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7 Clyde Road

Somerset, New Jersey
08873
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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes [X] No [  ]

Indicate by check mark whether the registrant 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 [X] No [  ]

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 [X]

Emerging growth company [X]
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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 to Section 7(a)(2)(B) of the
Securities Act. [X]

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

At May 10, 2018, the registrant had 11,665,174 shares of common stock, par value $0.001 per share, outstanding.
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Forward Looking Statements

Certain statements that we make from time to time, including statements contained in this Quarterly Report on Form
10-Q constitute “forward looking statements” within the meaning of Section 27A of the Securities Act of 1933, as
amended, or the Securities Act, and Section 21E of the Securities Exchange Act of 1934, as amended, or the Exchange
Act. All statements other than statements of historical fact contained in this Quarterly Report on Form 10-Q are
forward-looking statements. These statements, among other things, relate to our business strategy, goals and
expectations concerning our products, future operations, prospects, plans and objectives of management. The words
“anticipate”, “believe”, “could”, “estimate”, “expect”, “intend”, “may”, “plan”, “predict”, “project”, “will” and similar terms and phrases are
used to identify forward-looking statements in this presentation. Our operations involve risks and uncertainties, many
of which are outside our control, and any one of which, or a combination of which, could materially affect our results
of operations and whether the forward-looking statements ultimately prove to be correct. Forward-looking statements
in this Quarterly Report on Form 10-Q include, without limitation, statements reflecting management’s expectations
for future financial performance and operating expenditures (including our ability to continue as a going concern, to
raise additional capital and to succeed in our future operations), expected growth, profitability and business outlook,
increased sales and marketing expenses, and the expected results from the integration of our acquisitions.

Forward-looking statements are only current predictions and are subject to known and unknown risks, uncertainties,
and other factors that may cause our actual results, levels of activity, performance, or achievements to be materially
different from those anticipated by such statements. These factors include, among other things, the unknown risks and
uncertainties that we believe could cause actual results to differ from these forward looking statements as set forth
under the heading “Risk Factors” in our Annual Report on Form 10-K filed with the SEC on March 7, 2018. New risks
and uncertainties emerge from time to time, and it is not possible for us to predict all of the risks and uncertainties
that could have an impact on the forward-looking statements, including without limitation, risks and uncertainties
relating to:

●our ability to manage our growth, including acquiring, partnering with, and effectively integrating acquiredbusinesses into our infrastructure;

●our ability to retain our clients and revenue levels, including effectively migrating new clients and maintaining orgrowing the revenue levels of our new and existing clients;

●our ability to maintain operations in Pakistan and Sri Lanka in a manner that continues to enable us to offercompetitively priced products and services;

●our ability to keep pace with a rapidly changing healthcare industry;

●our ability to consistently achieve and maintain compliance with a myriad of federal, state, foreign, local, payor andindustry requirements, regulations, rules, laws and contracts;

●
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our ability to maintain and protect the privacy of confidential and protected Company, client and patient
information;

●our ability to protect and enforce intellectual property rights;

●
our ability to attract and retain key officers and employees, and the continued involvement of Mahmud Haq as
executive chairman, all of which are critical to growing our business and integrating of our newly acquired
businesses;

●our ability to comply with covenants contained in our credit agreement with our senior secured lender, SiliconValley Bank and other future debt facilities;

●our ability to compete with other companies developing products and selling services competitive with ours, andwho may have greater resources and name recognition than we have; and

●our ability to keep and increase market acceptance of our products and services.

Although we believe that the expectations reflected in the forward-looking statements contained in this Quarterly
Report on Form 10-Q are reasonable, we cannot guarantee future results, levels of activity, performance, or
achievements. Except as required by law, we are under no duty to update or revise any of such forward-looking
statements, whether as a result of new information, future events, or otherwise, after the date of this Quarterly Report
on Form 10-Q.

You should read this Quarterly Report on Form 10-Q with the understanding that our actual future results, levels of
activity, performance and events and circumstances may be materially different from what we expect.

All references to “MTBC,” “Medical Transcription Billing, Corp.,” “we,” “us,” “our” or the “Company” mean Medical
Transcription Billing, Corp. and its subsidiaries, except where it is made clear that the term means only the parent
company.

2
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PART I. FINANCIAL INFORMATION

Item 1. Condensed Consolidated Financial Statements (Unaudited)

MEDICAL TRANSCRIPTION BILLING, CORP.

CONDENSED CONSOLIDATED BALANCE SHEETS

March 31,
2018

December
31, 2017

(Unaudited)
ASSETS
CURRENT ASSETS:
Cash $3,541,070 $4,362,232
Accounts receivable - net of allowance for doubtful accounts of $206,000 and
$185,000 at March 31, 2018 and December 31, 2017, respectively 3,776,959 3,879,463

Contract asset 1,389,763 —
Current assets - related party 25,203 25,203
Prepaid expenses and other current assets 721,390 662,822
Total current assets 9,454,385 8,929,720
Property and equipment - net 1,339,675 1,385,743
Intangible assets - net 2,091,878 2,509,544
Goodwill 12,263,943 12,263,943
Other assets 469,916 436,713
TOTAL ASSETS $25,619,797 $25,525,663
LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES:
Accounts payable $730,239 $991,859
Accrued compensation 960,720 1,137,351
Accrued expenses 828,581 616,778
Deferred rent (current portion) 85,791 81,826
Deferred revenue (current portion) 41,191 62,104
Accrued liability to related party 10,663 10,675
Notes payable - other (current portion) 89,635 168,718
Contingent consideration (current portion) 503,066 505,557
Dividend payable 767,463 747,147
Total current liabilities 4,017,349 4,322,015
Notes payable - other 106,908 120,899
Deferred rent 295,907 333,788
Deferred revenue 27,639 28,615
Contingent consideration 84,983 97,854
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Deferred tax liability 410,072 372,072
Total liabilities 4,942,858 5,275,243
COMMITMENTS AND CONTINGENCIES (Note 7)
SHAREHOLDERS’ EQUITY:
Preferred stock, par value $0.001 per share - authorized 2,000,000 shares; issued and
outstanding 1,116,289 and 1,086,739 shares at March 31, 2018 and December 31,
2017, respectively

1,116 1,087

Common stock, $0.001 par value - authorized 19,000,000 shares; issued 12,405,973
and 12,271,390 shares at March 31, 2018 and December 31, 2017, respectively;
outstanding, 11,665,174 and 11,530,591 shares at March 31, 2018 and December 31,
2017, respectively

12,406 12,272

Additional paid-in capital 44,239,862 45,129,517
Accumulated deficit (21,990,229) (23,509,386)
Accumulated other comprehensive loss (924,216 ) (721,070 )
Less: 740,799 common shares held in treasury, at cost at March 31, 2018 and
December 31, 2017 (662,000 ) (662,000 )

Total shareholders’ equity 20,676,939 20,250,420
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY $25,619,797 $25,525,663

See notes to condensed consolidated financial statements.
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MEDICAL TRANSCRIPTION BILLING, CORP.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

Three Months Ended
March 31,
2018 2017

NET REVENUE $8,307,325 $8,220,074
OPERATING EXPENSES:
Direct operating costs 4,484,055 5,222,736
Selling and marketing 305,014 355,511
General and administrative 2,600,734 2,986,663
Research and development 255,880 280,849
Change in contingent consideration 31,749 (11,188 )
Depreciation and amortization 590,771 1,519,545
Restructuring charges - 275,628
Total operating expenses 8,268,203 10,629,744
OPERATING INCOME (LOSS) 39,122 (2,409,670 )
OTHER:
Interest income 5,285 3,421
Interest expense (74,081 ) (279,425 )
Other income - net 151,374 38,031
INCOME (LOSS) BEFORE INCOME TAXES 121,700 (2,647,643 )
Income tax provision 46,664 60,302
NET INCOME (LOSS) $75,036 $(2,707,945 )

Preferred stock dividend 775,332 202,579
NET LOSS ATTRIBUTABLE TO COMMON SHAREHOLDERS $(700,296 ) $(2,910,524 )
Loss per common share:
Basic and diluted loss per share $(0.06 ) $(0.29 )
Weighted-average basic and diluted shares outstanding 11,616,938 10,172,108

See notes to condensed consolidated financial statements.
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MEDICAL TRANSCRIPTION BILLING, CORP.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS (UNAUDITED)

Three Months Ended
March 31,
2018 2017

NET INCOME (LOSS) $75,036 $(2,707,945)
OTHER COMPREHENSIVE LOSS, NET OF TAX
Foreign currency translation adjustment (a) (203,146) (42,662 )
COMPREHENSIVE LOSS $(128,110) $(2,750,607)

(a) No tax effect has been recorded as the Company recorded a valuation allowance against the tax benefit from its
foreign currency translation adjustments.

See notes to condensed consolidated financial statements.
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MEDICAL TRANSCRIPTION BILLING, CORP.

CONDENSED CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY (UNAUDITED)

FOR THE THREE MONTHS ENDED MARCH 31, 2018

Preferred Stock Common Stock Additional
Paid-in Accumulated Accumulated Other Treasury

(Common)
Total
Shareholders’

Shares Amount Shares Amount Capital Deficit Comprehensive LossStock Equity

Balance-
December 31,
2017 before
adoption

1,086,739 $1,087 12,271,390 $12,272 $45,129,517 $(23,509,386) $(721,070) $(662,000) $20,250,420 

Cumulative
effect of
adopting ASC
606

- - - - - 1,444,121 - - 1,444,121

Balance-
January 1,
2018 after
adoption

1,086,739 $1,087 12,271,390 $12,272 $45,129,517 $(22,065,265) $(721,070) $(662,000) $21,694,541

Net income - - - - - 75,036 - - 75,036
Foreign
currency
translation
adjustment

- - - - - - (203,146) - (203,146 )

Issuance of
stock under the
Amended and
Restated
Equity
Incentive Plan

29,550 29 134,583 134 (163 ) - - - -

Stock-based
compensation,
net of cash
settlements

- - - - 112,090 - - - 112,090

Tax
withholding
obligations on
stock issued to
employees

- - - - (226,250 ) - - - (226,250 )

Preferred stock
dividends - - - - (775,332 ) - - - (775,332 )

1,116,289 $1,116 12,405,973 $12,406 $44,239,862 $(21,990,229) $(924,216) $(662,000) $20,676,939
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Balance -
March 31,
2018

See notes to condensed consolidated financial statements.
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MEDICAL TRANSCRIPTION BILLING, CORP.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

FOR THE THREE MONTHS ENDED MARCH 31, 2018 AND 2017

2018 2017
OPERATING ACTIVITIES:
Net income (loss) $75,036 $(2,707,945)
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating
activities:
Depreciation and amortization 590,771 1,519,545
Amortization of sales commissions 12,065 -
Deferred rent (16,736 ) (12,556 )
Deferred revenue (21,889 ) (15,105 )
Provision for doubtful accounts 78,556 164,745
Provision for deferred income taxes 38,000 54,000
Foreign exchange gain (146,939 ) (30,646 )
Interest accretion 48,712 55,819
Non-cash restructuring charges - 17,001
Stock-based compensation expense 127,691 129,347
Change in contingent consideration 31,749 (11,188 )
Changes in operating assets and liabilities:
Accounts receivable 23,948 248,383
Other assets 44,683 86,883
Accounts payable and other liabilities (212,266 ) (365,732 )
Net cash provided by (used in) operating activities 673,381 (867,449 )
INVESTING ACTIVITIES:
Capital expenditures (174,242 ) (212,117 )
Net cash used in investing activities (174,242 ) (212,117 )
FINANCING ACTIVITIES:
Preferred stock dividends paid (755,016 ) (202,579 )
Settlement of tax withholding obligations on stock issued to employees (213,675 ) -
Repayments of debt obligations (92,561 ) (764,791 )
Contingent consideration payments (47,111 ) (23,650 )
Other financing activities (5,674 ) (126,217 )
Net cash used in financing activities (1,114,037) (1,117,237)
EFFECT OF EXCHANGE RATE CHANGES ON CASH (206,264 ) (30,227 )
NET DECREASE IN CASH (821,162 ) (2,227,030)
CASH - Beginning of the period 4,362,232 3,476,880
CASH - End of period $3,541,070 $1,249,850
SUPPLEMENTAL NONCASH INVESTING AND FINANCING ACTIVITIES:
Dividends declared, not paid $767,463 $202,579
SUPPLEMENTAL INFORMATION - Cash paid during the period for:
Income taxes $20,153 $8,017
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Interest $9,741 $129,549

See notes to condensed consolidated financial statements.
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MEDICAL TRANSCRIPTION BILLING, CORP.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

AS OF AND FOR THE THREE MONTHS ENDED MARCH 31, 2018 AND 2017 (UNAUDITED)

1. Organization and Business

Medical Transcription Billing, Corp. (and together with its subsidiaries “MTBC” or the “Company”) is a healthcare
information technology company that offers an integrated suite of proprietary cloud-based electronic health records
and practice management solutions, together with related business services, to healthcare providers. The Company’s
integrated services are designed to help customers increase revenues, streamline workflows and make better business
and clinical decisions, while reducing administrative burdens and operating costs. The Company’s services include
full-scale revenue cycle management, electronic health records, and other technology-driven practice management
services for private and hospital-employed healthcare providers. MTBC has its corporate offices in Somerset, New
Jersey and maintains account management teams in various US offices and operates facilities in Pakistan and Sri
Lanka.

MTBC was founded in 1999 and incorporated under the laws of the State of Delaware in 2001. In 2004, MTBC
formed MTBC Private Limited (or “MTBC Pvt. Ltd.”) a 99.9% majority-owned subsidiary of MTBC based in Pakistan.
The remaining 0.01% of the shares of MTBC Pvt. Ltd. is owned by the founder and Executive Chairman of MTBC. In
2016, MTBC formed MTBC Acquisition Corp. (“MAC”), a Delaware corporation, in connection with its acquisition of
substantially all the assets of MediGain, LLC and its subsidiary, Millennium Practice Management Associates, LLC
(together “MediGain). MAC has a wholly-owned subsidiary in Sri Lanka, RCM MediGain Colombo, Pvt. Ltd. In
conjunction with its continued growth of its offshore operations in Pakistan and Sri Lanka, in April 2017, MTBC
began the winding down of its operations in India and Poland. These operations have been terminated and the
subsidiaries are being liquidated.

2. BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America (“GAAP”) for interim financial reporting and
as required by Regulation S-X, Rule 8-03. Accordingly, they do not include all of the information and notes required
by GAAP for complete financial statements. In the opinion of the Company’s management, the accompanying
unaudited condensed consolidated financial statements contain all adjustments (consisting of items of a normal and
recurring nature) necessary to present fairly the Company’s financial position as of March 31, 2018, the results of
operations for the three months ended March 31, 2018 and 2017 and cash flows for the three months ended March 31,
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2018 and 2017. When preparing financial statements in conformity with GAAP, the Company must make estimates
and assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities
at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ significantly from those estimates.

The condensed consolidated balance sheet as of December 31, 2017 was derived from our audited consolidated
financial statements. The accompanying unaudited condensed consolidated financial statements and notes thereto
should be read in conjunction with the audited consolidated financial statements for the year ended December 31,
2017, which are included in the Company’s Annual Report on Form 10-K, filed with the SEC on March 7, 2018.

Recent Accounting Pronouncements — From time to time, new accounting pronouncements are issued by the Financial
Accounting Standards Board (“FASB”) and are adopted by us as of the specified effective date. Unless otherwise
discussed, we believe that the impact of recently adopted and recently issued accounting pronouncements will not
have a material impact on our condensed consolidated financial position, results of operations and cash flows.

8

Edgar Filing: MEDICAL TRANSCRIPTION BILLING, CORP - Form 10-Q

16



The Company adopted Accounting Standards Update (“ASU”) 2014-09, Revenue from Contracts with Customers (ASC
606) on January 1, 2018 using a modified retrospective adoption methodology, whereby the cumulative impact of all
prior periods is recorded in accumulated deficit or other impacted balance sheet items upon adoption. The core
principle of this amendment is that an entity should recognize revenue to depict the transfer of promised goods or
services to customers in an amount that reflects the consideration to which the entity expects to be entitled in
exchange for those goods or services. Under the previous accounting standard, the criterion impacting the timing of
our revenue recognition was the requirement of fees to be either fixed or determinable, therefore, we did not recognize
revenue for medical billing claims until we were notified of these collections, as the fees were not fixed or
determinable until such time. The new guidance does not limit the recognition of revenue to only fees that are fixed or
determinable. Instead, the standard focuses on recognizing revenue as value is transferred to customers. The impact as
of January 1, 2018 on our medical billing services is a revenue recognition and reporting model that reflects revenue
recognized over time rather than delaying the recognition of revenue until the point in time in which the fees to be
charged become determinable. The impact to the accumulated deficit as of January 1, 2018 for the contract asset
related to medical billing revenue was approximately $1.3 million. There was no material impact to the Company’s
other revenue streams.

The Company determined that the only significant incremental cost incurred to obtain contracts within the scope of
ASC 606, are sales commissions paid to sales people and outside referral sources. Under the new standard, certain
costs to obtain a contract, which we previously expensed, are deferred and amortized over the period of contract
performance or a longer period, generally the expected client life. The impact to the accumulated deficit as of January
1, 2018 was approximately $101,000. As of March 31, 2018, the capitalized sales commissions were approximately
$105,000. Amortization of capitalized sales commissions for the three months ended March 31, 2018 was
approximately $12,000.

The following table reconciles the balances as presented for the three months ended March 31, 2018 to the balances
prior to the adjustments made to implement the new revenue recognition standard for the same period:

As
Presented

Impact of
New
Revenue
Standard

Previous
Revenue
Standard

NET REVENUE $8,307,325 $ 47,071 $8,260,254
OPERATING EXPENSES:
Direct operating costs 4,484,055 - 4,484,055
Selling and marketing 305,014 (3,537 ) 308,551
General and administrative 2,600,734 - 2,600,734
Research and development 255,880 - 255,880
Change in contingent consideration 31,749 - 31,749
Depreciation and amortization 590,771 - 590,771
Restructuring charges - - -
Total operating expenses 8,268,203 (3,537 ) 8,271,740
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OPERATING INCOME (LOSS) 39,122 50,608 (11,486 )
OTHER:
Interest income 5,285 - 5,285
Interest expense (74,081 ) - (74,081 )
Other income - net 151,374 - 151,374
INCOME BEFORE INCOME TAXES 121,700 50,608 71,092
Income tax provision 46,664 - 46,664
NET INCOME $75,036 $ 50,608 $24,428

Preferred stock dividend 775,332 - 775,332
NET (LOSS) INCOME ATTRIBUTABLE TO COMMON SHAREHOLDERS $(700,296 ) $ 50,608 $(750,904 )
Loss per common share:
Basic and diluted loss per share $(0.06 ) $ 0.00 $(0.06 )

These condensed consolidated financial statements include enhanced disclosures, particularly around the contract
asset and the disaggregation of revenue. See Note 9, “Revenue,” for these enhanced disclosures.

9
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In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842). The new standard will require
organizations that lease assets — referred to as “lessees” — to recognize on the balance sheet the assets and liabilities for the
rights and obligations created by those leases. Under the new guidance, a lessee will be required to recognize assets
and liabilities for leases with lease terms of more than 12 months. Consistent with current GAAP, the recognition,
measurement and presentation of expenses and cash flows arising from a lease by a lessee primarily will depend on its
classification as a finance or operating lease. However, unlike current GAAP — which requires only capital leases to be
recognized on the balance sheet — the new ASU will require both types of leases to be recognized on the balance sheet.
The amendments in this ASU are effective for financial statements issued for annual periods beginning after
December 15, 2018 with earlier adoption permitted. The Company is currently evaluating the impact of this new
standard.

Also in January 2017, the FASB issued ASU No. 2017-04, Intangibles – Goodwill and Other (Topic 350): Simplifying
the Accounting for Goodwill Impairment. The ASU modifies the accounting for goodwill impairment with the
objective of simplifying the process of determining impairment levels. Specifically, the amendments in the ASU
eliminate a step in the goodwill impairment test which requires companies to develop a hypothetical purchase price
allocation when analyzing goodwill impairment. This eliminates the need for companies to estimate the fair value of
individual existing assets and liabilities within a reporting unit. Instead, goodwill impairment will now be the amount
by which a reporting unit’s total carrying value exceeds its fair value, not to exceed the carrying amount of goodwill.
All other aspects of the goodwill impairment test process have remained the same. The ASU is effective for annual
periods beginning in the year 2020, with early adoption permitted for any impairment tests after January 1, 2017. The
Company has elected to early adopt ASU 2017-04. There is currently no impact on the condensed consolidated
financial statements as a result of this adoption.

On February 14, 2018, the FASB issued ASU 2018-02, Income Statement-Reporting Comprehensive Income (Topic
220): Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income. These amendments
provide financial statement preparers with an option to reclassify stranded tax effects within accumulated other
comprehensive income to retained earnings in each period in which the effect of the change in the U.S. federal
corporate income tax rate in the Tax Cuts and Jobs Act is recorded. This guidance is effective for fiscal years
beginning after December 15, 2018, and interim periods therein. Early adoption is permitted. We are currently
assessing the impact this guidance will have on our consolidated financial statements.

3. ACQUISITION

2017 Acquisition

Effective July 1, 2017, the Company purchased substantially all of the assets of Washington Medical Billing, LLC
(“WMB”), a Washington limited liability company. In accordance with the asset purchase agreement, the Company
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agreed to a non-refundable initial payment (the “Initial Payment Amount”) of $205,000. In addition to the Initial
Payment Amount, the Company agreed to pay the sellers a percentage of revenue collected from the WMB accounts
for the three years, subsequent to the acquisition date to the extent such amounts in the aggregate exceed the Initial
Payment Amount (the “WMB Installment Payments”). Based on the Company’s revenue forecast, it does not appear that
there will be any WMB Installment Payments and therefore the aggregate purchase price of WMB was determined to
be $205,000.

Revenue earned from the WMB acquisition was approximately $66,000 during the three months ended March 31,
2018.

Pro forma financial information (Unaudited)

The unaudited pro forma information below represents condensed consolidated results of operations as if the WMB
acquisition occurred on January 1, 2017. The pro forma information has been included for comparative purposes and
is not indicative of results of operations of the Company would have had if the acquisitions occurred on the above
date, nor is it necessarily indicative of future results. Pro forma information for the three months ended March 31,
2018 is not presented as there was no acquisition which was not fully reflected in the Company’s condensed
consolidated financial statements during those three months.

10
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Three
Months Ended
March 31,
2017

Total revenue $ 8,481,699
Net loss attributable to common shareholders $ (2,895,181 )
Net loss per common share $ (0.28 )

4. GOODWILL AND INTANGIBLE ASSETS-NET

Goodwill consists of the excess of the purchase price over the fair value of identifiable net assets of businesses
acquired. The following is the summary of the changes to the carrying amount of goodwill for the three months ended
March 31, 2018 and the year ended December 31, 2017:

March 31,
2018

December
31, 2017

Beginning gross balance $12,263,943 $12,178,868
Acquisitions - 85,075
Ending gross balance $12,263,943 $12,263,943

Intangible assets include customer contracts and relationships and covenants not-to-compete acquired in connection
with acquisitions, as well as trademarks acquired and software costs. Intangible assets - net as of March 31, 2018 and
December 31, 2017 consist of the following:

March 31,
2018

December
31, 2017

Contracts and relationships acquired $16,491,300 $16,491,300
Non-compete agreements 1,236,377 1,236,377
Other intangible assets 1,509,896 1,498,417
Total intangible assets 19,237,573 19,226,094
Less: Accumulated amortization (17,145,695) (16,716,550)
Intangible assets - net $2,091,878 $2,509,544

Amortization expense was approximately $440,000 and $1.4 million for the three months ended March 31, 2018 and
2017, respectively. The weighted-average amortization period is three years.
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As of March 31, 2018, future amortization scheduled to be expensed is as follows:

Years ending
December 31
2018 (nine months) $1,151,451
2019 842,870
2020 93,942
2021 3,615
Total $2,091,878
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5. NET LOss per COMMON share

The following table presents the weighted-average shares outstanding for basic and diluted net loss per share for the
three months ended March 31, 2018 and 2017:

Three Months Ended
March 31,
2018 2017

Basic and Diluted:
Net loss attributable to common shareholders $(700,296 ) $(2,910,524 )
Weighted average shares applicable to common shareholders used in computing basic
and diluted loss per share 11,616,938 10,172,108

Net loss attributable to common shareholders per share - Basic and Diluted $(0.06 ) $(0.29 )

All unvested restricted stock units (“RSUs”), the 200,000 warrants granted to Opus Bank (“Opus”), the 125,000 warrants
granted to Silicon Valley Bank (“SVB”) and the two million warrants issued during the second quarter of 2017 as part of
the sale of common stock have been excluded from the above calculations as they were anti-dilutive. Vested RSUs
and vested restricted shares have been included in the above calculations.

6. Debt

SVB — During October 2017, the Opus credit facility was replaced with a revolving line of credit from SVB under a
three-year agreement. The SVB credit facility is a $5 million secured revolving line of credit where borrowings are
based on a formula of 200% of repeatable revenue adjusted by an annualized attrition rate as defined in the credit
facility agreement. The full $5 million facility is currently available to the Company. Interest on the SVB revolving
line of credit is charged at the prime rate plus 1.75%. There is also a fee of one-half of 1% annually for the unused
portion of the credit line. The debt is secured by all of the Company’s domestic assets and 65% of the shares in its
offshore facilities. Future acquisitions are subject to approval by SVB.

In connection with the SVB debt agreement, the Company paid SVB approximately $50,000 of fees upfront and
issued warrants for SVB to purchase 125,000 shares of its common stock, and committed to pay an annual anniversary
fee of $50,000 a year. Based on the terms in the SVB credit agreement, the warrants have a strike price equal to $3.92.
They have a five-year exercise window and net exercise rights, and were valued at $3.12 per warrant. The SVB credit
agreement contains various covenants and conditions governing the revolving line of credit. These covenants include
a minimum level of adjusted EBITDA and a minimum liquidity ratio. At March 31, 2018, the Company was in
compliance with all covenants.
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Opus — On September 2, 2015, the Company entered into a credit agreement with Opus. Opus extended a credit facility
totaling $10 million to the Company, inclusive of $8 million of term loans and a $2 million revolving line of credit.
The Company’s obligations to Opus were secured by substantially all of the Company’s domestic assets and 65% of the
shares in its offshore subsidiaries. During October 2017, the Opus credit facility was fully paid and then closed and
replaced with the SVB facility.

Vehicle Financing Notes — The Company financed certain vehicle purchases both in the United States and in Pakistan.
The vehicle financing notes have three to six year terms and were issued at current market rates.

Insurance Financing — The Company finances certain insurance purchases over the term of the policy life. The interest
rate charged is 5.25%.
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7. Commitments and Contingencies

Legal Proceedings — The Company is subject to legal proceedings and claims which have arisen in the ordinary course
of business and have not been fully adjudicated. These actions, when ultimately concluded and determined, will not,
in the opinion of management, have a material adverse effect upon the consolidated financial position, results of
operations, or cash flows of the Company.

Leases — The Company leases certain office space and other facilities under operating leases expiring through 2021.
Certain of these leases contain renewal options. There is an offshore lease with monthly rent payments of
approximately $22,000 that has a three-month cancellation provision. The Company also has month to month leases
for its US corporate facility and other locations amounting to $12,000 per month which it expects to remain month to
month (See Note 8).

Future minimum lease payments under non-cancelable operating leases for office space as of March 31, 2018 are as
follows:

Years Ending December 31 Total
2018 (nine months) $229,310
2019 179,453
Total $408,763

Total rental expense, included in direct operating costs and general and administrative expense in the condensed
consolidated statements of operations, amounted to approximately $216,000 and $229,000 for the three months ended
March 31, 2018 and 2017, respectively.

Acquisitions — In connection with some of the Company’s acquisitions, contingent consideration as of March 31, 2018
is payable in cash through 2019, which represents the date through which contingent payments are forecasted to be
required. Depending on the terms of the agreement, if the performance measures are not achieved, the Company may
pay less than the recorded amount, and if the performance measures are exceeded, the Company may pay more than
the recorded amount.

8. Related PARTIES
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The Company had sales to a related party, a physician who is the wife of the Executive Chairman. Revenues from this
customer were approximately $4,000 for both the three months ended March 31, 2018 and 2017. As of March 31,
2018 and December 31, 2017, the receivable balance due from this customer was approximately $1,300 and $1,900,
respectively.

The Company is a party to a nonexclusive aircraft dry lease agreement with Kashmir Air, Inc. (“KAI”), which is owned
by the Executive Chairman. The Company recorded an expense of approximately $32,000 for both the three months
ended March 31, 2018 and 2017. As of March 31, 2018 and December 31, 2017, the Company had a liability
outstanding to KAI of approximately $11,000, which is included in accrued liability to related party in the condensed
consolidated balance sheets.

The Company leases its corporate offices in New Jersey, its temporary housing for its foreign visitors, a storage
facility and its backup operations center in Bagh, Pakistan, from the Executive Chairman. The related party rent
expense for the three months ended March 31, 2018 and 2017 was approximately $48,000 and $46,000, respectively,
and is included in direct operating costs and general and administrative expense in the condensed consolidated
statements of operations. Current assets-related party in the condensed consolidated balance sheets includes security
deposits related to the leases of the Company’s corporate offices in the amount of approximately $13,000 as of both
March 31, 2018 and December 31, 2017. The March 31, 2018 balance also includes prepaid rent paid to the Executive
Chairman of approximately $12,000.
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9. REVENUE

The Company accounts for revenue in accordance with ASC 606, Revenue from Contracts with Customers, which was
adopted January 1, 2018 using the modified retrospective method. All revenue is recognized as our performance
obligations are satisfied. A performance obligation is a promise in a contract to transfer a distinct good or service to a
customer, and is the unit of account under ASC 606. Under the new standard, the Company recognizes revenue when
the services begin on the medical billing claims, which is generally upon receipt of the claim from the provider. For
medical billing services, the Company estimates the value of the consideration it will earn over the remaining
contractual period as our services are provided and recognizes the fees over the term; this estimation involves
predicting the amounts our clients will ultimately collect associated with the services they provided. Certain
significant estimates, such as payment-to-charge ratios, effective billing rates and the estimated contractual payment
periods are required to measure medical billing revenue under the new standard. The timing of the revenue recognition
of our other revenue streams were not materially impacted by the adoption of ASC 606.

All of our revenue is derived from contracts with customers and is reported as revenue in the condensed consolidated
statements of operations. In many cases, our clients may terminate their agreements with 90 days’ notice without
cause, thereby limiting the term in which we have enforceable rights and obligations, although this time period can
vary between clients. Our payment terms are normally net 30 days. We provide value to our clients over the term of
the contract and recognize revenue ratably over the term, which is consistent with the measure of progress. In the
event that we are entitled to variable consideration for services provided during a specific time period, fees for these
services are allocated to and recognized over the specific time period. Our contracts contain penalty clauses for early
termination. Although our contracts have stated terms of one or more years, under ASC 606 our contracts are
considered month to month, and accordingly, there is no financing component.

Disaggregation of Revenue from Contracts with Customers

We derive revenue from six primary sources: medical billing services, ancillary services, printing and mailing,
clearinghouse and EDI (electronic data interchange) services, EnrollmentPlusTM and professional services. All of our
current contracts with customers contain a single performance obligation. For contracts where we provide multiple
services such as where we perform multiple ancillary services, each service represents its own performance obligation.
Selling prices are based on the contractual price for the service.

The following table represents a disaggregation of revenue for the three months ended March 31:

2018 2017

Edgar Filing: MEDICAL TRANSCRIPTION BILLING, CORP - Form 10-Q

27



Medical billing revenue $7,392,390 $7,332,635
Ancillary services 248,637 283,657
Printing and mailing 348,243 346,793
Clearinghouse and EDI services 193,439 186,335
EnrollmentPlus 83,657 -
Professional services 40,959 70,654
Total $8,307,325 $8,220,074

We apply the portfolio approach as permitted by ASC 606 as a practical expedient to contracts with similar
characteristics and we use estimates and assumptions when accounting for those portfolios. Our contracts generally
include standard commercial payment terms. We have no significant obligations for refunds, warranties or similar
obligations and our revenue does not include taxes collected from our customers.

Medical billing revenue:

Medical billing is the recurring process of submitting and following up on claims with health insurance companies in
order for the healthcare providers to receive payment for the services they rendered. MTBC invoices customers on a
monthly basis based on the actual collections received by its customers and the agreed-upon rate in the sales contract.
The series of services under medical billing revenue includes practice management software and related tools,
electronic health records, revenue cycle management services and mobile health solutions. We consider the series of
services provided under our medical billing contracts to be one performance obligation since the promises are not
distinct in the context of the contract.
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Substantially all of our medical billing contracts contain variable consideration and we estimate the variable
consideration which we expect to be entitled to over the contractual period associated with our medical billing
contracts, which begins no earlier than go-live and recognize the fees over the term. When a contract includes variable
consideration, we evaluate the estimate of the variable consideration to determine whether the estimate needs to be
constrained; therefore, we include the variable consideration in the transaction price only to the extent that it is
probable that a significant reversal of the amount of cumulative revenue recognized will not occur when the
uncertainty associated with the variable consideration is subsequently resolved. For the majority of our medical billing
contracts, the total contractual price is variable because our obligation is to process an unknown quantity of
transactions, as and when requested by our customers, over the contract period. We allocate the variable price to each
claim processed using the time-series concept and recognize revenue based on the most likely amount of consideration
to which we will be entitled to, which is generally the amount we have the right to invoice. Estimates to determine the
variable consideration such as payment to charge ratios, effective billing rates, and the estimated contractual payment
periods are updated at each reporting date.

The contract asset in the condensed consolidated balance sheet represents the revenue associated with the amounts our
clients will ultimately collect associated with the services they have provided and the relative fee we charge associated
with those collections. The performance obligations as of January 1, 2018 were substantially recognized in the quarter
ended March 31, 2018. As of March 31, 2018, the estimated revenue expected to be recognized in the future related to
the remaining performance obligations was approximately $1.4 million. We expect to recognize substantially all of the
revenue for the remaining performance obligations over the next 3 months.

Our medical billing performance obligations consist of a series of distinct services that are substantially the same and
have the same periodic pattern of transfer to our customers. We consider each periodic rendering of service to be a
distinct performance obligation and, accordingly, recognize revenue over time.

Other revenue streams:

Ancillary services represent services such as coding and transcription that are rendered in connection with the delivery
of medical billing and related services. The Company invoices customers monthly, based on the actual amount of
services performed at the agreed upon rate in the contract. These services are only offered to medical billing
customers. These services do not represent a material right because the services are optional to the customer and
customers electing these services are charged the same price for those services as if they were on a standalone basis.
Each individual coding or transcription transaction processed represents a performance obligation, which is satisfied
once that individual service is completed.

The Company provides printing and mailing services for a non-medical billing customer and invoices on a monthly
basis based on the number of prints, the agreed-upon rate per print and the postage incurred. The performance
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obligation is satisfied once the printing and mailing is completed.

The medical billing clearinghouse takes claim information from customers, checks the claims for errors and sends this
information electronically to insurance companies. MTBC invoices customers on a monthly basis based on the
number of claims submitted and the agreed-upon rate in the agreement. This service is provided to non-medical billing
customers. The performance obligation is satisfied once the relevant submissions are completed.

MTBC also provides implementation and professional services to clearinghouse customers and records revenue
monthly on a time and materials basis. This is a separate performance obligation from the clearinghouse and EDI
services provided. The performance obligation is satisfied once the implementation or professional services is
completed.

For the EnrollmentPlus product, the Company receives a monthly fee per member for providing an electronic
interchange for the enrollment of a customer’s members using a platform that the Company developed. EnrollmentPlus
automates the customer’s processing and enrollment of new members. The performance obligation is satisfied once the
enrollment of members is completed.
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For all of the above revenue streams, revenue is recognized over time, when invoiced, which closely matches point in
time recognition, as the customer simultaneously receives and consumes the benefits provided by the Company. Each
of the services provided above is considered a separate performance obligation and is satisfied over time, which is
typically one month or less.

Information about contract balances:

Accounts receivable are shown separately at their net realizable value in our condensed consolidated balance sheets.
Amounts that we are entitled to collect under the applicable contract are recorded as accounts receivable. Invoicing is
performed at the end of each month when the services have been provided. The contract asset results from our medical
billing services and is due to the timing of revenue recognition, submission of claims from our customers and
payments from the insurance providers. The contract asset includes our right to payment for services already
transferred to a customer when the right to payment is conditional on something other than the passage of time. For
example, contracts for medical billing services where we recognize revenue over time but do not have a contractual
right to payment until the customer receives payment of their claim from the insurance provider. The contract asset
was approximately $1.4 million as of March 31, 2018. Changes in the contract asset are recorded as adjustments to net
revenues and primarily result from providing services to customers that result in additional consideration and are
offset by our right to payment for services becoming unconditional. Deferred revenue represents sign-up fees received
from customers that are amortized over 3 years. The opening and closing balances of the Company’s accounts
receivable, contract asset and deferred revenue are as follows:

Accounts
Receivable,
Net

Contract
Asset

Deferred
Revenue
(current)

Deferred
Revenue
(long
term)

Beginning balance as of January 1, 2018 $3,879,463 $1,342,692 $62,104 $ 28,615
(Decrease) increase, net (102,504 ) 47,071 (20,913 ) (976 )
Ending balance as of March 31, 2018 $3,776,959 $1,389,763 $41,191 $ 27,639

Deferred commissions:

Our sales incentive plans include commissions payable to employees and third parties at the time of initial contract
execution that are capitalized as incremental costs to obtain a contract. The capitalized commissions are amortized
over the period the related services are transferred. As we do not offer commissions on contract renewals, we have
determined the amortization period to be the estimated client life, which is 3 years. Deferred commissions were
approximately $105,000 at March 31, 2018 and are included in the Other Assets lines in our condensed consolidated
balance sheets.
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10. STOCK-BASED COMPENSATION

In April 2014, the Company adopted its Equity Incentive Plan, reserving 1,351,000 shares of common stock for grants
to employees, officers, directors and consultants. During April 2017, this plan was amended and restated whereby an
additional 1,500,000 shares of common stock and 100,000 shares of Series A Preferred Stock were added to the plan
for future issuance. As of March 31, 2018, 1,212,234 shares of common stock and 27,200 shares of Series A Preferred
Stock are available for grant under our equity incentive plan. Permissible awards include incentive stock options,
non-statutory stock options, stock appreciation rights, restricted stock, RSUs, performance stock and cash-settled
awards and other stock-based awards in the discretion of the Compensation Committee of the Board of Directors
including unrestricted stock grants.

The equity based RSUs contain a provision in which the units shall immediately vest and become converted into
common shares at the rate of one common share per RSU, immediately after a change in control, as defined in the
award agreement.

Common stock

During the third quarter of 2017, a total of 200,000 RSUs of common stock were granted equally to the four outside
members of the Board of Directors and a total of 300,000 RSUs of common stock were granted equally to three
executive officers. The RSUs vest over the next two years, at six month intervals.
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The following table summarizes the RSU transactions related to the common stock under our equity incentive plan for
the three months ended March 31, 2018:

Outstanding and unvested at January 1, 2018 605,969
Granted -
Vested (150,482)
Forfeited (1,000 )
Outstanding and unvested at March 31, 2018 454,487

Of the total outstanding and unvested at March 31, 2018, 441,251 RSUs are classified as equity and 13,236 RSUs are
classified as a liability.

The liability for the cash-settled awards was approximately $11,000 and $41,000 at March 31, 2018 and December 31,
2017, respectively, and is included in accrued compensation in the condensed consolidated balance sheets.

Stock-based compensation expense

The Company recognizes compensation expense on a straight-line basis over the total requisite service period for the
entire award. For stock awards classified as equity, the market price of our common stock or Preferred Stock on the
date of grant is used in recording the fair value of the award. For stock awards classified as a liability, the earned
amount is marked to market based on the end of period common stock price. The following table summarizes the
components of share-based compensation expense for the three months ended March 31, 2018 and 2017:

Stock-based compensation included in the Condensed Consolidated Statement of
Operations:

Three Months Ended
March 31,
2018 2017

Direct operating costs $1,384 $2,777
General and administrative 125,926 125,291
Research and development 381 1,279
Total stock-based compensation expense $127,691 $129,347

11. INCOME TAXES
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The deferred income tax provision for the three months ended March 31, 2018 and 2017 primarily relates to the
amortization of goodwill.

Although the Company is forecasting a return to profitability, it has incurred cumulative losses which make realization
of a deferred tax asset difficult to support in accordance with ASC 740. Accordingly, a valuation allowance has been
recorded against all Federal and state deferred tax assets as of March 31, 2018 and December 31, 2017.

The Company’s plan to repatriate earnings in its foreign locations to the United States requires that U.S. federal
income taxes be provided on the Company’s earnings in those foreign locations. For state tax purposes, the Company’s
foreign earnings generally are not taxed due to an exemption available in states where the Company currently
transacts business.

On December 22, 2017, the Tax Cuts and Jobs Act (the “Act”) was enacted. Effective January 1, 2018, among other
changes, the Act (a) reduces the U.S. federal corporate tax rate to 21 percent, provides for a deemed repatriation and
taxation at reduced rates on historical earnings (a “Transition Tax”) of certain non-US subsidiaries owned by U.S.
companies and establishes new mechanisms to tax such earnings going forward. For the Transition Tax, further
information is required to finalize the estimated amount of accumulated foreign earnings as well as to validate the
amount of earnings represented by the aggregate foreign cash position as defined in the Tax Act. We expect to
complete our analysis within the measurement period in accordance with Staff Accounting Bulletin (“SAB”) 118.
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The Act includes a provision effective January 1, 2018 for a global intangible low-taxed income (“GILTI”) tax, which is
a new U.S. income inclusion of certain foreign earnings under the Subpart F tax regulations, but ultimately allowable
to be offset by the Company’s available net operating loss carryover. Companies can account for the GILTI inclusion
in either the period incurred or establish deferred tax liabilities for the expected future taxes associated with
accumulated GILTI. The Company elected to record the GILTI provisions as they are incurred each period.

The Company will continue to analyze the effects of the Act on its consolidated financial statements and operations.
Our estimates are subject to change as we review the data available and any additional guidance. Any additional
impacts from the enactment of the Act will be recorded as they are identified during the measurement period as
provided in SAB 118. No provisional amounts were recorded during the quarter ended March 31, 2018.

12. RESTRUCTURING CHARGES

During March 2017, the Company decided to close its operations in Poland and India. In connection with the closing
of these subsidiaries, in the first quarter of 2017, the Company expensed approximately $276,000 of restructuring
charges representing primarily employee severance costs, remaining lease and termination fees, disposal of property
and equipment and professional fees. The Company does not expect to record any additional restructuring charges for
these closures.

13. FAIR VALUE OF FINANCIAL INSTRUMENTS

As of March 31, 2018 and December 31, 2017, the carrying amounts of receivables, accounts payable and accrued
expenses approximated their estimated fair values because of the short term nature of these financial instruments.

Fair value measurements-Level 2

Our notes payable are carried at cost and approximate fair value since the interest rates being charged approximate
market rates.

Contingent Consideration
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The Company’s contingent consideration of approximately $588,000 and $603,000 as of March 31, 2018 and
December 31, 2017, respectively, are Level 3 liabilities. The fair value of the contingent consideration at March 31,
2018 and December 31, 2017 was primarily driven by changes in revenue estimates related to the acquisitions during
2015 and 2016, the passage of time and the associated discount rate. Due to the number of factors used to determine
contingent consideration, it is not possible to determine a range of outcomes. Subsequent adjustments to the fair value
of the contingent consideration liability will continue to be recorded in the Company’s results of operations until all
contingencies are settled.

The following table provides a reconciliation of the beginning and ending balances for the contingent consideration
measured at fair value using significant unobservable inputs (Level 3):

Fair Value
Measurement at
Reporting Date
Using Significant
Unobservable Inputs,
Level 3
Three Months Ended
March 31,
2018 2017

Balance - January 1, $603,411 $929,549
Change in fair value 31,749 (11,188 )
Payments (47,111 ) (23,650 )
Balance - March 31, $588,049 $894,711
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15. SUBSEQUENT EVENTS

During April 2018, the Company completed a $10.5 million offering of its Preferred Stock and received net proceeds
of approximately $9.4 million.

On May 3, 2018, the Company executed an asset purchase agreement (“APA”) to acquire substantially all of the revenue
cycle, practice management, and group purchasing organization assets of Orion Healthcorp Inc., and 13 of its
subsidiaries, (together “Orion”). The purchase price is based on an evaluation of the assets acquired and is currently
estimated to be between approximately $10-12 million. The actual purchase price will be determined prior to closing
and can exceed $12 million based on the final evaluation. The Company will deposit $1 million into escrow, which
will be credited towards the purchase price at closing or returned to the Company if the transaction is terminated for
reasons other than a breach by the Company. The $1 million deposit will be funded from the cash on hand. The
purchase price will be paid in cash and the assumption of certain specified liabilities.

Orion has pending cases under Chapter 11 of the United States Bankruptcy Code in the bankruptcy court. The sale of
Orion’s medical billing business assets will be conducted under the auction process of Section 363 of the Bankruptcy
Code, and the APA will serve as a stalking horse bid that will be subject to potentially higher and otherwise better
bids from other bidders at the proposed auction. Subject to certain conditions, if the APA is terminated, Orion must
pay a break-up fee to MTBC equal to $400,000 and reimburse MTBC’s expenses up to $200,000.

The APA also remains subject to the satisfaction of certain closing conditions, including bankruptcy court approval
and the absence of certain material adverse events. No assurance can be given that the proposed transaction with
Orion will be consummated at all or, if consummated, will be consummated on the terms and conditions set forth in
the APA.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following is a discussion of our consolidated financial condition and results of operations for the three months
ended March 31, 2018 and 2017 and other factors that are expected to affect our prospective financial condition. The
following discussion and analysis should be read together with our Condensed Consolidated Financial Statements and
related notes beginning on page 4 of this Quarterly Report on Form 10-Q.

Some of the statements set forth in this section are forward-looking statements relating to our future results of
operations. Our actual results may vary from the results anticipated by these statements. Please see “Forward-Looking
Statements” on page 2 of this Quarterly Report on Form 10-Q.

Overview

MTBC is a healthcare information technology company that provides a fully integrated suite of proprietary web-based
solutions, together with related business services, to healthcare providers. Our integrated Software-as-a-Service (“SaaS”)
platform is designed to help our clients increase revenues, streamline workflows and make better business and clinical
decisions, while reducing administrative burdens and operating costs. We are able to deliver our leading solutions at
very competitive prices because we leverage our proprietary software, which automates our workflows and increases
efficiency, together with our highly educated and specialized offshore workforce of more than approximately 1,700
team members at labor costs that we believe are approximately one-tenth the cost of comparable U.S. employees.

Our flagship offering, PracticePro™, empowers healthcare practices with the core software and business services they
need to address industry challenges on one unified SaaS platform. We deliver powerful, integrated and easy-to-use
solutions to healthcare practices, which enable them to efficiently operate their businesses, manage clinical workflows
and receive timely payment for their services. PracticePro consists of the following services which together constitute
medical billing revenue:

●Practice management software and related tools, which facilitate the day-to-day operation of a medical practice;

●Electronic health records (“EHR”), which are easy to use, highly ranked, and allow our clients to reduce paperwork andqualify for government incentives;

●Revenue cycle management (“RCM”) services, which include end-to-end medical billing, analytics, and relatedservices; and

●Mobile Health (“mHealth”) solutions, including smartphone applications that assist patients and healthcare providers inthe provision of healthcare services.
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While many of our clients leverage our full PracticePro suite, we also have a number of clients who utilize other
popular EHR software, and for which we provide RCM services, including medical billing, analytics, and related
services.

Adoption of our solutions requires little or no upfront expenditure by a practice. Additionally, our financial
performance is linked directly to the financial performance of our clients because the vast majority of our revenues are
based on a percentage of our clients’ collections. The standard fee for our complete, integrated, end-to-end solution is
among the lowest in the industry.

Our growth strategy involves two primary approaches acquiring smaller RCM companies and then migrating the
clients of those companies to our solutions, as well as growing organically through referrals from industry partners
and our clients. Both prongs of our strategy have yielded positive results for us historically. The RCM service industry
is highly fragmented, with many local and regional RCM companies serving small medical practices. We believe that
the industry is ripe for consolidation and that we can achieve significant growth through acquisitions. We further
believe that it is becoming increasingly difficult for traditional RCM companies to meet the growing technology and
business service needs of healthcare providers without a significant investment in information technology
infrastructure. Since the Company went public in July 2014, we have acquired substantially all of the assets of 10
RCM companies. Although the specific arrangements have varied with each transaction, typical arrangements include
a deeply-discounted price, consideration which is tied to revenues from customer relationships acquired, and
structuring the acquisition as an asset purchase so as to limit our liability. We typically use our technology and our
cost-effective offshore team to reduce costs promptly after the transaction closes, although there will be initial costs
associated with the integration of the new businesses with our existing operations.
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We believe we will also be able to further accelerate organic growth by partnering with industry participants,
obtaining referrals and utilizing them as channel partners to offer integrated solutions to their clients. We have entered
into arrangements with industry participants from which we began to derive revenue starting in mid-2014, including
emerging EHR providers and other healthcare vendors that lack a full suite of solutions. We have developed
application interfaces with numerous EHR systems, together with device and lab integration.

Our continued investment in sales and marketing during 2018 has helped us sign new customers which we expect will
accelerate organic growth. Our newly launched talkEHRTM is a free medical billing product, but is designed to
encourage users to upgrade to a revenue-generating, premium billing solution. Since the third quarter launch of
talkEHR, approximately 550 providers have signed-up for talkEHR, with 85 as active users. Nine providers have
already upgraded to our premium billing. As we move forward, we intend to continue to strategically promote
talkEHR to new users, while encouraging providers who have already signed-up to actively use talkEHR in their
day-to-day practice and upgrade to our premium billing solution.

Our offshore operations in Pakistan and Sri Lanka accounted for approximately 32% and 25% of total expenses for
the three months ended March 31, 2018 and 2017, respectively. A significant portion of those expenses were
personnel-related costs (approximately 79% and 80% of foreign costs for the three months ended March 31, 2018 and
2017, respectively). Because personnel-related costs are significantly lower in Pakistan and Sri Lanka than in the U.S.
and many other offshore locations, we believe our offshore operations give us a competitive advantage over many
industry participants. All of the medical billing companies that we have acquired used domestic labor or
subcontractors from higher cost locations to provide all or a substantial portion of their services. We are able to
achieve significant cost reductions as we shift these labor costs to our offshore operations.

Key Performance Measures

We consider numerous factors in assessing our performance. Key performance measures used by management,
including adjusted EBITDA, adjusted operating income, adjusted operating margin, adjusted net income and adjusted
net income per share, are non-GAAP financial measures, which we believe better enable management and investors to
analyze and compare the underlying business results from period to period.

These non-GAAP financial measures should not be considered in isolation, or as a substitute for or superior to,
financial measures calculated in accordance with accounting principles generally accepted in the United States of
America (“GAAP”). Moreover, these non-GAAP financial measures have limitations in that they do not reflect all the
items associated with the operations of our business as determined in accordance with GAAP. We compensate for
these limitations by analyzing current and future results on a GAAP basis as well as a non-GAAP basis, and we
provide reconciliations from the most directly comparable GAAP financial measures to the non-GAAP financial
measures. Our non-GAAP financial measures may not be comparable to similarly titled measures of other companies.
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Other companies, including companies in our industry, may calculate similarly titled non-GAAP financial measures
differently than we do, limiting the usefulness of those measures for comparative purposes.

Adjusted EBITDA, adjusted operating income, adjusted operating margin, adjusted net income and adjusted net
income per share provide an alternative view of performance used by management and we believe that an investor’s
understanding of our performance is enhanced by disclosing these adjusted performance measures.

Adjusted EBITDA excludes the following elements which are included in GAAP net income (loss):

●Income tax expense or the cash requirements to pay our taxes;
●Interest expense, or the cash requirements necessary to service interest on principal payments, on our debt;
●Foreign currency gains and losses and asset impairment charges and other non-operating expenditures;
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●Stock-based compensation expense and cash-settled awards, based on changes in the stock price;

●Non-cash depreciation and amortization charges, and does not reflect any cash requirements for replacement forcapital expenditures;

●

Integration costs, such as severance amounts paid to employees from acquired businesses, transaction costs, such as
brokerage fees, pre-acquisition accounting costs and legal fees, exit costs related to terminating leases and other
contractual agreements, costs related to specific transactions and restructuring charges arising from discontinued
facilities and operations; and
●Changes in contingent consideration.

Set forth below is a presentation of our adjusted EBITDA for the three months ended March 31, 2018 and 2017:

Three Months
Ended March 31,
2018 2017
($ in thousands)

Net revenue $8,307 $8,220

GAAP net income (loss) $75 $(2,708)

Provision for income taxes 47 60
Net interest expense 69 276
Foreign exchange / other expense (147 ) (38 )
Stock-based compensation expense 128 129
Depreciation and amortization 591 1,520
Integration, transaction and restructuring costs 179 459
Change in contingent consideration 32 (11 )
Adjusted EBITDA $974 $(313 )

Adjusted operating income and adjusted operating margin exclude the following elements which are included in
GAAP operating income (loss):

●Stock-based compensation expense and cash-settled awards, based on changes in the stock price;
●Amortization of purchased intangible assets;

●

Integration costs, such as severance amounts paid to employees from acquired businesses, transaction costs, such as
brokerage fees, pre-acquisition accounting costs and legal fees, exit costs related to terminating leases and other
contractual agreements, costs related to specific transactions and restructuring charges arising from discontinued
facilities and operations; and
●Changes in contingent consideration.

22

Edgar Filing: MEDICAL TRANSCRIPTION BILLING, CORP - Form 10-Q

42



Set forth below is a presentation of our adjusted operating income and adjusted operating margin, which represents
adjusted operating income as a percentage of net revenue, for the three months ended March 31, 2018 and 2017:

Three Months
Ended March 31,
2018 2017
($ in thousands)

Net revenue $8,307 $8,220

GAAP net income (loss) $75 $(2,708)
Provision for income taxes 47 60
Net interest expense 69 276
Other income - net (152 ) (38 )
GAAP operating income (loss) 39 (2,410)
GAAP operating margin 0.5 % (29.3 )%

Stock-based compensation expense 128 129
Amortization of purchased intangible assets 361 1,263
Integration, transaction and restructuring costs 179 459
Change in contingent consideration 32 (11 )
Non-GAAP adjusted operating income $739 $(570 )
Non-GAAP adjusted operating margin 8.9 % (6.9 )%

Adjusted net income and adjusted net income per share exclude the following elements which are included in GAAP
net income (loss):

●Foreign currency gains and losses and asset impairment charges and other non-operating expenditures;
●Stock-based compensation expense and cash-settled awards, based on changes in the stock price;
●Amortization of purchased intangible assets;

●

Integration costs, such as severance amounts paid to employees from acquired businesses, transaction costs, such as
brokerage fees, pre-acquisition accounting costs and legal fees, exit costs related to terminating leases and other
contractual agreements, costs related to specific transactions and restructuring charges arising from discontinued
facilities and operations;
●Changes in contingent consideration; and
●Income tax expense resulting from the amortization of goodwill related to our acquisitions.

No tax effect has been provided in computing non-GAAP adjusted net income and non-GAAP adjusted net income
per share as the Company has sufficient carry forward losses to offset the applicable income taxes. The following
table shows our reconciliation of GAAP net loss to non-GAAP adjusted net income for the three months ended March
31, 2018 and 2017:
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Three Months
Ended March
31,
2018 2017
($ in thousands)

GAAP net income (loss) $75 $(2,708)

Foreign exchange / other expense (147) (38 )
Stock-based compensation expense 128 129
Amortization of purchased intangible assets 361 1,263
Integration, transaction and restructuring costs 179 459
Change in contingent consideration 32 (11 )
Income tax expense related to goodwill 38 54
Non-GAAP adjusted net income $666 $(852 )

Set forth below is a reconciliation of our non-GAAP adjusted net income per share to our GAAP net loss attributable
to common shareholders, per share.

Three Months Ended March
31,
2018 2017

GAAP net loss attributable to common shareholders, per share $(0.06 ) $(0.29 )
Impact of preferred stock dividend 0.07 0.03
Net income (loss) per end-of-period share 0.01 (0.26 )

Foreign exchange / other expense (0.01 ) 0.00
Stock-based compensation expense 0.01 0.01
Amortization of purchased intangible assets 0.03 0.12
Integration, transaction and restructuring costs 0.02 0.04
Change in contingent consideration 0.00 0.00
Income tax expense related to goodwill 0.00 0.01
Non-GAAP adjusted net income per share $0.06 $(0.08 )

End-of-period shares 11,665,174 10,423,511
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For purposes of determining non-GAAP adjusted net income per share, the Company used the number of common
shares outstanding at the end of March 31, 2018 and 2017, including shares which were issued but have not been
settled, and considered contingent consideration. Accordingly, the end-of-period diluted common shares include
248,625 of contingently issuable shares at March 31, 2017. Non-GAAP adjusted net income per share does not take
into account dividends paid on our preferred stock. No tax effect has been provided in computing non-GAAP adjusted
net income and non-GAAP adjusted net income per common share as the Company has sufficient carry forward losses
to offset the applicable income taxes.

Key Metrics

In addition to the line items in our consolidated financial statements, we regularly review the following key metrics to
evaluate our business, measure our performance, identify trends in our business, prepare financial projections, make
strategic business decisions, and assess market share trends and working capital needs. We believe information on
these metrics is useful for investors to understand the underlying trends in our business.

Set forth below are our key operating and financial metrics for RCM customers using our platform, which excludes
acquired customers who have not migrated to our platform as well as customers of our clearinghouse, EDI and other
services. Revenue from practices using our platform accounted for approximately 39% and 47% of our revenue for the
three months ended March 31, 2018 and 2017, respectively.

Days in Accounts Receivable: Days in accounts receivable measures the median number of days between the day a
claim is submitted by us on behalf of our customer, and the date the claim is paid to our customer. Our clients’ median
days in accounts receivable was approximately 37 days for primary care and 41 days for combined specialties for the
twelve months ended March 31, 2018, and approximately 33 days for primary care and 40 days for combined
specialties for the twelve months ended March 31, 2017, as compared to the national average of 36 and 40 days,
respectively, as reported by the Medical Group Management Association in 2016.

Providers and Practices Served: As of March 31, 2018, we provided RCM and related services to approximately
3,400 providers (which we define as physicians, nurses, nurse practitioners, physician assistants and other clinical
staff that render bills for their services), representing approximately 750 practices. In addition, we served
approximately 220 clients who were not medical practices, but are service organizations who serve the healthcare
community. As of March 31, 2017, we served approximately 2,700 providers representing approximately 800
practices.

Sources of Revenue
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Revenue: We primarily derive our revenues from revenue cycle management services, typically billed as a percentage
of payments collected by our customers. This fee includes RCM as well as the ability to use our EHR and practice
management software as part of the bundled fee. All of these services are considered medical billing revenue. These
payments accounted for approximately 88% and 89% of our revenues during the three months ended March 31, 2018
and 2017, respectively.

We earned approximately 2% of our revenue from clearinghouse and EDI clients during both the three months ended
March 31, 2018 and 2017. We earned approximately 4% of our revenue from printing and mailing operations during
both the three months ended March 31, 2018 and 2017.

Operating Expenses

Direct Operating Costs. Direct operating cost consists primarily of salaries and benefits related to personnel who
provide services to our customers, claims processing costs, and other direct costs related to our services. Costs
associated with the implementation of new customers are expensed as incurred. The reported amounts of direct
operating costs do not include depreciation and amortization, which are broken out separately in the condensed
consolidated statements of operations.
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Selling and Marketing Expense. Selling and marketing expense consists primarily of compensation and benefits,
commissions, travel, advertising expenses.

Research and Development Expense. Research and development expense consists primarily of personnel-related costs
and third-party contractor costs.

General and Administrative Expense. General and administrative expense consists primarily of personnel-related
expense for administrative employees, including compensation, benefits, travel, occupancy and insurance, software
license fees and outside professional fees.

Contingent Consideration. Contingent consideration represents the portion of consideration payable to the sellers of
some of our acquisitions, the amount of which is based on the achievement of defined performance measures
contained in the purchase agreements. Contingent consideration is adjusted to fair value at the end of each reporting
period.

Depreciation and Amortization Expense. Depreciation expense is charged using the straight-line method over the
estimated lives of the assets ranging from three to five years. Amortization expense is charged on either an accelerated
or on a straight-line basis over a period of three years for most intangible assets acquired in connection with
acquisitions.

Interest and Other Income (Expense). Interest expense consists primarily of interest costs related to our working
capital line of credit, term loans and amounts due in connection with acquisitions, offset by interest income. Our other
income (expense) results primarily from foreign currency transaction gains (losses).

Income Tax. In preparing our condensed consolidated financial statements, we estimate income taxes in each of the
jurisdictions in which we operate. This process involves estimating actual current tax exposure together with assessing
temporary differences resulting from differing treatment of items for tax and financial reporting purposes. These
differences result in deferred income tax assets and liabilities. Although the Company is forecasting a return to
profitability, it incurred cumulative losses, which make realization of a deferred tax asset difficult to support in
accordance with ASC 740. Accordingly, a valuation allowance has been recorded against all deferred tax assets as of
March 31, 2018 and December 31, 2017.
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On December 22, 2017, the Tax Cuts and Jobs Act (the “Act”) was enacted. Effective January 1, 2018, among other
changes, the Act (a) reduces the U.S. federal corporate tax rate to 21 percent, provides for a deemed repatriation and
taxation at reduced rates on historical earnings (a “Transition Tax”) of certain non-US subsidiaries owned by U.S.
companies and establishes new mechanisms to tax such earnings going forward. For the Transition Tax, further
information is required to finalize the estimated amount of accumulated foreign earnings as well as to validate the
amount of earnings represented by the aggregate foreign cash position as defined in the Tax Act. We expect to
complete our analysis within the measurement period in accordance with Staff Accounting Bulletin (“SAB”) 118.

The Act includes a provision effective January 1, 2018 for a global intangible low-taxed income (“GILTI”) tax.
Companies can either account for the GILTI inclusion in the period in which they are incurred or establish deferred
tax liabilities for the expected future taxes associated with GILTI. The Company elected to record the GILTI
provisions as they are incurred each period.

The Company will continue to analyze the effects of the Act on its consolidated financial statements and operations.
Our estimates are subject to change as we review the data available and any additional guidance. Any additional
impacts from the enactment of the Act will be recorded as they are identified during the measurement period as
provided in SAB 118. No provisional amounts were recorded during the quarter ended March 31, 2018.
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Critical Accounting Policies and Estimates

We prepare our condensed consolidated financial statements in accordance with GAAP. The preparation of these
financial statements requires us to make estimates and assumptions about future events, and apply judgments that
affect the reported amounts of assets, liabilities, revenue, expense and related disclosures. We base our estimates,
assumptions and judgments on historical experience, current trends and various other factors that we believe to be
reasonable under the circumstances. The accounting estimates used in the preparation of our condensed consolidated
financial statements will change as new events occur, as more experience is acquired, as additional information is
obtained and as our operating environment changes. On a regular basis, we review our accounting policies, estimates,
assumptions and judgments to ensure that our financial statements are presented fairly and in accordance with GAAP.
However, because future events and their effects cannot be determined with certainty, actual results could differ from
our assumptions and estimates, and such differences could be material. The methods, estimates and judgments that we
use in applying our accounting policies have a significant impact on our results of operations.

Critical accounting policies are those policies used in the preparation of our condensed consolidated financial
statements that require management to make difficult, subjective, or complex adjustments, and to make estimates
about the effect of matters that are inherently uncertain. As a result of our adoption of the new revenue recognition
standard on January 1, 2018, we re-assessed the estimates, assumptions, and judgments that are most critical in our
recognition of revenue.

We account for revenue in accordance with ASC 606, Revenue from Contracts with Customers. Our revenue
recognition policies require us to make significant judgments and estimates. Under ASC 606, certain significant
accounting estimates, such as payment-to-charge ratios, effective billing rates and the estimated contractual payment
periods are required to measure the medical billing revenue. We analyze various factors including, but not limited to,
contractual terms and conditions, the credit-worthiness of our customers and our pricing policies. Changes in
judgment on any of the above factors could materially impact the timing and amount of revenue recognized in a given
period.

We estimate the variable consideration which we expect to be entitled to over the contractual period associated with
our medical billing contracts, which begins no earlier than go-live, and recognize the fees over the term. The estimate
of variable consideration included in the transaction price typically involves estimating the amounts our clients will
ultimately collect associated with the services they provide and the relative fee we charge associated with those
collections. When reviewing our estimates, in order to ensure that our estimates do not pose a risk of significantly
overstating our revenue in any reporting period, we will apply constraints, when appropriate, to certain estimates
around our variable consideration. Variable consideration estimates are updated at each reporting period.
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Although we believe that our approach to estimates and judgements is reasonable, actual results could differ, and we
may be exposed to increases or decreases in revenue that could be material. Our estimates of variable consideration
may prove to be inaccurate, in which case we may have understated or overstated the revenue recognized in an
accounting period. The amount of variable consideration recognized to date that remains subject to estimation is
included within the contract asset on the condensed consolidated balance sheet.

Revenue is recognized as the performance obligations are satisfied. We derive revenue from six primary sources:
medical billing revenue, ancillary services, clearinghouse and EDI services, professional services, EnrollmentPlus and
printing and mailing. All of our revenue arrangements are based on contracts with customers. Most of our contracts
with customers contain single performance obligations, although certain contracts do contain multiple performance
obligations. We account for individual performance obligations separately if they are distinct. For contracts where we
provide multiple services such as where we perform multiple ancillary services, each service represents its own
performance obligation. Selling prices are based on the contractual price for the service.

Other than the additional estimates as a result of ASC 606 discussed above, there have been no material changes in
our critical accounting policies and estimates from those described in the Management’s Discussion and Analysis of
Financial Condition and Results of Operations, included in our Annual Report on Form 10-K for the year ended
December 31, 2017, filed with the SEC on March 7, 2018.
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Results of Operations

The following table sets forth our consolidated results of operations as a percentage of total revenue for the periods
shown.

Three Months
Ended March
31,
2018 2017

Net revenue 100.0% 100.0%
Operating expenses:
Direct operating costs 54.0 % 63.5 %
Selling and marketing 3.7 % 4.3 %
General and administrative 31.3 % 36.3 %
Change in contingent consideration 0.4 % (0.1 )%
Research and development 3.1 % 3.4 %
Depreciation and amortization 7.1 % 18.5 %
Restructuring charges 0.0 % 3.4 %
Total operating expenses 99.6 % 129.3%

Operating income (loss) 0.4 % (29.3 )%

Interest expense - net 0.8 % 3.4 %
Other income - net 1.8 % 0.5 %
Income (loss) before income taxes 1.4 % (32.2 )%
Income tax provision 0.6 % 0.7 %
Net income (loss) 0.8 % (32.9 )%

Comparison of the three months ended March 31, 2018 and 2017

Three Months Ended
March 31, Change
2018 2017 Amount Percent

Revenue $8,307,325 $8,220,074 $87,251 1 %

Revenue. Total revenue of $8.3 million for the three months ended March 31, 2018 increased by $87,000 or 1% from
revenue of $8.2 million for the three months ended March 31, 2017. Total revenue for the three months ended March
31, 2018 included approximately $47,000 from the adoption of ASC 606, approximately $66,000 of revenue from
customers we acquired from the WMB acquisition, offset by attrition from customers.

Edgar Filing: MEDICAL TRANSCRIPTION BILLING, CORP - Form 10-Q

51



Three Months Ended
March 31, Change
2018 2017 Amount Percent

Direct operating costs $4,484,055 $5,222,736 $(738,681 ) (14 )%
Selling and marketing 305,014 355,511 (50,497 ) (14 )%
General and administrative 2,600,734 2,986,663 (385,929 ) (13 )%
Research and development 255,880 280,849 (24,969 ) (9 )%
Change in contingent consideration 31,749 (11,188 ) 42,937 384 %
Depreciation 151,072 163,683 (12,611 ) (8 )%
Amortization 439,699 1,355,862 (916,163 ) (68 )%
Restructuring charges - 275,628 (275,628 ) (100 )%
Total operating expenses $8,268,203 $10,629,744 $(2,361,541) (22 )%

Direct Operating Costs. Direct operating costs of $4.5 million for the three months ended March 31, 2018 decreased
by $739,000 or 14% from direct operating costs of $5.2 million for the three months ended March 31, 2017. During
the three months ended March 31, 2018 salary costs decreased by $217,000 in the U.S., and by $203,000 in India, Sri
Lanka and Poland. Operational outsourcing costs decreased by $220,000. Software platform costs decreased by
$102,000.
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Selling and Marketing Expense. Selling and marketing expense of $305,000 for the three months ended March 31,
2018 decreased by $50,000 or 14% from selling and marketing expense of $356,000 for the three months ended
March 31, 2017. The reduction was primarily due to reduced salary costs.

General and Administrative Expense. General and administrative expense of $2.6 million for the three months ended
March 31, 2018 decreased by $386,000 or 13% compared to the same period in 2017. The reduction in general and
administrative expense for the three months ended March 31, 2018 was primarily due to reduced salary costs,
equipment lease costs and travel expenses.

Research and Development Expense. Research and development expense of $256,000 for the three months ended
March 31, 2018 decreased by $25,000 or 9% from research and development expense of $281,000 for the three
months ended March 31, 2017.

Contingent Consideration. The change in contingent consideration of $32,000 during the three months ended March
31, 2018 and $11,000 during the three months ended March 31, 2017 relates to the change in the fair value of the
contingent consideration from acquisitions.

Depreciation. Depreciation of $151,000 for the three months ended March 31, 2018 decreased by $13,000 or 8% from
depreciation of $164,000 for the three months ended March 31, 2017 as a result of property and equipment becoming
fully depreciated.

Amortization Expense. Amortization expense of $440,000 for the three months ended March 31, 2018 decreased by
$916,000 from amortization expense of $1.4 million for the three months ended March 31, 2017. This decrease
resulted from the intangible assets acquired in connection with our 2014 acquisitions becoming fully amortized.

Restructuring Charges. Restructuring charges primarily represent employee severance costs, remaining lease and
termination fees, disposal of property and equipment and professional fees associated with the closing of the
operations in India and Poland. There were no similar costs incurred in 2018.

Three Months Ended
March 31, Change
2018 2017 Amount Percent

Interest income $5,285 $3,421 $1,864 54 %
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Interest expense (74,081 ) (279,425) 205,344 73 %
Other income - net 151,374 38,031 113,343 (298 )%
Income tax provision 46,664 60,302 (13,638 ) (23 )%

Interest Income. Interest income of $5,000 for the three months ended March 31, 2018 increased by $2,000 or 54%
from interest income of $3,000 for the three months ended March 31, 2017. Interest income primarily represents late
fees from customers.

Interest Expense. Interest expense of $74,000 for the three months ended March 31, 2018 decreased by $205,000 or
73% from interest expense of $279,000 for the three months ended March 31, 2017. This decrease was primarily due
to interest costs on borrowings under our term loans and line of credit and amounts related to the MediGain
transaction which were repaid during 2017. Interest expense includes the amortization of deferred financing costs
which was $49,000 and $56,000 during the three months ended March 31, 2018 and 2017, respectively.

Other Income - net. Other income - net was $151,000 for the three months ended March 31, 2018 compared to other
income - net of $38,000 for the three months ended March 31, 2017. Included in other income are foreign currency
transaction gains (losses) primarily resulting from transactions in foreign currencies other than the functional
currency. These transaction gains and losses are recorded in the condensed consolidated statements of operations
related to the recurring measurement and settlement of such transactions.
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Income Tax Provision. There was a $47,000 provision for income taxes for the three months ended March 31, 2018, a
decrease of $14,000 or 23% compared to the provision for income taxes of $60,000 for the three months ended March
31, 2017. Included in the three months ended March 31, 2018 and 2017 tax provisions are $38,000 and $54,000
deferred income tax provisions related to the amortization of goodwill. The decrease in the income tax provision is
primarily due to the lower statutory Federal tax rate effective January 1, 2018. The pre-tax income was $122,000 for
the three months ended March 31, 2018 compared to a pre-tax loss of $2.6 million for the three months ended March
31, 2017. Although the Company is forecasting a return to profitability, it incurred three years of cumulative losses
which make realization of a deferred tax asset difficult to support in accordance with ASC 740. Accordingly, a
valuation allowance was recorded against all deferred tax assets at March 31, 2018 and 2017.

Liquidity and Capital Resources

The Company had a cash balance of $3.5 million at March 31, 2018 and no outstanding amounts drawn on its credit
facility with SVB.

During October 2017, the Company repaid and closed its Opus credit facility and replaced it with a $5 million
revolving line of credit with SVB. Borrowings under the SVB facility are based on 200% of repeatable revenue,
reduced by an annualized attrition rate, as defined in the agreement. The entire facility is currently available to the
Company. As of March 31, 2018, the Company was in compliance with all the covenants contained in the SVB credit
agreement.

During the three months ended March 31, 2018, there was positive cash flow from operations of approximately
$673,000 and the Company ended the quarter with $3.5 million in cash, positive working capital of $5.4 million and
no bank debt.

Management achieved extensive expense reductions following the acquisition of MediGain in October 2016. The cost
cutting included closing certain domestic and foreign facilities, eliminating reliance on subcontractors, and reducing
non-essential personnel where work could be performed by offshore employees more cost-effectively.

The following table summarizes our cash flows:

Three Months Ended
March 31,
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2018 2017
Net cash provided by (used in) operating activities $673,381 $(867,449 )
Net cash used in investing activities (174,242 ) (212,117 )
Net cash used in financing activities (1,114,037) (1,117,237)
Effect of exchange rate changes on cash (206,264 ) (30,227 )
Net decrease in cash $(821,162 ) $(2,227,030)

The income before income taxes was $122,000 for the three months ended March 31, 2018, which included $591,000
of non-cash depreciation and amortization.

During 2017, the Company raised a total of $18.4 million in net proceeds from a series of equity financings. In May
2017, the Company completed a registered direct offering of one million shares of its common stock at $2.30 per
share, raising net proceeds of approximately $2.0 million. Between June and December 2017, the Company completed
six public offerings of approximately 765,000 shares of Preferred Stock at $25.00 per share, raising net proceeds of
approximately $16.4 million. During April 2018, the Company sold 420,000 shares of Preferred Stock and raised net
proceeds of approximately $9.4 million.
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Operating Activities

Cash provided by operating activities was $673,000 during the three months ended March 31, 2018, compared to cash
used in operating activities of $867,000 during the three months ended March 31, 2017. The decrease in the net loss of
$2.8 million included the following changes in non-cash items: decrease in depreciation and amortization of $929,000,
increase in foreign exchange gain of $116,000, decrease in provision for doubtful accounts of $86,000 and a change in
contingent consideration of $43,000. The change in operating assets and liabilities decreased by $113,000.

Accounts receivable decreased by $24,000 for the three months ended March 31, 2018, compared with a decrease of
$248,000 for the three months ended March 31, 2017. Accounts payable, accrued compensation and accrued expenses
decreased by $212,000 for the three months ended March 31, 2018 compared to a decrease of $366,000 for the three
months ended March 31, 2017.

Investing Activities

Cash used in investing activities during the three months ended March 31, 2018 was $174,000, a decrease of $38,000
compared to $212,000 during the three months ended March 31, 2017.

Financing Activities

Cash used in financing activities during the three months ended March 31, 2018 and 2017 was $1.1 million. Cash used
in financing activities during the three months of 2018 includes $93,000 of repayments for debt obligations and
$755,000 of preferred stock dividends. Cash used in financing activities for three months ended March 31, 2017
included $765,000 repayment of debt obligations and $203,000 of preferred stock dividends. Average borrowings
from our revolving line of credit were $2 million for the three months ended March 31, 2017. There were no
borrowings during the three months ended March 31, 2018.

Contractual Obligations and Commitments

We have contractual obligations under our line of credit and related to contingent consideration in connection with the
acquisitions made in 2015 and 2016. We also maintain operating leases for property and certain office equipment. We
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were in compliance with all SVB covenants as of March 31, 2018. For additional information, see Contractual
Obligations and Commitments under Item 7, “Management’s Discussion and Analysis of Financial Condition and
Results of Operations,” in the Company’s Annual Report on Form 10-K for the year ended December 31, 2017, filed
with the SEC on March 7, 2018.

Off-Balance Sheet Arrangements

As of March 31, 2018 and 2017, we did not have any relationships with unconsolidated entities or financial
partnerships, such as entities often referred to as structured finance or special-purpose entities, which would have been
established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited
purposes. Other than our operating leases for office space, computer equipment and other property, we do not engage
in off-balance sheet financing arrangements.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

We are a smaller reporting company as defined by 17 C.F.R. 229.10(f)(1) and are not required to provide information
under this item, pursuant to Item 305(e) of Regulation S-K.

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, based on the 2013
framework and criteria established by the Committee of Sponsoring Organizations of the Treadway Commission
(“COSO”), evaluated the effectiveness of our disclosure controls and procedures as of March 31, 2018 as required by
Rules 13a-15(b) and 15d-15(b) of the Exchange Act. The term “disclosure controls and procedures,” as defined in Rules
13a-15(e) and 15d-15(e) under the Exchange Act, means controls and other procedures of a company that are designed
to ensure that information required to be disclosed by a company in the reports that it files or submits under the
Exchange Act is recorded, processed, summarized and reported, within the time periods specified in the SEC’s rules
and forms.
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Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that
information required to be disclosed by a company in the reports that it files or submits under the Exchange Act is
accumulated and communicated to the Company’s management, including its principal executive and principal
financial officer, to allow timely decisions regarding required disclosure. Management recognizes that any controls
and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving their
objectives and management necessarily applies its judgment in evaluating the cost-benefit relationship of possible
controls and procedures.

Based on the evaluation of our disclosure controls and procedures, as of March 31, 2018 our Chief Executive Officer
and Chief Financial Officer concluded that, as of such date, our disclosure controls and procedures were effective at
the reasonable assurance level.

Changes in Internal Control Over Financial Reporting

Beginning January 1, 2018, we implemented ASC 606, “Revenue from Contracts with Customers.” For its adoption, we
implemented changes to our revenue recognition processes and control activities within them such as development of
new entity-wide policies, in-house training, ongoing contract reviews and system changes to accommodate
presentation and disclosure requirements.

There were no other changes in our internal control over financial reporting (as defined in Rule 13a-15 (f) of the
Exchange Act) that occurred during our most recent fiscal quarter that have materially affected, or are reasonably
likely to materially affect, our internal control over financial reporting.

31

Edgar Filing: MEDICAL TRANSCRIPTION BILLING, CORP - Form 10-Q

59



Part II. Other Information

Item 1. Legal Proceedings

From time to time, we may become involved in legal proceedings arising in the ordinary course of our business. We
are not presently a party to any legal proceedings that, in the opinion of our management, would individually or taken
together have a material adverse effect on our business, operating results, financial condition or cash flows.

Regardless of outcome, litigation can have an adverse impact on us due to defense and settlement costs, diversion of
management resources, negative publicity and reputational harm and other factors.

Item 1A. Risk Factors

Pursuant to the instructions of Item 1A of Form 10-Q, a smaller reporting company is not required to provide the
information required by this Item.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

None.

Purchases of Equity Securities

The Company is prohibited from paying dividends on its common stock without the consent of its senior lender, SVB.

Item 3. Defaults upon Senior Securities
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Not applicable.

Item 4. Mine Safety Disclosures

Not applicable.

Item 5. Other Information

Not applicable.
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Item 6. Exhibits

Exhibit
Number Exhibit Description

31.1 Certification of the Company’s Principal Executive Officer pursuant to Exchange Act Rules
13a-14(a)/15d-14(a), of the Securities Exchange Act of 1934, as amended.

31.2 Certification of the Company’s Principal Financial Officer pursuant to Exchange Act Rules
13a-14(a)/15d-14(a), of the Securities Exchange Act of 1934, as amended.

32.1* Certification of the Company’s Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

32.2* Certification of the Company’s Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

101.INS XBRL Instance
101.SCH XBRL Taxonomy Extension Schema
101.CAL XBRL Taxonomy Extension Calculation Linkbase
101.LAB XBRL Taxonomy Extension Label Linkbase
101.PRE XBRL Taxonomy Extension Presentation Linkbase
101.DEF XBRL Taxonomy Extension Definition Linkbase

*The certifications on Exhibit 32 hereto are deemed not “filed” for purposes of Section 18 of the Securities and
Exchange Act of 1934, as amended, or otherwise subject to the liability of that Section. Such certifications will not be
deemed incorporated by reference into any filing under the Securities Act or the Exchange Act, except to the extent
that the Company specifically incorporates them 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.

Medical Transcription
Billing, Corp.

May 15, 2018 By: /s/ Stephen Snyder
Date Stephen Snyder

Chief Executive Officer

May 15, 2018 By: /s/ Bill Korn
Date Bill Korn

Chief Financial Officer
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