes Payable and Accrued Liabilities

The following table sets forth accounts payable, income taxes payable, and accrued liabilities at June 30, 2018 and
March 31, 2018:

June 30,
2018

March 31,
2018

Accounts payable $10,373,000 $11,787,000
Income taxes payable and uncertain tax positions 5,618,000 1,666,000
Total accounts and taxes payable $15,991,000 $13,453,000
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CORVEL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2018

June 30,
2018

March 31,
2018

Payroll, payroll taxes and employee benefits $18,742,000 $15,100,000
Customer deposits 35,695,000 35,496,000
Accrued professional service fees 5,435,000 5,782,000
Self-insurance accruals 3,412,000 3,627,000
Deferred revenue 16,482,000 15,316,000
Accrued rent 5,956,000 6,147,000
Other 3,088,000 3,068,000
Total accrued liabilities $88,810,000 $84,536,000
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Item 2 - MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

This report may include certain forward-looking statements, within the meaning of Section 27A of the Securities Act
of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended, including (without
limitation) statements with respect to anticipated future operating and financial performance, growth and acquisition
opportunities and other similar forecasts and statements of expectation. Words such as “expects,” “anticipates,” “intends,”
“plans,” “predicts,” “believes,” “seeks,” “estimates,” “potential,” “continue,” “strive,” “ongoing,” “may,” “will,” “would,” “could,” and “should” and
variations of these words and similar expressions, are intended to identify these forward-looking statements.
Forward-looking statements made by the Company and its management are based on estimates, projections, beliefs
and assumptions of management at the time of such statements and are not guarantees of future performance.

The Company disclaims any obligations to update or revise any forward-looking statement based on the occurrence of
future events, the receipt of new information or otherwise. Actual future performance, outcomes, and results may
differ materially from those expressed in forward-looking statements made by the Company and its management as a
result of a number of risks, uncertainties and assumptions. Representative examples of these factors include (without
limitation) changes in interpretations or application of the Tax Cuts and Jobs Act through regulations and guidance
that may be issued by the U.S. Department of Treasury; general industry and economic conditions, including a
decreasing number of national claims due to a decreasing number of injured workers; cost of capital and capital
requirements; existing and  possible litigation and legal liability in the course of operations and the Company’s ability
to resolve such litigation; competition from other managed care companies; the ability to expand certain areas of the
Company’s business; shifts in customer demands; the ability of the Company to produce market-competitive software;
changes in operating expenses including employee wages, benefits, and medical inflation; governmental and public
policy changes, including but not limited to legislative and administrative law and rule implementation or change;
dependence on key personnel; the impact of recently issued accounting standards on the Company’s consolidated
financial statements; the Company’s ability to continue to grow its sales of third party administrator, or TPA, services
and the other risks identified in Part II, Item 1A of this report.

Overview

CorVel Corporation is an independent nationwide provider of medical cost containment and managed care services
designed to address the escalating medical costs of workers’ compensation benefits, mobile insurance claims, and
group health insurance benefits. The Company’s services are provided to insurance companies, third party
administrators, or TPA’s, governmental entities, and self-administered employers to assist them in managing the
medical costs and monitoring the quality of care associated with healthcare claims.  In November 2017, the Bureau of
Labor Statistics reported a decrease in the occupational injury and illness incidence rates for 2016. This is a
continuance of a long term trend of a decrease in the injury rates in the United States and, therefore, fewer claims
could lead to fewer medical dollars to be reviewed

Network Solutions Services

The Company’s network solutions services are designed to reduce the price paid by its customers for medical services
rendered in workers’ compensation cases, automobile insurance policies, and group health insurance policies. The
network solutions services offered by the Company include automated medical fee auditing, preferred provider
management and reimbursement services, retrospective utilization review, facility claim review, professional review,
pharmacy services, directed care services, Medicare solutions, clearinghouse services, independent medical
examinations, and inpatient medical bill review. Network solutions services also includes revenue from the Company’s
directed care network (known as CareIQ), which includes imaging, physical therapy and durable medical equipment.

Patient Management Services
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In addition to its network solutions services, the Company offers a range of patient management services, which
involve working one-on-one with injured employees and their various healthcare professionals, employers and
insurance company adjusters. Patient management services include claims management and all services sold to claims
management customers, case management, 24/7 nurse triage, utilization management, vocational rehabilitation, and
life care planning.  The services are designed to monitor the medical necessity and appropriateness of healthcare
services provided to workers’ compensation and other healthcare claimants and to expedite return to work. The
Company offers these services on a stand-alone basis, or as an integrated component of its medical cost containment
services.  Patient management services include the processing of claims for self-insured payors with respect to
property and casualty insurance.
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Organizational Structure

The Company’s management is structured geographically with regional vice presidents who are responsible for all
services provided by the Company in his or her particular region and responsible for the operating results of the
Company in multiple states. These regional vice presidents have area and district managers who are also responsible
for all services provided by the Company in their given area and district.

Business Enterprise Segments

The Company operates in one reportable operating segment, managed care. The Company’s services are delivered to
its customers through its local offices in each region and financial information for the Company’s operations follows
this service delivery model. All regions provide the Company’s patient management and network solutions services to
customers.  Financial Accounting Standards Board, or FASB, Accounting Standard Codification, or ASC, 280- 10,
“Segment Reporting”, establishes standards for the way that public business enterprises report information about
operating segments in annual and interim consolidated financial statements. The Company’s internal financial
reporting is segmented geographically, as discussed above, and managed on a geographic rather than service line
basis, with virtually all of the Company’s operating revenue generated within the United States.

Under FASB ASC 280-10, two or more operating segments may be aggregated into a single operating segment for
financial reporting purposes if aggregation is consistent with the objective and basic principles, if the segments have
similar economic characteristics, and if the segments are similar in each of the following areas: (i) the nature of
products and services; (ii) the nature of the production processes; (iii) the type or class of customer for their products
and services; and (iv) the methods used to distribute their products or provide their services. The Company believes
each of its regions meet these criteria as each provides similar services and products to similar customers using similar
methods of productions and similar methods to distribute the services and products.

Seasonality

While we are not directly impacted by seasonal shifts, we are affected by the change in working days in a given
quarter. There are generally fewer working days for our employees to generate revenue in the third fiscal quarter due
to employee vacations, inclement weather, and holidays.

Summary of Quarterly Results

The Company’s revenues increased to $150.4 million in the quarter ended June 30, 2018 from $137.6 million in the
quarter ended June 30, 2017, an increase of $12.8 million, or 9.3%.  This increase was due to an increase in patient
management services, which was due to an increase in TPA services partially offset by a decrease in case management
services.

Cost of revenues increased to $119.0 million in the quarter ended June 30, 2018 from $108.8 million in the quarter
ended June 30, 2017, an increase of $10.2 million, or 9.4%.   This increase was primarily due to an increase of 9.3%
in revenue mentioned above. The increase in cost of revenues was due to an increase in salaries, due to an increase in
headcount in field operations, and pharmacy service costs.

General and administrative expense increased to $15.9 million in the quarter ended June 30, 2018 from $14.6 million
in the quarter ended June 30, 2017, an increase of $1.3 million, or 8.9%.  This increase was primarily due to an
increase in legal expenses, corporate systems costs, and an increase in non-cash stock-based compensation from
performance-based stock options.

Edgar Filing: CORVEL CORP - Form 10-Q

27



Income tax expense decreased to $3.6 million in the quarter ended June 30, 2018 from $5.4 million in the quarter
ended June 30, 2017, a decrease of $1.7 million, or 32.4%.  This decrease was primarily due to the impact of the Tax
Cuts and Jobs Act that was signed into law on December 22, 2017.

Weighted diluted shares increased to 19.1 million shares in the quarter ended June 30, 2018 from 19.0 million shares
in the quarter ended June 30, 2017, an increase of 102,000 shares, or 0.5%, due to the weighted impact of options
exercised partially offset by the weighted impact of shares repurchased.  

Diluted earnings per share increased to $0.62 per share in the quarter ended June 30, 2018 from $0.46 per share in the
quarter ended June 30, 2017, an increase of $0.16 per share, or 34.8%. The increase in diluted earnings per share was
primarily due to an increase in net income.
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Results of Operations for the three months ended June 30, 2018 and 2017

The Company derives its revenues from providing patient management and network solutions services to payors of
workers’ compensation benefits, automobile insurance claims, and group health insurance benefits.  The Company
adopted the new accounting standard related to revenue from contracts with customers as of April 1, 2018, as
described in Note 2. The percentages of total revenues attributable to patient management and network solutions
services for the quarters ended June 30, 2018 and June 30, 2017 are as follows:

June 30,
2018

June 30,
2017

Patient management services 58.4 % 55.5 %
Network solutions services 41.6 % 44.5 %

The following table sets forth, for the periods indicated, the dollar amounts, dollar and percent changes, share
changes, and the percentage of revenues represented by certain items reflected in the Company’s unaudited
consolidated income statements for the three months ended June 30, 2018 and June 30, 2017. The Company’s past
operating results are not necessarily indicative of future operating results.

Three Months
Ended

Three Months
Ended Percentage

June 30, 2018 June 30, 2017 Change Change
Revenue $150,398,000 $137,612,000 $12,786,000 9.3 %
Cost of revenues 119,045,000 108,829,000 10,216,000 9.4 %
Gross profit 31,353,000 28,783,000 2,570,000 8.9 %
Gross profit as percentage of revenue 20.8 % 20.9 %
General and administrative 15,937,000 14,629,000 1,308,000 8.9 %
General and administrative as percentage of

   revenue 10.6 % 10.6 %
Income before income tax provision 15,416,000 14,154,000 1,262,000 8.9 %
Income before income tax provision as

   percentage of revenue 10.3 % 10.3 %
Income tax provision 3,638,000 5,379,000 (1,741,000 ) (32.4 %)
Net income $11,778,000 $8,775,000 $3,003,000 34.2 %
Weighted Shares
Basic 18,922,000 18,811,000 111,000 0.6 %
Diluted 19,102,000 19,000,000 102,000 0.5 %
Earnings Per Share
Basic $0.62 $0.47 $0.15 31.9 %
Diluted $0.62 $0.46 $0.16 34.8 %

Revenues
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Change in revenue from the quarter ended June 30, 2018 to the quarter ended June 30, 2017

Revenues increased to $150.4 million in the quarter ended June 30, 2018 from $137.6 million in the quarter ended
June 30, 2017, an increase of $12.8 million, or 9.3%.  The increase in revenues was due to an increase in patient
management services, which increased to $87.9 million from $76.4 million, an increase of 15.1%.  The increase in
patient management services was due to an increase in services for claims management customers partially offset by a
decrease in case management services to managed care customers.  Patient management services increased to 58.4%
of total revenue in the current quarter, up from 55.5% in the prior year quarter, due to higher revenue from the
Company’s claims management customers, the fastest growing portion of the Company’s revenue. Network solutions
services increased to $62.5 million from $61.2 million, an increase of 2.1%.  The increase was due to a 5.4% increase
in the number of bills the Company reviewed from the quarter ended June 30, 2017 to the quarter ended June 30,
2018.

Cost of Revenues

The Company’s cost of revenues consists of direct expenses, costs directly attributable to the generation of revenue,
and indirect costs which are incurred to support the operations in the field offices which generate the revenue. Direct
expenses primarily include (i) case manager and bill review analyst salaries, along with related payroll taxes and
fringe benefits, and (ii) costs associated with independent medical examinations (known as IME), prescription drugs,
and MRI providers. Most of the Company’s revenues are generated in offices which provide both patient management
services and network solutions services. The largest of the field indirect costs are (i) manager salaries and bonuses, (ii)
account executive base pay and commissions, (iii) salaries of administrative and
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clerical support, field systems personnel and PPO network developers, along with related payroll taxes and fringe
benefits, (iv) office rent, and (v) telephone expenses. Approximately 36% of the costs incurred in the field are
considered field indirect costs, which support both the patient management services and network solutions operations
of the Company’s field operations.

Change in cost of revenues from the quarter ended June 30, 2018 to the quarter ended June 30, 2017

Cost of revenues increased to $119.0 million in the quarter ended June 30, 2018 from $108.8 million in the quarter
ended June 30, 2017, an increase of $10.2 million, or 9.4%. The increase in cost of revenues was primarily due to an
increase in total revenues of 9.3%.  There was an increase in salaries, due to an increase in headcount in field
operations of 164 employees, and pharmacy service costs.

General and Administrative Expense

For the quarter ended June 30, 2018, general and administrative expense consisted of approximately 51% of corporate
systems costs, which include corporate systems support, implementation and training, rules engine development,
national information technology (“IT”) strategy and planning, depreciation of hardware costs in the Company’s corporate
offices and backup data center, the Company’s nationwide area network, and other systems related costs. The
Company includes all IT-related costs managed by the corporate office in general and administrative expense whereas
the field IT-related costs are included in the cost of revenues.  The remaining general and administrative costs consist
of national marketing, national sales support, corporate legal, corporate insurance, human resources, accounting,
product management, new business development, and other general corporate expenses.

Change in general and administrative expense from the quarter ended June 30, 2018 to the quarter ended June 30,
2017

General and administrative expense increased to $15.9 million in the quarter ended June 30, 2018 from $14.6 million
in the quarter ended June 30, 2017, an increase of $1.3 million, or 8.9%.  The increase in general and administrative
expense was primarily due to an increase in legal expenses, corporate systems costs, and an increase in non-cash
stock-based compensation from performance-based stock options.

Income Tax Provision

Change in income tax expense from the quarter ended June 30, 2018 to the quarter ended June 30, 2017

Income tax expense decreased to $3.6 million in the quarter ended June 30, 2018 from $5.4 million in the quarter
ended June 30, 2017, a decrease of $1.7 million, or 32.4%.  The decrease in income tax expense was primarily due to
a decrease in the effective tax rate for the quarter ended June 30, 2018.  The rate decreased due to the impact of the
Tax Cuts and Jobs Act. The income tax expense as a percentage of income before income taxes, also known as the
effective tax rate, was 23.6% for the quarter ended June 30, 2018 and 38% for the quarter ended June 30, 2017.

Liquidity and Capital Resources

The Company has historically funded its operations and capital expenditures primarily from cash flow from
operations, and to a lesser extent, proceeds from stock option exercises. Working capital increased to $78.4 million as
of June 30, 2018 from $65.3 million as of March 31, 2018, an increase of $13.0 million. Cash increased to $73.3
million as of June 30, 2018 from $55.8 million as of March 31, 2018, an increase of $17.6 million. This is primarily
due to an increase in net income and proceeds from stock options exercised, partially offset by cash used to repurchase
shares of the Company’s common stock.
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The Company believes that cash from operations and funds from exercises of stock options granted to employees are
adequate to fund existing obligations, repurchase shares of the Company’s common stock under its current stock
repurchase program, introduce new services, and continue to develop the Company’s healthcare related services for at
least the next twelve months. The Company regularly evaluates cash requirements for current operations,
commitments, capital acquisitions, and other strategic transactions. The Company may elect to raise additional funds
for these purposes, through debt or equity financings or otherwise, as appropriate. However, additional equity or debt
financing may not be available when needed, on terms favorable to the Company or at all.

As of June 30, 2018, the Company had $73.3 million in cash and cash equivalents, invested primarily in short-term,
interest-bearing, highly liquid investment-grade securities with maturities of 90 days or less.

In September 2017, the Company renewed its line of credit agreement with a financial institution, which provides a
revolving credit facility with borrowing capacity of up to $10 million. Borrowings under this credit agreement, as
amended, bear interest, at the Company’s option, at a fixed LIBOR-based rate plus 1.00% or at a fluctuating rate
determined by the financial institution to be 1.00% above the daily one-month LIBOR rate. The loan covenants
require the Company to (i) maintain a current assets to liabilities ratio of
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at least 1.25:1; (ii) maintain a current debt to tangible net worth ratio not greater than 1.25:1 and (iii) have positive net
income.  The Company is in compliance with all these covenants. There were no outstanding revolving loans as of
June 30, 2018, but letters of credit in the aggregate amount of $4.5 million have been issued separate from the line of
credit and therefore do not reduce the amount of borrowings available under the revolving credit facility. The renewed
credit agreement expires in September 2018.  The Company expects to renew the line of credit for another year.

The Company believes that the cash balance at June 30, 2018, along with anticipated internally generated funds and
the credit facility, will be sufficient to meet the Company’s expected cash requirements for at least the next twelve
months.

Operating Activities

Three months ended June 30, 2018 compared to three months ended June 30, 2017

Net cash provided by operating activities increased to $22.8 million in the three months ended June 30, 2018 from
$21.4 million in the three months ended June 30, 2017, an increase of $1.4 million. The increase in cash flow from
operating activities was primarily due to an increase in net income, partially offset by changes in other working capital
accounts.

Investing Activities

Three months ended June 30, 2018 compared to three months ended June 30, 2017

Net cash flow used in investing activities decreased to $3.0 million in the three months ended June 30, 2018 from $5.3
million in the three months ended June 30, 2017, a decrease of $2.3 million.  Capital purchases were $3.0 million for
the three months ended June 30, 2018 and $5.3 million for the three months ended June 30, 2017.

Financing Activities

Three months ended June 30, 2018 compared to three months ended June 30, 2017

Net cash flow provided by financing activities decreased to $2.3 million for the three months ended June 30, 2018
from $9.7 million for the three months ended June 30, 2017, a decrease of $7.4 million. The change is primarily due to
the Company’s stock repurchase program activity.

Contractual Obligations

The following table summarizes the Company’s contractual obligations outstanding as of June 30, 2018:

Payments Due by Period
Within One Between One and Between Three and More than

Total Year Three Years Five Years Five Years
Operating leases $63,628,000 $13,821,000 $ 22,052,000 $ 15,599,000 $12,156,000
Uncertain tax positions 1,636,000 1,636,000 — — —
Total $65,264,000 $15,457,000 $ 22,052,000 $ 15,599,000 $12,156,000
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Operating leases are rents paid for the Company’s physical locations.

Litigation

The Company is involved in litigation arising in the ordinary course of business. Management believes that resolution
of these matters will not result in any payment that, individually or in the aggregate, would be material to the financial
position or results of operations of the Company.

Inflation

The Company experiences pricing pressures in the form of competitive prices. The Company is also impacted by
rising costs for certain inflation-sensitive operating expenses such as labor, employee benefits, and facility
leases.  However, the Company generally does not believe these impacts are material to its revenues or net income.

Off-Balance Sheet Arrangements

The Company is not a party to off-balance sheet arrangements as defined by the rules of the SEC. However, from time
to time the Company enters into certain types of contracts that contingently require the Company to indemnify parties
against third-party
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claims. The contracts primarily relate to: (i) certain contracts to perform services, under which the Company may
provide customary indemnification for the purchases of such services, (ii) certain real estate leases, under which the
Company may be required to indemnify property owners for environmental and other liabilities, and other claims
arising from the Company’s use of the applicable premises, and (iii) certain agreements with the Company’s officers,
directors and employees, under which the Company may be required to indemnify such persons for liabilities arising
out of certain actions taken by such persons, acting in their respective capacities within the Company.

The terms of such customary obligations vary by contract and in most instances a specific or maximum dollar amount
is not explicitly stated therein. Generally, amounts under these contracts cannot be reasonably estimated until a
specific claim is asserted. Consequently, no material liabilities have been recorded for these obligations on the
Company’s balance sheets for any of the periods presented.

Critical Accounting Policies

The SEC defines critical accounting policies as those that require application of management’s most difficult,
subjective or complex judgments, often as a result of the need to make estimates about the effect of matters that are
inherently uncertain and may change in subsequent periods.

The Company’s significant accounting policies which have the greatest potential impact on its financial statements are
more fully described in the “Management’s Discussion and Analysis of Financial Condition and Results of Operations”
section of its Annual Report on Form 10-K for the fiscal year ended March 31, 2018, filed with the SEC on June 8,
2018. No changes in critical accounting policies have been made since the filing of that Annual Report on Form 10-K.
In many cases, the accounting treatment of a particular transaction is specifically dictated by accounting principles
generally accepted in the United States of America (“GAAP”), with no need for management’s judgment in their
application. There are also areas in which management’s judgment in selecting an available alternative would not
produce a materially different result.  Actual results could differ from the estimates we use in applying our critical
accounting policies.  We are not currently aware of any reasonably likely events or circumstances that would result in
materially different amounts being reported.

Recent Accounting Standards Update

In February 2016, the FASB issued ASU No. 2016-02, “Leases”, which sets out the principles for the recognition,
measurement, presentation, and disclosure of leases for both parties to a contract (i.e. lessees and lessors). The
standard requires lessees to apply a dual approach, classifying leases as either finance or operating leases. This
classification will determine whether the lease expense is recognized based on an effective interest method or on a
straight-line basis over the term of the lease. A lessee is also required to record a right-of-use asset and a lease liability
for all leases with a term of greater than 12 months regardless of their classification. Leases with a term of 12 months
or less will be accounted for using an approach that is similar to the existing guidance for operating leases. The
standard is effective April 1, 2019, with early adoption permitted. The standard is to be applied using a modified
retrospective transition method. The Company is currently evaluating the impact of adoption on its consolidated
financial position, results of operations, and cash flows.

Guidance Adopted

On May 28, 2014, the FASB issued ASU 2014-09 regarding ASC Topic 606, “Revenue from Contracts with
Customers”. This standard provides principles for recognizing revenue for the transfer of promised goods or services to
customers with the consideration to which the entity expects to be entitled in exchange for those goods or services. In
July 2015, the FASB approved a one-year delay of the effective date of this new revenue recognition standard. The
guidance will now be effective for the Company’s fiscal year beginning April 1, 2018. The Company has adopted this

Edgar Filing: CORVEL CORP - Form 10-Q

35



standard as of April 1, 2018. Refer to Note 2 of the accompanying consolidated financial statements for a description
of the impact of the adopted guidance.

In January 2016, the FASB issued ASU 2016-01 regarding Subtopic 825-10, “Financials Instruments — Overall:
Recognition and Measurements of Financial Assets and Financial Liabilities”. The standard addresses certain aspects of
recognition, measurement, presentation, and disclosure of financial instruments. It requires that most equity
investments be measured at fair value, with subsequent changes in fair value recognized in net income. The guidance
is effective for fiscal years, and interim periods within those years, beginning after December 15, 2017. The Company
adopted this guidance prospectively on April 1, 2018. The adoption of this guidance did not have a material impact on
the Company’s consolidated financial statements.

In August 2016, the FASB issued ASU No. 2016-15, “Statement of Cash Flows”, which reduces diversity in the practice
of how certain transactions are classified in the statement of cash flows.  The new guidance is effective for annual
reporting periods beginning after December 15, 2017, with early adoption permitted. The Company adopted this
guidance prospectively on April 1, 2018. The adoption of this guidance did not have a material impact on the
Company’s consolidated financial statements.
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Item 3 – Quantitative and Qualitative Disclosures about Market Risk

As of June 30, 2018, the Company held no market risk sensitive instruments for trading purposes, and the Company
did not employ any derivative financial instruments, other financial instruments, or derivative commodity instruments
to hedge any market risk. The Company had no debt outstanding as of June 30, 2018, and therefore, had no market
risk related to debt.

Item 4 – Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Our management has evaluated, under the supervision and with the participation of our Chief Executive Officer and
Chief Financial Officer, 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 of the end of the period covered by this report.  Based upon
that evaluation, our Chief Executive Officer and our Chief Financial Officer have concluded that, as of June 30, 2018,
our disclosure controls and procedures were effective in ensuring that information required to be disclosed by us in the
reports filed or submitted by us under the Exchange Act is (i) recorded, processed, summarized, and reported, within
the time periods specified in the rules and forms of the SEC and (ii) accumulated and communicated to our
management, including our principal executive and principal accounting officers, or persons performing similar
functions, as appropriate to allow timely decisions regarding required disclosure.

Changes in Internal Control over Financial Reporting

There have been no changes in our internal controls over financial reporting  (as defined in Rules 13a-15(f) and
15d-15(f) under the Securities Exchange Act of 1934) during the three months ended June 30, 2018 that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

PART II - OTHER INFORMATION

Item 1 – Legal Proceedings

The Company is involved in litigation arising in the ordinary course of business. Management believes that resolution
of these matters will not result in any payment that, individually or in the aggregate, would be material to the
consolidated financial position or results of operations of the Company.

Item 1A – Risk Factors

Edgar Filing: CORVEL CORP - Form 10-Q

37


