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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
Benefitfocus, Inc.

Unaudited Consolidated Balance Sheets
(in thousands, except share and per share data)

As of As of
March 31, December 31,
2021 2020
Assets
Current assets:
Cash and cash equivalents $ 94,046 $ 90,706
Marketable securities 94,822 95,085
Accounts receivable, net 24,495 22,240
Contract, prepaid and other current assets 20,784 21,354
Total current assets 234,147 229,385
Property and equipment, net 27,981 29,701
Financing lease right-of-use assets 66,399 68,670
Operating lease right-of-use assets 1,047 1,107
Intangible assets, net 9,825 10,393
Goodwill 12,857 12,857
Deferred contract costs and other non-current assets 9,438 10,259
Total assets $ 361,694 3 362,372
Liabilities and stockholders' deficit
Current liabilities:
Accounts payable $ 6,616 $ 2,160
Accrued expenses 7,603 6,262
Accrued compensation and benefits 11,921 19,129
Deferred revenue, current portion 28,228 27,782
Lease liabilities and financing obligations, current portion 6,352 5,959
Total current liabilities 60,720 61,292
Deferred revenue, net of current portion 4,402 4,422
Convertible senior notes 187,176 184,308
Lease liabilities and financing obligations, net current portion 78,315 79,282
Other non-current liabilities 2,502 2,470
Total liabilities 333,115 331,774
Commitments and contingencies
Redeemable preferred stock:
Series A preferred stock, par value $0.001, 5,000,000 shares
authorized, 1,777,778 and 1,777,778 shares issued and outstanding
at March 31, 2021 and December 31, 2020, respectively,
liquidation preference $45 per share as of March 31, 2021 and December 31, 2020, respectively 79,193 79,193
Stockholders' deficit:
Common stock, par value $0.001, 50,000,000 shares authorized,
32,516,170 and 32,327,439 shares issued and outstanding
at March 31, 2021 and December 31, 2020, respectively 33 32
Additional paid-in capital 427,508 427,431
Accumulated deficit (478,155) (476,058)
Total stockholders' deficit (50,614) (48,595)
Total liabilities, redeemable preferred stock and stockholders' deficit $ 361,694 $ 362,372

The accompanying notes are an integral part of the Unaudited Consolidated Financial Statements.



Revenue
Cost of revenue
Gross profit
Operating expenses:
Sales and marketing
Research and development
General and administrative
Restructuring costs
Total operating expenses
Income (loss) from operations
Other income (expense):
Interest income
Interest expense
Other (expense) income
Total other expense, net
Loss before income taxes
Income tax expense
Net loss
Preferred dividends

Benefitfocus, Inc.

Unaudited Consolidated Statements of Operations and Comprehensive Loss

(in thousands, except share and per share data)

Net loss available to common stockholders

Comprehensive loss

Net loss per common share:
Basic and diluted

Weighted-average common shares outstanding:

Basic and diluted

The accompanying notes are an integral part of the Unaudited Consolidated Financial Statements.

Three Months Ended

March 31,
2021 2020
65,063 $ 66,154
28,593 33,912
36,470 32,242
10,891 15,630
10,832 11,768
9,862 10,515
1,400 -
32,985 37,913
3,485 (5,671)
57 426
(5,555) (5,891)
(42) 5
(5,540) (5,460)
(2,055) (11,131)
42 5
(2,097) (11,136)
(1,600) =
(3,697) $ (11,136)
(2,097) $ (11,136)
(0.11) $ (0.34)
32,490,811 32,638,805




Benefitfocus, Inc.

Unaudited Consolidated Statements of Changes in Stockholders’ Deficit
(in thousands, except share and per share data)

Common Stock, Additional Total
$0.001 Par Value Paid-in Accumulated Stockholders'
Shares Par Value Capital Deficit Deficit
Balance, December 31, 2020 32,327,439 $ 32 % 427,431 % (476,058) $ (48,595)
Exercise of stock options 15,000 1 154 - 155
Issuance of common stock upon vesting of restricted stock
units 173,731 - - - -
Stock-based compensation expense - - 1,523 - 1,523
Preferred dividends - - (1,600) - (1,600)
Net loss - — - (2,097) (2,097)
Balance, March 31, 2021 32,516,170 $ 33 % 427,508 $ (478,155) $ (50,614)
Common Stock, Additional Total
$0.001 Par Value Paid-in Accumulated Stockholders'
Shares Par Value Capital Deficit Deficit
Balance, December 31, 2019 32,788,980 $ 33 % 426,025 $ (451,702) $ (25,644)
Cumulative effect adjustment from adoption of credit
standard - - - (59) (59)
Exercise of stock options 13,584 - 73 - 73
Issuance of common stock upon vesting of restricted stock
units 43,315 - - - -
Stock-based compensation expense - - 3,677 - 3,677
Common stock repurchased (1,070,665) () (9,382) - (9,383)
Net loss — — — (11,136) (11,136)
Balance, March 31, 2020 31,775,214 $ 32 $ 420,393 $ (462,897) $ (42,472)

The accompanying notes are an integral part of the Unaudited Consolidated Financial Statements.



Benefitfocus, Inc.

Unaudited Consolidated Statements of Cash Flows

Cash flows from operating activities
Net loss
Adjustments to reconcile net loss to net cash and cash
equivalents used in operating activities:

Depreciation and amortization
Stock-based compensation expense
Accretion of interest on convertible senior notes
Interest accrual on finance lease liabilities
Rent expense less than payments
Non-cash interest income for short-term investments

Loss on disposal or impairment of property and equipment

Provision for doubtful accounts

Changes in operating assets and liabilities:
Accounts receivable, net
Accrued interest on short-term investments
Contract, prepaid and other current assets
Deferred costs and other non-current assets
Accounts payable and accrued expenses
Accrued compensation and benefits
Deferred revenue
Other non-current liabilities

(in thousands)

Three Months Ended

Net cash and cash equivalents provided by (used in) operating activities

Cash flows from investing activities
Purchases of short term investments held to maturity
Proceeds from short-term investments held to maturity
Purchases of property and equipment
Net cash and cash equivalents used in investing activities
Cash flows from financing activities
Draws on revolving line of credit
Payments of debt issuance costs
Payments of preferred dividends
Repurchase of common stock
Proceeds from exercises of stock options and ESPP
Payments on financing obligations
Payments of principal on finance lease liabilities
Net cash and cash equivalents used in financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Supplemental disclosure of non-cash investing and financing activities

Property and equipment purchases in accounts payable and accrued expenses

The accompanying notes are an integral part of the Unaudited Consolidated Financial Statements.

March 31,
2021 2020
$ (2,097) (11,136)
6,353 5,884
1,523 3,677
2,868 2,924
1,879 23
(13) 9)
227 -
45 -
- 55
(2,256) 189
(136) -
463 252
823 557
5,835 (1,593)
(7,208) (4,000)
426 (3,969)
32 (24)
8,764 (7,170)
(22,329) -
22,500 -
(1,893) (3,821)
(1,722) (3,821)
- 10,000
- (154)
(1,600) -
- (9,383)
155 73
(223) (207)
(2,034) (5,600)
(3,702) (5,271)
3,340 (16,262)
90,706 130,976
$ 94,046 114,714
$ 88 31




BENEFITFOCUS, INC.
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
(in thousands, except share and per share data)

1. Organization and Description of Business

Benefitfocus, Inc. (the “Company”) provides a leading cloud-based benefits management platform for consumers, employers, health plans (also
known as insurance carriers) and brokers that is designed to simplify how organizations and individuals transact benefits. The financial statements of the
Company include the financial position and operations of its wholly owned subsidiaries, Benefitfocus.com, Inc. and BenefitStore, Inc.

2. Summary of Significant Accounting Policies
Principles of Consolidation

These consolidated financial statements have been prepared in accordance with U.S. generally accepted accounting principles (“‘GAAP”). The
consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries. All intercompany accounts and transactions have
been eliminated in the consolidation. The Company is not the primary beneficiary of, nor does it have a controlling financial interest in, any variable interest
entity. Accordingly, the Company has not consolidated any variable interest entity.

Interim Unaudited Consolidated Financial Information

The accompanying unaudited consolidated financial statements and footnotes have been prepared in accordance with GAAP as contained in the
Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (the “Codification” or “ASC”) for interim financial information, and with
Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by GAAP for complete financial statements. In the
opinion of management, the interim financial information includes all adjustments of a normal recurring nature necessary for a fair presentation of the results
of operations, financial position, changes in stockholders’ deficit and cash flows. The results of operations for the three-month period ended March 31, 2021
are not necessarily indicative of the results for the full year or for any other future period. These unaudited consolidated financial statements should be read
in conjunction with the audited financial statements and related footnotes for the year ended December 31, 2020 included in the Company’s Annual Report
on Form 10-K, as amended.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires the Company to make estimates and assumptions that affect the reported
amounts in the consolidated financial statements and accompanying notes. Such estimates include allowances for doubtful accounts and returns, valuations
of deferred income taxes, long-lived assets, capitalizable software development costs and the related amortization, incremental borrowing rate used in lease
accounting, the determination of the useful lives of assets, and the impairment assessment of acquired intangibles and goodwill. Additionally as described in
revenue and deferred revenue below, estimates are utilized in association with revenue recognition, in particular the estimation of variable consideration
using the expected value method from insurance broker commissions reported in Platform revenue. Determination of these transactions and account
balances are based on, among other things, the Company’s estimates and judgments. These estimates are based on the Company’s knowledge of current
events and actions it may undertake in the future as well as on various other assumptions that it believes to be reasonable. Actual results could differ
materially from these estimates.

Restructuring Costs

During January 2021, the Company recorded restructuring costs of $1,400 from a reduction to its workforce. Restructuring costs are comprised of
one-time severance charges, continuation of health benefits and outplacement services and are presented separately in operating expenses in the
consolidated statements of operations and comprehensive loss.

Revenue and Deferred Revenue

The Company derives its revenue primarily from fees for subscription services and professional services sold to employers and insurance carriers as
well as platform revenue derived from the value of products sold on our platform. Revenue is recognized when control of these services is transferred to
customers, in an amount that reflects the consideration the Company expects to be entitled to in exchange for those services. Taxes collected from
customers relating to services and remitted to governmental authorities are excluded from revenue.

The Company determines revenue recognition through the following steps:

. Identification of each contract with a customer;

. Identification of the performance obligations in the contract;

. Determination of the transaction price;

. Allocation of the transaction price to the performance obligations in the contract; and
. Recognition of revenue when, or as, performance obligations are satisfied.

Software Services Revenue



Software services revenue consists of subscription revenue and platform revenue.
Subscription Revenue

Subscription revenue primarily consists of monthly subscription fees paid to the Company by its employer and insurance carrier customers for access
to, and usage of, cloud-based benefits software solutions for a specified contract term. Fees are generally charged based on the number of employees or
subscribers with access to the solution.

Subscription services revenue is generally recognized on a ratable basis over the contract term beginning on the date the subscription services are
made available to the customer. The Company’s subscription service contracts are generally three years.

Subscription revenue also includes fees paid for other services, such as event sponsorships and certain data services.
Platform Revenue

Platform revenue is generated from the value of policies or products enrolled in through the Company’s marketplace. Platform revenue from carriers
is generally recognized over the policy period of the enrolled products. In arrangements where the Company sells policies to employees of its customers as
the broker, it earns broker commissions. Revenue from insurance broker commissions and supplier transactions is recognized at a point in time when the
orders for the policies are received and transferred to the insurance carrier or supplier, and is reduced by constraints for variable consideration associated
with collectability, policy cancellation and termination risks.

Professional Services Revenue

Professional services revenue primarily consists of fees related to the implementation of software products purchased by customers. Professional
services typically include discovery, configuration and deployment, integration, testing, and training. Fees from consulting services and support services are
also included in professional services revenue.

The Company determined that implementation services for certain of its insurance carrier customers significantly modify or customize the software
solution and, as such, do not represent a distinct performance obligation. Accordingly, revenue from such implementation services with these insurance
carrier customers are generally recognized over the contract term of the associated subscription services contract, including any extension periods
representing a material right. In certain arrangements, the Company utilizes estimates of hours as a measure of progress to determine revenue.

Revenue from implementation services with employer customers is generally recognized as those services are performed.
Revenue from support and training fees is recognized over the service period.
Contracts with Multiple Performance Obligations

Certain of the Company’s contracts with customers contain multiple performance obligations. For these contracts, the individual performance
obligations are accounted for separately if they are distinct. The Company allocates the transaction price to the separate performance obligations based on
their relative standalone selling prices. The Company determines the standalone selling prices based on its overall pricing objectives, taking into
consideration market conditions and other factors, including the value of its contracts, the subscription services sold, customer size and complexity, and the
number and types of users under the contracts.

Contract Costs

The Company capitalizes costs to obtain contracts that are considered incremental and recoverable, such as sales commissions. Payments of sales
commissions generally include multiple payments. The Company capitalizes only those payments made within an insignificant time from the contract
inception, typically three months or less. Subsequent payments are expensed as incurred. The capitalized costs are amortized to sales and marketing
expense over the estimated period of benefit of the asset, which is generally four to five years. The Company expenses the costs to obtain a contract when
the amortization period is less than one year. Deferred costs related to obtaining contracts are included in deferred contract costs and other non-current
assets.

The Company capitalizes contract fulfillment costs directly associated with customer contracts that are not related to satisfying performance
obligations. The costs are amortized to cost of revenue expense over the estimated period of benefit, which is generally five years. Deferred fulfillment costs
are included in deferred contract costs and other non-current assets.

The following tables present information about deferred contract costs:

As of As of

March 31, December 31,
Balance of deferred contract costs 2021 2020
Costs to obtain contracts $ 5201 $ 5,624
Costs to fulfill contracts $ 33% % 3,639

Three Months Ended March 31,
Amortization of deferred contract costs 2021 2020
Costs to obtain contracts included in sales and marketing expense $ 745 % 881
Costs to fulfill contracts included in cost of revenue $ 351 % 375



Marketable Securities

Marketable securities consist of short-term investments in corporate bonds, commercial paper, and U.S. Treasury and agency bonds. To reflect its
intention, the Company classifies its marketable securities as held-to-maturity at the time of purchase. As a result, the marketable securities are recorded at
amortized cost and any gains or losses realized upon maturity are reported in other expense, net in the consolidated statements of operations and
comprehensive loss.

Debt securities classified as held-to-maturity are subject to the expected credit loss model prescribed under Accounting Standards Update (“ASU")
No. 2016-13, “Financial Instruments - Credit Losses (Topic 326): Measurement of Credit Losses of Financial Instruments”. The Company utilizes a lifetime
expected credit loss measurement objective for the recognition of credit losses for held-to-maturity securities at the time the financial asset is originated or
acquired. The Company measures expected credit losses on its held-to-maturity portfolio on a collective basis by major security type. The expected credit
losses are adjusted each period for changes in expected lifetime credit losses. The Company’s credit loss calculations for held-to-maturity securities are
based upon historical default and recovery rates of bonds rated with the same rating as its portfolio. An adjustment factor is applied to these credit loss
calculations based upon the Company’s assessment of the expected impact from current economic conditions on its investments. The Company monitors
the credit quality of debt securities classified as held-to-maturity through the use of their respective credit rating and updates them on a quarterly basis. The
allowance for credit losses is discussed in Note 5.

Concentrations of Credit Risk

The Company'’s financial instruments that are exposed to concentrations of credit risk consist primarily of cash equivalents, marketable securities,
and accounts receivable. All of the Company’s cash and cash equivalents are held at financial institutions that management believes to be of high credit
quality. The bank deposits of the Company might at times, exceed federally insured limits and are generally uninsured and uncollateralized. The Company
has not experienced any losses on cash and cash equivalents to date.

To manage credit risk related to marketable securities, the Company invests in various types of highly rated corporate bonds, commercial paper, and
various United States backed securities with maturities of less than two years. The weighted average maturity of the portfolio of investments must not
exceed nine months, per the Company’s investment policy.

To manage accounts receivable risk, the Company evaluates the creditworthiness of its customers and maintains an allowance for doubtful accounts.
Accounts receivable are unsecured and derived from revenue earned from customers located in the United States. No customer exceeded 10% of accounts
receivable as of March 31, 2021 and December 31, 2020. No customer exceeded 10% of total revenue in either of the three-month periods ended March 31,
2021 and 2020.

Allowance for Doubtful Accounts

The Company uses a current expected credit loss model. Accounts receivable and allowance for doubtful accounts are discussed in Note 6.

Capitalized Software Development Costs

The Company capitalizes certain costs related to its software developed or obtained for internal use. Costs related to preliminary project activities and
post-implementation activities are expensed as incurred. Internal and external costs incurred during the application development stage, including upgrades
and enhancements representing modifications that will result in significant additional functionality, are capitalized. Software maintenance and training costs
are expensed as incurred. Capitalized costs are recorded as part of property and equipment and are amortized on a straight-line basis to cost of revenue
over the software’s estimated useful life, which is three years. The Company evaluates these assets for impairment whenever events or changes in
circumstances occur that could impact the recoverability of these assets.

The following tables present information about capitalized software development costs:

Three Months Ended March 31,

Capitalized software development costs 2021 2020
Capitalized $ 1,748 $ 3,472
Amortized $ 2,162 % 1,519
As of As of
March 31, December 31,
Capitalized software development costs 2021 2020
Net book value $ 17,528 $ 17,942

Leases

The Company periodically enters into finance leases for property and equipment. The leasing arrangements for the Company’s office space at its
headquarters campus are classified as finance leases. The Company also leases office space under operating leases.

9



The Company determines if an arrangement is a lease at inception. Right of use, or ROU, assets represent the Company’s right to use an underlying
asset for the lease term. Lease liabilities represent an obligation to make lease payments arising from the lease. Leases with a term of 12 months or less are
not included in the recognized ROU assets and lease liabilities for all classes of assets.

ROU assets and lease liabilities are recognized at the lease commencement date based on the present value of lease payments over the lease term.
Because the Company’s operating leases do not provide an implicit interest rate, the Company uses its incremental borrowing rate based on information
available at commencement date to determine the present value of lease payments. The ROU asset also consists of any prepaid lease payments, lease
incentives, or initial direct costs. The lease terms used to calculate the ROU asset and related lease liability include options to extend or terminate the lease
when it is reasonably certain that the Company will exercise that option.

Lease expense for operating leases is recognized on a straight-line basis over the lease term as an operating expense while the expense for finance
leases is recognized as depreciation expense and interest expense. The Company has lease agreements which require payments for lease and non-lease
components (e.g. common area maintenance and equipment maintenance) that are accounted for as a single lease component. Variable lease payment
amounts that cannot be determined at the commencement of the lease, such as maintenance costs based on future obligations, are not included in the ROU
assets or liabilities. These are expensed as incurred and recorded as variable lease expense.

Comprehensive Loss

The Company’s net loss equals comprehensive loss for all periods presented.

Recently Adopted Accounting Standards

On January 1, 2021, the Company adopted ASU No. 2019-12. The purpose of this ASU is to simplify various aspects related to accounting for
income taxes, eliminate certain exceptions to the general principles in ASC Topic 740 related to intra-period tax allocation, simplify when companies
recognize deferred taxes in an interim period, and clarify certain aspects of the current guidance to promote consistent application. There was no impact on
the Company'’s consolidated financial statements.

Accounting Standards Not Yet Adopted

In August 2020, the FASB issued ASU No. 2020-06, “Debt - Debt with Conversion and Other Options (Subtopic 470-20) and Derivatives and Hedging
- Contracts in Entity’'s Own Equity (Subtopic 815-40)". The update simplifies the accounting for convertible debt instruments and convertible preferred stock
by reducing the number of accounting models and the number of embedded conversion features that could be recognized separately from the primary
contract. This ASU also enhances transparency and improves disclosures for convertible instruments and earnings per share guidance. It is effective for
annual reporting periods beginning after December 15, 2021, including interim periods within those fiscal years. Early adoption is permitted, but no earlier
than fiscal years beginning after December 15, 2020. This update permits the use of either the modified retrospective or fully retrospective method of
transition. The Company is currently evaluating the timing and impact of the adoption of ASU 2020-06 on its consolidated financial statements, but
anticipates that it will result in a reduction in non-cash interest expense related to its convertible senior notes.

3. Net Loss Per Common Share

Diluted loss per common share is the same as basic loss per common share for all periods presented because the effects of potentially dilutive items
were anti-dilutive given the Company'’s net loss.

The following common share equivalent securities have been excluded from the calculation of weighted average common shares outstanding
because the effect is anti-dilutive for the periods presented:
Three Months Ended

March 31,

Anti-Dilutive Common Share Equivalents 2021 2020

Restricted stock units 2,119,282 1,508,263
Stock options 106,928 179,363
Convertible senior notes 4,161,182 4,513,824
Conversion of preferred stock 5,333,334 -
Employee Stock Purchase Plan 2,604 5,982
Total anti-dilutive common share equivalents 11,723,330 6,207,432
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Basic and diluted net loss per common share is calculated as follows:

Three Months Ended

March 31,
2021 2020
Numerator:
Net loss $ (2,097) $ (11,136)
Preferred dividends (1,600) -
Net loss attributable to common stockholders $ (3,697) $ (11,136)
Denominator:
Weighted-average common shares outstanding, basic and diluted 32,490,811 32,638,805
Net loss per common share, basic and diluted $ (0.11) $ (0.34)

4. Fair Value Measurement

The carrying amounts of certain of the Company’s financial instruments, including cash and cash equivalents, accounts payable and other accrued
liabilities, and accrued compensation and benefits, approximate fair value due to their short-term nature. The carrying value of the Company’s financing
obligations approximates fair value, considering the borrowing rates currently available to the Company with similar terms and credit risks.

The Company uses a three-tier fair value hierarchy to classify and disclose all assets and liabilities measured at fair value on a recurring basis, as
well as assets and liabilities measured at fair value on a non-recurring basis, in periods subsequent to their initial measurement. The hierarchy requires the
Company to use observable inputs when available, and to minimize the use of unobservable inputs when determining fair value. The three tiers are defined
as follows:

Level 1. Quoted prices (unadjusted) in active markets for identical assets or liabilities.
Level 2. Other inputs that are directly or indirectly observable in the marketplace.
Level 3. Unobservable inputs for which there is little or no market data, which require the Company to develop its own assumptions.

Assets and Liabilities Measured at Fair Value on a Recurring Basis

The Company evaluates its financial assets and liabilities subject to fair value measurements on a recurring basis to determine the appropriate level
to classify them for each reporting period. This determination requires significant judgments to be made.

The following tables present information about the Company’s assets and liabilities that are measured at fair value on a recurring basis using the
above categories, as of the periods presented.
March 31, 2021
Description Level 1 Level 2 Level 3 Total
Cash Equivalents:
Money market mutual funds(1)
Total assets

91,356 $ —
91,356 $ —

91,356
91,356

&+ |
+ | P
&+ | B

December 31, 2020
Description Level 1 Level 2 Level 3 Total
Cash Equivalents:
Money market mutual funds(1)
Total assets

87,224 $ —
87,224 $ =

87,224
87,224

&+ |
+ |
&* |

1) Money market funds are classified as cash equivalents in the Company’s unaudited consolidated balance sheets. As short-term, highly liquid
investments readily convertible to known amounts of cash with remaining maturities of three months or less at the time of purchase, the Company’s
cash equivalent money market funds have carrying values that approximate fair value.

5. Marketable Securities

Marketable securities consist of corporate bonds, commercial paper and U.S. Treasury and agency bonds, and are classified as held-to-maturity. All
marketable securities had contractual maturities of less than one year as of March 31, 2021 and December 31, 2020. The following tables present
information about the Company’s marketable securities by major security type.
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As of March 31, 2021

Allowance Gross Gross
Amortized for credit Net carrying unrealized unrealized
Sector cost losses amount gains losses Fair value
Industrial $ 4500 $ - % 4500 $ - % - % 4,500
Financial 60,250 - 60,250 3 (11) 60,242
Government 30,072 - 30,072 10 - 30,082
Total $ 94,822 $ - % 94,822 $ 13 % 11) $ 94,824

As of December 31, 2020

Allowance Gross Gross
Amortized for credit Net carrying unrealized unrealized
Sector cost losses amount gains losses Fair value
Industrial $ 8,993 $ - $ 8,993 $ - % - % 8,993
Financial 55,943 - 55,943 - 5) 55,938
Government 30,149 - 30,149 6 - 30,155
Total $ 95,085 $ - % 95,085 $ 6 $ 5) $ 95,086

The fair value of marketable securities in the Government major security type is classified as a Level 1 in the Company'’s fair value hierarchy
described in Note 4. The fair values of the remaining major security types are classified as Level 2.

The Company invests in highly rated securities with maturities of two years or less at the time of purchase. Given the credit quality of the financial
assets and the historical loss experience associated their respective credit ratings as well as the duration of these financial assets and the short time horizon
over which to consider expectations of future economic conditions, the Company has assessed that non-collection of the cost basis of these financial assets
is remote.

6. Accounts Receivable, net

Accounts receivable, net include:

As of As of
March 31, December 31,
2021 2020
Accounts receivable $ 28,148 % 26,791
Less: Allowance for doubtful accounts (248) (200)
Less: Allowance for returns (3,405) (4,351)
Total accounts receivable, net $ 24,495 % 22,240

Accounts receivable are stated at their amortized cost adjusted for any write-offs and net allowances for returns. The Company estimates expected
credit losses related to accounts receivable balances based on a review of available and relevant information including current economic conditions,
projected economic conditions, historical loss experience, account aging, and other factors that could affect collectability. Expected credit losses are
determined individually or collectively depending on whether the accounts receivable balances share similar risk characteristics. The allowance for doubtful
accounts is the best estimate of the amount of expected credit losses related to existing accounts receivable. The Company does not have any off-balance
sheet credit exposure related to its customers.

Three Months Ended March 31,

Allowance for doubtful accounts 2021 2020

Beginning of period $ 200 $ 155
Provision for credit losses 48 131
Write-offs and recoveries - (44)

End of period $ 248 % 242

The allowances for returns are accounted for as reductions of revenue and are estimated based on the Company'’s periodic assessment of historical
experience and trends. The Company considers factors such as historical reasons for adjustments, service and delivery issues or delays, and past due
customer billings.

7. Convertible Senior Notes

In December 2018, the Company issued $240,000 aggregate principal amount of 1.25% convertible senior notes (“Notes”) due December 15, 2023,
unless earlier repurchased by the Company or converted by the holder pursuant to their terms. Interest is payable semiannually in arrears on June 15 and
December 15 of each year, commencing on June 15, 2019.

The Notes are governed by an Indenture between the Company, as issuer, and U.S. Bank, National Association, as trustee. The Notes are unsecured
and rank: senior in right of payment to the Company’s future indebtedness that is expressly subordinated in right of payment to the Notes; equal in right of
payment to the Company’s unsecured indebtedness that is not subordinated; effectively junior
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in right of payment to any of the Company’s senior, secured indebtedness to the extent of the value of the assets securing such indebtedness; and
structurally junior to all indebtedness and other liabilities incurred by the Company’s subsidiaries.

Upon conversion, the Company will pay or deliver, as the case may be, cash, shares of the Company’s common stock or a combination of cash and
shares of common stock, at the Company’s election.

At issuance, the Notes had an initial conversion rate of 18.8076 shares of common stock per $1 principal amount of Notes, which represented an
initial effective conversion price of approximately $53.17 per share of common stock and 4,513,824 shares issuable upon conversion. Throughout the term
of the Notes, the conversion rate may be adjusted upon the occurrence of certain events. Holders of the Notes will not receive any cash payment
representing accrued and unpaid interest, if any, upon conversion of a Note, except in limited circumstances. Accrued but unpaid interest will be deemed to
be paid by cash, shares of the Company’s common stock or a combination of cash and shares of the Company’s common stock paid or delivered, as the
case may be, to the holder upon conversion of Notes.

Prior to the close of business on September 14, 2023, the Notes will be convertible at the option of holders during certain periods, only upon
satisfaction of certain conditions set forth below. On or after September 15, 2023, until the close of business on the second scheduled trading day
immediately preceding the maturity date, holders may convert all or any portion of their Notes at the conversion price at any time regardless of whether the
conditions set forth below have been met.

Holders may convert all or a portion of their Notes prior to the close of business on September 14, 2023, in multiples of $1 principal amount, only
under the following circumstances:

. during any calendar quarter commencing after the calendar quarter ending on March 31, 2019 (and only during such calendar quarter), if the last
reported sales price of the common stock for at least 20 trading days (whether or not consecutive) during a period of 30 consecutive trading days
ending on, and including, the last trading day of the immediately preceding calendar quarter is greater than or equal to 130% of the conversion
price on each applicable trading day;

. during the five business day period after any five consecutive trading day period, or the Notes measurement period, in which the “trading price” (as
defined in the Indenture) per $1 principal amount of notes for each trading day of the Notes measurement period was less than 98% of the product
of the last reported sale price of the Company’s common stock and the conversion rate on each such trading day;

. if the Company calls any or all of the Notes for redemption, at any time prior to the close of business on September 14, 2023; or
. upon the occurrence of specified corporate events.

As of March 31, 2021, the Notes were not convertible.

Based on market data available for publicly traded, senior, unsecured corporate bonds issued by companies in the same industry and with similar
maturity, the Company estimated the implied market interest rate of its Notes to be approximately 7.30%, assuming no conversion option. Assumptions used
in the estimate represent what market participants would use in pricing the liability component of the Notes, including market interest rates, credit standing,
and yield curves, all of which are defined as Level 2 observable inputs. The estimated implied interest rate was applied to the Notes, which resulted in a fair
value of the liability component of $181,500 upon issuance, calculated as the present value of future contractual payments based on the $240,000 aggregate
principal amount. The excess of the principal amount of the liability component over its carrying amount, or the debt discount, is amortized to interest
expense over the term of the Notes. The $58,500 difference between the gross proceeds received from issuance of the Notes of $240,000 and the estimated
fair value of the liability component represented the equity component of the Notes and was recorded in additional paid-in capital. The equity component is
not remeasured as long as it continues to meet the conditions for equity classification.

In accounting for the transaction costs related to the issuance of the Notes, the Company allocated the total amount incurred to the liability and equity
components in proportion to the allocation of proceeds. Transaction costs attributable to the liability component, totaling $4,808, are being amortized to
expense over the term of the Notes, and transaction costs attributable to the equity component, totaling $1,550, are included with the equity component in
shareholders’ equity.

The Notes consist of the following as of:

As of
March 31, 2021 December 31, 2020
Liability component:
Principal $ 221,250 $ 221,250
Less: Debt discount, net of amortization (34,074) (36,942)
Net carrying amount $ 187,176  $ 184,308
Equity component (a) 56,539 56,539

(@) Recorded in the consolidated balance sheet within additional paid-in capital, net of $1,550 transaction costs in equity.
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The following table sets forth total interest expense recognized related to the Notes:

Three Months Ended March 31,

Interest expense 2021 2020

1.25% coupon $ 691 $ 750
Amortization of debt discount and transaction costs 2,868 2,924
Total $ 3559 % 3,674

As of March 31, 2021, the fair value of the Notes, which was determined based on inputs that are observable in the market or that could be derived
from, or corroborated with, observable market data, quoted price of the Notes in an over-the-counter market (Level 2), and carrying value of debt instruments
(carrying value excludes the equity component of the Company’s Notes classified in equity) were as follows:

March 31, 2021 December 31, 2020
Fair Value Carrying Value Fair Value Carrying Value
Convertible senior notes $ 203,827 $ 187,176 $ 192,587 $ 184,308

In connection with the issuance of the Notes, the Company entered into capped call transactions with certain counterparties affiliated with the initial
purchasers and others. The capped call transactions are expected to reduce potential dilution of earnings per share upon conversion of the Notes. Under the
capped call transactions, the Company purchased capped call options that in the aggregate relate to the total number of shares of the Company’s common
stock underlying the Notes, with an initial strike price of approximately $53.17 per share, which corresponds to the initial conversion price of the Notes and is
subject to anti-dilution adjustments substantially similar to those applicable to the conversion rate of the Notes, and have a cap price of approximately
$89.98. The cost of the purchased capped calls of $33,024 was recorded to stockholders’ deficit and will not be re-measured provided it continues to meet
the conditions for equity classification.

In connection with the purchase of the Notes described above, the Company terminated a portion of the capped call transactions which resulted in an
immaterial amount of payments to the Company in cash and common stock and was recorded in addition paid-in capital.

Based on the closing price of our common stock of $13.81 on March 31, 2021, the last trading day of the quarter, the if-converted value of the Notes
was less than their respective principal amounts.

8. Revolving Line of Credit

The Company entered into a credit facility with Silicon Valley Bank providing for a revolving line of credit agreement on March 3, 2020. This
agreement replaced the Company’s previous agreement with Silicon Valley Bank, which expired on February 20, 2020. The three-year agreement has a
borrowing limit of $50,000, with the ability for the Company to increase it to up to $100,000. Interest is payable monthly. Advances under the agreement
bear interest at (a) the higher of (i) the prime rate as published in the Wall Street Journal or (ii) the federal funds effective rate plus 0.50%, plus (b) an
applicable margin ranging from (0.50%) to 0.50% based on the Company’s Average Daily Usage (“ADU") of the credit facility in the preceding month. The
Company also is charged for amounts unused under this arrangement at a rate ranging from 0.00% to 0.40% based on the Company’s ADU in the preceding
month. Any outstanding principal is due at the end of the term.

The obligations of the Company under the new credit facility are secured by a first priority lien (subject to certain permitted liens) in substantially all of
the personal property assets of the Company and its subsidiaries pursuant to the terms of a Guarantee and Collateral Agreement, dated March 3, 2020 and
the other security documents.

The new credit facility requires the Company to maintain a Consolidated Adjusted Quick Ratio (“AQR”") of (i) Consolidated Quick Assets to (ii)
Consolidated Current Liabilities minus the current portion of Deferred Revenue of at least 1.25 to 1.00 as of the last day of any fiscal quarter, and, if the AQR
is less than 2.00 to 1.00, a Minimum Consolidated EBITDA of at least $1.00 for any such fiscal quarter calculated on a trailing 12 month basis. The Company
has also agreed to fiscal year dollar limits on its capital expenditures. If an event of default occurs, the lender would be entitled to take various actions,
including the acceleration of amounts due under the credit facility and all actions permitted to be taken by a secured creditor.

As of March 31, 2021 there were no amounts outstanding under the Company’s revolving line of credit. The amount available to borrow was $50,000
and the interest rate was 2.75% as of March 31, 2021.

9. Commitments

Supplemental cash flow information related to the Company’s operating and finance leases was as follows:
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Three Months Ended

Cash Paid for Amounts Included in the Measurement of Lease Liabilities March 31, 2021

Financing cash flows from finance leases $ 2,034
Operating cash flows from finance leases $ 102
Operating cash flows from operating leases $ 122

ROU Assets Obtained in Exchange for New Lease Obligations
Finance lease liabilities $ =
Operating lease liabilities $ -

As of March 31, 2021, the Company had no additional significant operating or finance leases that had not yet commenced.

10. Redeemable Preferred Stock

On June 4, 2020, the Company issued and sold 1,777,778 shares of its newly created series of preferred stock, par value of $0.001 per share,
designated as “Series A Convertible Preferred Stock” (the “Preferred Stock”) to BuildGroup LLC (the “Buyer”) at a purchase price of $45 per share, resulting
in total gross proceeds for the Company of approximately $80,000. A member of the Company’s Board of Directors is the Chief Executive Officer of the
Buyer. The Buyer also has a second representative on the Board.

The Preferred Stock ranks senior to the Company’s common stock with respect to dividends and distributions on liquidation, winding-up and
dissolution. Each share of the Preferred Stock has an initial stated value of $45 per share. Holders of shares of the Preferred Stock are entitled to a dividend
equal to 8.00% per annum (the “Regular Dividends”), payable quarterly, beginning on June 30, 2020. The Regular Dividends are payable in cash or in kind,
at the Company’s option. In the event a Regular Dividend is paid in kind, the stated value of each share of the Preferred Stock will be increased by an
amount equal to the accrued Regular Dividend not paid in cash. As of March 31, 2021, the Company paid all dividends on the Preferred Stock in cash.
Holders of the Preferred Stock are also entitled to participate in and receive any dividends declared or paid on the common stock on an as-converted basis,
and no dividends may be paid to holders of the common stock unless full participating dividends are concurrently paid to the holders of the Preferred Stock.

Each holder of the Preferred Stock has the right, at its option, to convert its shares of the Preferred Stock, in whole or in part, into fully paid and non-
assessable shares of the common stock, at any time and from time to time. The number of shares of the common stock into which a share of the Preferred
Stock will convert at any time is equal to the quotient obtained by dividing its stated value then in effect plus any accumulated and unpaid Regular Dividends
by its conversion price of $15.00. The conversion price is subject to customary anti-dilution adjustments, including in the event of any stock split, stock
dividend, recapitalization or similar events. At closing, before payment of any dividends in kind, the 1,777,778 shares of the Preferred Stock were convertible
into 5,333,334 shares of common stock.

The Company may, at its option, redeem the outstanding shares of the Preferred Stock following the fourth anniversary of its issuance. Redemption
by the Company is subject to certain liquidity conditions as well conditions connected with the trading price of its common stock. Upon redemption by the
Company, the Company will pay the holder of the Preferred Stock 105% of the initial stated value of such share plus any increase in the stated value from
the initial stated value plus accumulated and unpaid Regular Dividends. If the Company undergoes a change of control as defined in the purchase
agreement, the Company must redeem all of the then-outstanding shares of the Preferred Stock for cash consideration equal to the greater of the amount
due for redemption as described above and the amount such holder of shares of the Preferred Stock would have received in respect of the number of shares
of the Common Stock that would be issuable upon conversion of such share of the Preferred Stock.

Unless and until approval of the Company’s stockholders is obtained as contemplated by the NASDAQ listing rules, no holder of the Preferred Stock
may convert shares of the Preferred Stock into shares of common stock if and to the extent that such conversion would result in the holder beneficially
owning in excess of 19.9% of the then-outstanding shares of the common stock.

As long as not less than 60% of the shares of the Preferred Stock originally issued remain outstanding, the holders of a majority of the then-
outstanding shares of the Preferred Stock, voting together as a single class, have the right at any election of directors to elect two directors if the Board
consists of nine or fewer directors or three directors if the Board consists of 10 directors. At any time, such elected director(s) may be removed with or
without cause only by the affirmative vote or written consent of a majority of the holders of the Preferred Stock entitled to elect such director.

Holders of the Preferred Stock generally are entitled to vote with the holders of the shares of the common stock on all matters submitted for a vote of
holders of shares of the common stock (voting together with the holders of shares of the common stock as one class) on an as-converted basis, subject to a
limitation of ownership of 19.9% of common stock. Additionally, certain matters require the approval of the holders of a majority of the outstanding shares of
the Preferred Stock, voting as a separate class.

The Buyer is subject to limitations while it holds at least 10% of the Preferred Stock originally purchased. Furthermore, until the earliest of May 30,
2024 and receipt of a notice of redemption, the Buyer cannot sell, transfer or otherwise dispose of the shares of the Preferred Stock or the underlying shares
of the common stock, subject to limited exceptions that include exceptions in the case of transfers to certain permitted transferees.

For so long as the Buyer and its affiliates collectively hold at least 60% of the shares of the Preferred Stock originally purchased by it or the common
stock issuable upon conversion thereof, the Company will pay the Buyer a fee of $400 for the first year following closing and $200 per year thereafter. These
management and oversight fees are expensed over the period incurred.
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In the period of issuance, the Company incurred $807 in issuance costs related to the sale of the Preferred Stock, including $150 of reimbursement to
the Buyer for reasonable fees and out-of-pocket expenses incurred by the Buyer in connection with the transaction. The issuance costs were netted against
the proceeds from this transaction.

11. Stock-based Compensation
Restricted Stock Units

During the three months ended March 31, 2021, the Company granted 61,107 restricted stock units, or RSUs, to employees and officers with an
aggregate grant date fair value of $924. These RSUs generally vest in equal annual installments over various periods ranging from three to four years from
the grant date, subject to continued service to the Company. The Company amortizes the grant date fair value of the stock subject to the RSUs on a straight-
line basis over the period of vesting. The weighted-average vesting period for these RSUs is approximately 3.78 years from the date of grant.

12. Stockholders’ Deficit

Common Stock

The holders of common stock are entitled to one vote for each share. The voting, dividend and liquidation rights of the holders of common stock are
subject to and qualified by the rights, powers and preferences of the holders of preferred stock.

At March 31, 2021, the Company had reserved a total of 11,472,179 of its authorized 50,000,000 shares of common stock for future issuance as
follows:

Outstanding stock options 106,928
Restricted stock units 2,119,282
Available for future issuance under stock award plans 3,816,668
Available for future issuance under ESPP 95,967
Issuable upon conversion of Series A Preferred Stock 5,333,334
Total common shares reserved for future issuance 11,472,179

13. Revenue
Disaggregation of Revenue

The following tables provide information about disaggregation of revenue by service line:

Three Months Ended March 31,

2021 2020
Service line:
Subscription $ 45,579 $ 45,990
Platform 7,769 6,005
Total software services $ 53,348 $ 51,995
Professional services 11,715 14,159
Total $ 65,063 $ 66,154
Contract Balances

The following table provides information about contract assets and contract liabilities from contracts with customers:

Balance at
Beginning of Balance at End of
Period Period

Three Months Ended March 31, 2021
Contract assets $ 15,105 $ 12,311
Contract liabilities:

Deferred revenue $ 32,204 $ 32,630
Three Months Ended March 31, 2020
Contract assets $ 16,685 $ 13,870
Contract liabilities:

Deferred revenue $ 38,508 $ 34,539

The Company recognizes payments from customers based on contractual billing schedules. Accounts receivable are recorded when the right to
consideration becomes unconditional. Contract assets include amounts related to the Company’s contractual right to
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consideration for completed performance objectives not yet invoiced. Contract liabilities include payments received in advance of performance under the
contract and are recognized as revenue when earned under the contract. The Company had no asset impairment charges related to contract assets during
the three months ended March 31, 2021 and 2020.

During the three months ended March 31, 2021, there were no significant changes in the contract assets outside of standard revenue and billing
activity.

Revenue recognized during the three months ended March 31, 2021 that was included in the deferred revenue balance at the beginning of the period
was $12,785.

The Company recorded favorable adjustments to revenue arising from performance obligations satisfied or partially satisfied in previous periods
$1,529 the three months ended March 31, 2021.

Performance Obligations

As of March 31, 2021, the aggregate amount of the Company’s performance obligations that are unsatisfied or partially unsatisfied were
approximately $215,000, of which a majority are expected to be satisfied within the next three years. The Company excludes from its population of
performance obligations contracts with original durations of one year or less, contract renewal periods that renew automatically, and amounts of variable
consideration that are allocated to wholly unsatisfied distinct service that forms part of a single performance obligation and meets certain variable allocation
criteria.

14. Income Taxes

The Company’s effective federal tax rate for the three months ended March 31, 2021 was less than one percent, primarily as a result of estimated tax
losses for the fiscal year to date offset by the increase in the valuation allowance in the net operating loss carryforwards. Current tax expense relates to
estimated state income taxes and indefinite life intangibles. The limitation on the utilization of net operating losses in the indefinite life period is limited to 80%
of taxable income because of provisions in the Tax Cuts and Jobs Act.

15. Segments and Geographic Information

The Company views its operations and manages its business as one operating segment. Segment information matches the consolidated financial
information for the current period and prior periods reported.

16. Related Parties
Series A Preferred Stock

As described in Note 10, the Company sold 1,777,778 shares of Preferred Stock to an entity whose Chief Executive Officer is a member of the
Company'’s Board of Directors. The Company paid dividends of $1,600 to the buyer for the three months ended March 31, 2021. Additionally, the Company
paid management and oversight fees of $100 to the Buyer for three months ended March 31, 2021. The significant terms of the Preferred Stock are
described in Note 10.

Leasing Arrangements

The Company leases its office space at its Charleston, South Carolina headquarters campus under the terms of three non-cancellable leases from
entities affiliated with an executive who is also a Company director and significant stockholder. The Company’s headquarter campus building leases are
accounted for as financing lease ROU assets and lease liabilities on the Consolidated Balance Sheet as of March 31, 2021. The three lease agreements
have 15-year terms ending on December 31, 2031, with Company options to renew for five additional years. The arrangements provide for 3.0% fixed
annual rent increases. Payments under these agreements were $667 and $7,358 for the three months ended March 31, 2021 and 2020, respectively. In the
three months ended March 31, 2020, the Company prepaid rent in the amount of $3,993 for periods during the first half of 2021. Other amounts due to these
related parties were $167 and $667 as of March 31, 2021 and December 31, 2020, respectively, and were recorded in “Accrued expenses”.

Other Related Party Expenses

The Company utilizes the services of various companies that are owned and controlled by an executive who is also a Company director and
significant stockholder. The companies provide construction project management services, private air transportation and other services. Expenses related to
these companies were $19 and $120 for the three months ended March 31, 2021 and 2020, respectively. Amounts due to these companies were de
minimus as of March 31, 2021 and December 31, 2020.

The Company purchased software and services from a company affiliated with a Company director. Payments related to this agreement were $26 for
each of the three months ended March 31, 2021 and 2020. Amounts due to this company were $25 and de minimus as of March 31, 2021 and December
31, 2020, respectively.

17. Subsequent Events
Restricted Stock Units

During April and May 2021, the Company granted approximately 1,068,519 RSUs with an aggregate grant date fair value of approximately $14,843.

These RSUs generally vest in equal annual installments over four years from the grant date.
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The Company granted approximately 690,948 performance RSUs with an aggregate grant date fair value of approximately $9,577 during April and
May 2021. The aggregate grant date fair value of the performance RSUs assuming target achievement was approximately $7,234. The number of
performance RSUs that will vest will be determined upon the achievement of certain financial targets for 2021, and vesting will then occur in equal annual
installments over one- and four-year periods from the grant date. The actual number of shares issued upon vesting could range between 0% and 100% of
the number of awards granted. The grant date fair value of the stock subject to the performance RSUs is amortized to expense on an accelerated basis over
the period of vesting. The weighted-average vesting period for these performance RSUs is approximately 3.2 years from the date of grant.

Additionally, on May 4, 2021, in connection with the appointment of a new president and chief executive officer, the Company granted approximately
248,826 RSUs and approximately 106,640 performance RSUs. These stock awards were granted from authorized capital and not from the Company’s stock
plans. The RSUs vest in equal annual installments over four years starting on May 10, 2021. The performance RSUs vest in a single installment no earlier
than May 10, 2024 if the Company’s per share stock price is at least $23 for a period of 20 consecutive trading days between May 10, 2023 and May 10,
2026.

Common Stock
During April and May 2021, RSUs vested resulting in the issuance of approximately 664,589 shares of the Company’s common stock.
Commitments

In April 2021, the Company entered into a non-cancellable sublease agreement for part of one building on its headquarters campus. The sublease
term expires May 31, 2028 and may be renewed at the option of the sublessee through November 30, 2031. Payments to the Company under the sublease
are less than its current obligation for the asset. Accordingly, the Company expects to recognize an impairment of the financing lease ROU asset during the
second quarter of 2021. The Company is currently assessing this asset for impairment and estimates the impairment expense to be between $3,000 and
$4,000.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains “forward-looking statements” that involve risks and uncertainties, as well as assumptions that, if they
never materialize or prove incorrect, could cause our results to differ materially from those expressed or implied by such forward-looking statements. The
statements contained in this Quarterly Report on Form 10-Q that are not purely historical are forward-looking statements within the meaning of Section 27A
of the Securities Act of 1933, as amended, or Securities Act, and Section 21E of the Securities Exchange Act of 1934, as amended, or Exchange Act. Such
forward-looking statements include any expectation of earnings, revenue or other financial items; any statements of the plans, strategies and objectives of
management for future operations; factors that may affect our operating results; statements about our ability to retain and hire necessary associates and
appropriately staff our operations; statements about our ability to establish and maintain intellectual property rights; statements related to future capital
expenditures; statements related to future economic conditions or performance; statements as to industry trends; and other matters that do not relate strictly
to historical facts or statements of assumptions underlying any of the foregoing. Forward-looking statements are often identified by the use of words such as,
but not limited to, “anticipate,” “believe,” “can,” “continue,” “could,” “estimate,” “expect,” “intend,” “may,” “might,” “will,” “plan,” “project,” “seek,” “should,”
“target,” “would,” and similar expressions or variations intended to identify forward-looking statements. These statements are based on the beliefs and
assumptions of our management based on information currently available to management. Such forward-looking statements are subject to risks,
uncertainties and other important factors that could cause actual results and the timing of certain events to differ materially from future results expressed or
implied by such forward-looking statements. Factors that could cause or contribute to such differences include, but are not limited to, those discussed in the
section titled “Risk Factors” included in Item 1A of Part Il of this Quarterly Report on Form 10-Q, and the risks discussed in our other SEC filings.
Furthermore, such forward-looking statements speak only as of the date of this report. Except as required by law, we undertake no obligation to update any
forward-looking statements to reflect events or circumstances after the date of such statements.

"o " " "o "o

As used in this report, the terms “Benefitfocus, Inc.,” “Benefitfocus,” “Company,” “company,” “we,” “us,” and “our” mean Benefitfocus, Inc. and its

subsidiaries unless the context indicates otherwise.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS.

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our consolidated financial
statements and related notes appearing elsewhere in this Quarterly Report on Form 10-Q and with the financial statements, related notes and
Management's Discussion and Analysis of Financial Condition and Results of Operations in our Annual Report on Form 10-K, as amended for the fiscal year
ended December 31, 2020. The following discussion contains forward-looking statements that reflect our plans, estimates and beliefs. Our actual results
could differ materially from those discussed in the forward-looking statements. Factors that could cause or contribute to such differences include, but are not
limited to, those discussed in the section titled “Risk Factors” included in Item 1A of Part Il of this Quarterly Report on Form 10-Q, and the risks discussed in
our other SEC filings.

Overview

Benefitfocus provides industry-leading, cloud-based benefits management technology solutions for employers and health plans. The Benefitfocus
enrollment platform simplifies how organizations procure benefits and connect to the necessary benefits products and services that improve the lives of their
employees and the American workforce. Our core technology solutions facilitate employee benefits administration and enrollment; our solutions enable
working Americans and their families to select and engage in the right benefits products and services for themselves; and our data advantage deliver
insights to employers, health plans and their advisors to help control healthcare spending and reduce unnecessary expenses.

The Benefitfocus Platform has a multi-tenant architecture and a user-friendly interface designed for employees to access all of their benefits in one
place. Our comprehensive solutions support medical benefit plans and non-medical benefits, such as, dental, life, disability insurance, income protection,
digital health and financial wellness. Our platform includes functionality designed to help consumers identify and evaluate benefit options available to them.
As the number of employer benefits plans has increased, with each plan subject to many different business rules and requirements, demand for the
Benefitfocus Platform is growing.

Our economic model includes a transaction-oriented solution, now known as our Benefit Catalog, that aligns brokers, carriers and suppliers around
the needs of employers and employees. In this model, Benefit Catalog sellers, who are carriers and suppliers, offer their voluntary and specialty benefit
products in a “marketplace” alongside the benefits enrollment platform. This marketplace is designed to increase the economic value of the employee and
consumer lives on our platform by aligning Benefit Catalog products to consumer needs. In exchange for Benefitfocus delivering employee/consumer
access, data-driven analysis and operational efficiencies, seller partners pay us a percentage of the purchases completed on our platform. Carrier
agreements have terms of two to four years and are typically cancellable upon breach of contract or insolvency. Supplier contracts have terms of one year or
less and are generally cancellable upon breach of contract, failure to cure, bankruptcy and termination for convenience.

We classify our revenue into three streams — subscription, platform, and professional services revenue. Subscription and platform revenue are
combined and reported as software services revenue.

Subscription revenue primarily consists of monthly subscription fees paid to us by our employer and health plan customers for access to, and usage of,
cloud-based benefits software solutions for a specified contract term. Subscription fees are generally charged based on the number of employees or subscribers
with access to the solution. Subscription revenue accounted for approximately 70% of our total revenue during each of the three-month periods ended March 31,
2021 and 2020.

Platform revenue includes Benefit Catalog transactional revenue, which is generated from the value of the policies or products enrolled in through our
marketplace. Benefit Catalog revenue from insured products is generally recognized over the policy period of the enrolled products. In arrangements where we
sell policies to employees of our customers as the broker, we earn insurance broker commissions. Revenue from insurance broker commissions and Benefit
Catalog supplier transactions is generally recognized at the time when open enroliment is complete and the orders for policies are transferred to the supplier.
Platform revenue accounted for approximately 12% and 9% of our total revenue during the three-month period ended March 31, 2021 and 2020, respectively.

Our professional services revenue stream is largely derived from the implementation of our customers onto our platform, which typically includes
discovery, configuration and deployment, integration, testing, and training. We also provide customer support services and customized media content that
supports our customers’ effort to educate and communicate with consumers. Professional services revenue accounted for approximately 18% and 21% of
our total revenue during the three-month period ended March 31, 2021 and 2020, respectively.

Expanding our customer base is a key element of our growth strategy. We believe that our continued innovation and new solutions, such as Benefit
Catalog, which extend to the functionality of our mobile offerings, provide more robust data analytics capabilities and enhance our ability to quickly respond
to evolving market needs. We believe these innovative capabilities will help us attract additional lives to our platform through new employer customers,
partners and brokers and increase our revenue from existing customers and relationships.

We believe that there is a substantial market for our services, and we have been investing in our services to further expand our offerings over the past
several years. In particular, we have continued to invest in technology and services to better serve our larger employer customers, which we believe are an
important source of growth for our business. As we have invested in growth, we have had operating losses in each of the last ten years. Although our
operating results have improved, we could incur operating losses in future periods. Due to the nature of our customer relationships, which have been stable
in spite of some customer losses over the past years, and our hybrid subscription and transaction-based financial model, we believe that our current
investment in growth should lead
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to increased revenue in the long-term, which may allow us to achieve profitability in the relatively near future as evidenced in the most recent quarter ending
December 31, 2020. Of course, our ability to achieve profitability will continue to be subject to many factors beyond our control.

On March 11, 2020, the World Health Organization classified the COVID-19 outbreak as a pandemic. We continue to actively monitor COVID-19 and
its potential impact on our operations and financial results. In response to the pandemic, we implemented cost management actions in the second quarter of
2020 to maintain our financial health and liquidity through these economic uncertain times. These include actions to reduce our workforce by approximately
17%, renegotiating vendor service contracts and reducing discretionary expenditures such as travel and professional services. These actions also include
investing in accelerating automation efforts to gain efficiencies.

During the initial peak of the COVID-19 pandemic during the second quarter of 2020, we experienced sales delays as HR professionals shifted their
focus away from procuring technology solutions. We believe the financial impacts from COVID-19 are temporary in nature and do not significantly affect our
business model and growth strategy in the long-term. Therefore, we did not consider the COVID-19 pandemic to have been a triggering event to accelerate
our annual impairments tests.

We evaluated our goodwill and indefinite-lived intangible assets and determined there were no interim triggering events as it was not more likely than
not that the fair value of our reporting units would be less than their respective carrying amounts. Additionally, we evaluated our long-lived assets, including
our property, plant and equipment, lease right-of-use assets and other intangible assets, noting no indicators of impairment.

The impact that COVID-19 will have on our consolidated financial statements in 2021 and beyond remains uncertain and ultimately will be determined
by the length and severity of the pandemic, as well as the economic recovery and federal, state and local government actions taken in response. We will
continue to evaluate the nature and extent of these potential impacts to our business and consolidated financial statements.

While the ultimate impact of the pandemic on our business and financial results remains uncertain, our business has been impacted by the following:

. New sales. We have experienced longer sales cycles and a slowdown in new sales activity in 2020 which negatively impact growth in
subscription revenue and platform revenue from new business in 2021.

. Unemployment. The increase in unemployment caused by the pandemic has negatively impacted platform revenue by decreasing the rate
at which our Benefits Catalog voluntary benefits offerings are purchased. We expect revenue from health plan customers to decline in 2021
as some customers might renew their agreements with a lower minimum number of covered employees because of an increase in
unemployment in the small business markets they serve.

. Participation in Voluntary Benefits. Participation of lives on our platform in purchasing voluntary benefits did not grow compared to the
previous year as a result of the economic impacts of the pandemic on income levels across the country.

As a result of the nature of our customer relationships, the stability of our subscription revenue, the cost restructuring actions taken in the second
quarter of 2020 and our ongoing investments in automation, we believe we will be able to increase cash flows from operations and achieve profitability in the
relatively near future. Of course, our ability to achieve profitability will continue to be subject to many risks and factors beyond our control, such as the
COVID-19 pandemic.

Key Financial and Operating Performance Metrics

We regularly monitor a number of financial and operating metrics in order to measure our current performance and project our future performance.
These metrics help us develop and refine our growth strategies and make strategic decisions. We discuss revenue, gross margin, and the components of
operating loss in “Components of Operating Results” below. In addition, we utilize other key metrics as described below.
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Adjusted EBITDA

Adjusted EBITDA represents our earnings before net interest and other expenses, taxes, and depreciation and amortization expense, adjusted to
eliminate stock-based compensation and impairment of goodwill and intangible assets, transaction and acquisition-related costs expensed, restructuring
costs, impairment of goodwill, intangible assets, and long-lived assets, gain or loss on extinguishment of debt and costs not core to our business. We believe
that the exclusion of the expenses eliminated in calculating adjusted EBITDA can provide a useful measure for period-to-period comparisons of our core
business. Accordingly, we believe that adjusted EBITDA provides useful information to investors and others in understanding and evaluating our operating
results. However, adjusted EBITDA is not a measure calculated in accordance with United States generally accepted accounting principles, or GAAP, and
should not be considered as an alternative to any measure of financial performance calculated and presented in accordance with GAAP.

Our use of adjusted EBITDA as an analytical tool has limitations, and you should not consider it in isolation or as a substitute for analysis of our
financial results as reported under GAAP. Some of these limitations are:

. although depreciation and amortization are non-cash charges, the assets being depreciated and amortized might have to be replaced in the
future, and adjusted EBITDA does not reflect cash capital expenditure requirements for such replacements or for new capital expenditure
requirements;

. adjusted EBITDA does not reflect changes in, or cash requirements for, our working capital needs;
. adjusted EBITDA does not reflect the potentially dilutive impact of stock-based compensation;
. adjusted EBITDA does not reflect interest or tax payments that would reduce the cash available to us; and

. other companies, including companies in our industry, might calculate adjusted EBITDA or a similarly titled measure differently, which reduces
their usefulness as comparative measures.

Because of these and other limitations, you should consider adjusted EBITDA alongside other GAAP-based financial performance measures,
including various cash flow metrics, gross profit, net loss and our other GAAP financial results. The following table presents for each of the periods indicated
a reconciliation of adjusted EBITDA to the most directly comparable GAAP financial measure, net loss (in thousands):

Three Months Ended

March 31,
2021 2020
Reconciliation from Net Loss to Adjusted EBITDA:

Net loss $ (2,097) $ (11,136)
Depreciation 3,623 3,796
Amortization of software development costs 2,162 1,519
Amortization of acquired intangible assets 568 569
Interest income (57) (426)
Interest expense 5,555 5,891
Income tax expense 42 5
Stock-based compensation expense 1,523 3,677
Transaction and acquisition-related costs expensed 154 192
Restructuring costs 1,400 -
Costs not core to our business 1,881 -

Total net adjustments 16,851 15,223

Adjusted EBITDA $ 14754  $ 4,087

Net Benefit Eligible Lives

We are focused on driving revenue growth from adding lives to our platform and driving incremental transaction revenue. We believe the number of
net benefit eligible lives is a key indicator of our market penetration, growth and future revenue. We believe net benefit eligible lives is highly correlated to our
subscription revenue and is the foundation of our transaction revenue opportunity. We define a net benefit eligible life as a person with access to a benefits
enrollment subscription under standard contracting or a freelancer with access to benefits enrollment, plus their estimated dependents, as of the
measurement date. This definition excludes lives from other subscription-related contracts.

As of March 31,
2021 2020
(in millions)
Net benefit eligible lives 18.3 17.5
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Freelancers have been primary contributors to recent growth in our net benefit eligible lives. Freelancers generate only platform revenue by
purchasing voluntary benefits and other offerings. The participation rate of freelancers on our platform is currently low.

In the second quarter of 2021, we terminated our relationship with Shipt, Inc., which we expect will decrease the number of net benefit eligible lives in
the second quarter of 2021 by approximately 1.9 million freelancers.

Software Services Revenue Retention Rate

We believe that our ability to retain our customers and expand the revenue they generate for us over time is an important component of our growth
strategy and reflects the long-term value of our customer relationships. We measure our performance on this basis using a metric we refer to as our software
services revenue retention rate. We calculate this metric for a particular period by establishing the group of our customers that had revenue for a given
period. We then calculate our software services revenue retention rate by taking the amount of software services revenue we recognized for this group in the
subsequent comparable period (for which we are reporting the rate) and dividing it by the software services revenue we recognized for the group in the prior
period.

Our software services revenue retention rate was greater than 95% for the three months ended March 31, 2021 compared to being greater than 90%
for the three months ended March 31, 2020. The lower rate in the prior period was primarily result of the impact on 2020 revenue from the renegotiation of a
customer contract. Excluding this customer, our software revenue retention rate exceeded 95% for both periods.

Components of Operating Results

Revenue

We derive the majority of our revenue from monthly subscription fees paid to us by our employer and carrier customers for access to, and usage of,
our cloud-based benefits software solutions for a specified contract term. We derive platform revenue from both insurance broker commissions from the sale
of voluntary and ancillary benefits policies to employees of our customers and from transaction revenue from life and ancillary insurance carriers and
specialty providers. We also derive revenue from professional services fees, which primarily include fees related to the implementation of our customers onto
our platform. Our professional services typically include discovery, configuration and deployment, integration, testing, and training.

The following table sets forth a breakdown of our revenue between software services and professional services for the periods indicated (in
thousands):

Three Months Ended

March 31,
2021 2020
Subscription $ 45579 % 45,990
Platform 7,769 6,005
Total software services $ 53,348 % 51,995
Professional services 11,715 14,159
Total revenue $ 65,063 $ 66,154

We recognize revenue when control of these services is transferred to customers, in an amount that reflects the consideration we expect to be
entitled to in exchange for those services. Taxes collected from customers relating to services and remitted to governmental authorities are excluded from
revenues.

We determine revenue recognition through the following steps:

. Identification of each contract with a customer;

. Identification of the performance obligations in the contract;

. Determination of the transaction price;

. Allocation of the transaction price to the performance obligations in the contract; and
. Recognition of revenue when, or as, performance obligations are satisfied.

Software Services Revenue
Software services revenue consists of subscription and platform revenue.
Subscription Revenue

Subscription revenue primarily consists of monthly subscription fees paid to us by our customers for access to, and usage of, cloud-based benefits
software solutions for a specified contract term. Fees are generally charged based on the number of employees or subscribers with access to the solution.

Subscription revenue is generally recognized on a ratable basis over the contract term beginning on the date the subscription services are made
available to the customer. Our subscription service contracts are generally three years.
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Subscription revenue also includes fees paid for other services, such as event sponsorships and certain data services.
Platform Revenue

Platform revenue is generated from the value of the policies or products enrolled in through our marketplace. Platform revenue from carriers is
generally recognized over the policy period of the enrolled products. In arrangements where we sell policies to employees of our customers as the broker,
we earn insurance broker commissions. Revenue from insurance broker commissions and Benefit Catalog supplier transactions is recognized at the point
when the orders for the policies are received and transferred to the insurance carrier or supplier, and is reduced by constraints for variable consideration
associated with collectability, policy cancellation and termination risks.

Professional Services Revenues

Professional services revenue primarily consists of fees related to the implementation of software products purchased by customers. Professional
services typically include discovery, configuration and deployment, integration, testing, and training. Fees from consulting services, support services and
training are also included in professional services revenue.

We determined that implementation services for certain of our insurance carrier customers significantly modify or customize the software solution and,
as such, do not represent a distinct performance obligation. Accordingly, revenue from such implementation services with these insurance carrier customers
are generally recognized over the contract term of the associated software services contract, including any extension periods representing a material right.
We utilize estimates of hours as a measure of progress to determine revenue for certain types of arrangements.

Revenue from implementation services with employer customers is generally recognized as those services are performed.

Revenue from support and training fees is recognized over the service contract period.

Contracts with Multiple Performance Obligations

Certain of our contracts with customers contain multiple performance obligations. For these contracts, the individual performance obligations are
accounted for separately if they are distinct. The transaction price is allocated to the separate performance obligations based on their relative standalone
selling prices. We determine the standalone selling prices based on their overall pricing objectives, taking into consideration market conditions and other
factors, including the value of their contracts, the software services sold, customer size and complexity, and the number and types of users within the
contracts.

Overhead Allocation

Expenses associated with our facilities, security, information technology, and depreciation and amortization, are allocated between cost of revenue
and operating expenses based on employee headcount determined by the nature of work performed.

Cost of Revenue

Cost of revenue primarily consists of salaries and other personnel-related costs, including benefits, bonuses, and stock-based compensation, for
employees, whom we refer to as associates, providing services to our customers and supporting our SaaS platform infrastructure. Additional expenses in
cost of revenue include co-location facility costs for our data centers, depreciation expense for computer equipment directly associated with generating
revenue, infrastructure maintenance costs, professional fees, amortization expenses associated with acquired intangibles and capitalized software
development costs, allocated overhead, and other direct costs.

We expense cost of revenue associated with fulfilling performance obligations as we incur the costs. Costs that relate directly to a customer contract
that are not related to satisfying a performance obligation are capitalized and amortized to cost of revenue over the estimated period of benefit of the
contract asset, which is generally five years.

Subscription and platform revenue are both generated from our platform and result from the same set of assets and activities. As such, we are not
able to meaningfully separate and assign costs of revenue to subscription and platform revenue separately.

We expect cost of revenue as a percentage of revenue to decline and gross margins to increase as we realize the full impact of our restructuring
activities and increased automation. However, this trend may vary on a quarterly basis.

Operating Expenses

Operating expenses consist of sales and marketing, research and development, and general and administrative expenses. Salaries and personnel-
related costs are the most significant component of each of these expense categories. We expect to decrease our operating expenses, as a percentage of
revenue, if and as we achieve economies of scale and as a result of restructuring actions taken in April 2020.

Sales and marketing expense. Sales and marketing expense consists primarily of salaries and other personnel-related costs, including benefits,
bonuses, stock-based compensation and commissions, for our sales and marketing associates. Costs to obtain a contract that are incremental, such as
sales commissions, are capitalized and amortized to expense over the estimated period of benefit of the asset, which is generally four to five years.
Additional expenses include advertising, lead generation, promotional event programs, corporate communications, travel, and allocated overhead. For
instance, our most significant promotional event is One Place, which we hold annually.
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Research and development expense. Research and development expense consists primarily of salaries and other personnel-related costs, including
benefits, bonuses and stock-based compensation, for our research and development associates. Additional expenses include costs related to the
development, quality assurance, and testing of new technology, and enhancement of our existing platform technology, consulting, travel, and allocated
overhead. We believe continuing to invest in research and development efforts is essential to maintaining our competitive position.

General and administrative expense. General and administrative expense consists primarily of salaries and other personnel-related costs, including
benefits, bonuses, and stock-based compensation for administrative, finance and accounting, information systems, legal, and human resource associates.
Additional expenses include consulting and professional fees, insurance and other corporate expenses, and travel. We expect our general and
administrative expenses to increase in the near-term as we incur significant professional services expenses in connection with activist shareholder matters,
which are not related to our core business.

Restructuring costs. Restructuring costs are comprised of one-time severance charges, continuation of health benefits and outplacement services.
During the three months ended March 31, 2021, we incurred restructuring costs associated with eliminating certain positions in the organization.
Other Income and Expense

Other income and expense consists primarily of interest income and expense and gain (loss) on disposal of property and equipment. Interest income
represents interest received on our cash and cash equivalents. Interest expense consists primarily of the interest incurred on outstanding convertible debt
and borrowings under our lease arrangements and credit facility.

Income Tax Expense

Income tax expense consists of U.S. federal and state income taxes. We incurred minimal income tax expense for the three months ended March 31,
2021 and 2020.

On March 27, 2020, the “Coronavirus Aid, Relief and Economic Security (CARES) Act” was signed into law. The CARES Act, among other things,
includes provisions relating to refundable payroll tax credits, deferment of employer side social security payments, net operating loss carryback periods,
alternative minimum tax credit refunds, modifications to the net interest deduction limitations and technical corrections to tax depreciation methods for
qualified improvement property. Except for utilizing the deferment of employer social security payments, we did not utilize CARES Act to have a material
impact on our financial results. We continue to examine the impacts the CARES Act may have on our business.

Results of Operations
Consolidated Statements of Operations Data
The following table sets forth our consolidated statements of operations data for each of the periods indicated (in thousands):

Three Months Ended

March 31,
2021 2020
Revenue $ 65,063 $ 66,154
Cost of revenue(1) 28,593 33,912
Gross profit 36,470 32,242
Operating expenses:
Sales and marketing(1) 10,891 15,630
Research and development(1) 10,832 11,768
General and administrative(1) 9,862 10,515
Restructuring costs(1) 1,400 —
Total operating expenses 32,985 37,913
Income (loss) from operations 3,485 (5,671)
Other income (expense):
Interest income 57 426
Interest expense (5,555) (5,891)
Other (expense) income (42) 5
Total other expense, net (5,540) (5,460)
Loss before income taxes (2,055) (11,131)
Income tax expense 42 )
Net loss $ (2,097) $ (11,136)
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(€

Cost of revenue
Sales and marketing

Research and development
General and administrative

Restructuring costs

Cost of revenue and operating expenses include stock-based compensation expense as follows (in thousands):

Three Months Ended

March 31,
2021 2020
$ 326 $ 667
580 880
118 342
499 1,788

The following table sets forth our consolidated statements of operations data as a percentage of revenue for each of the periods indicated (as a

percentage of revenue):

Three Months Ended

March 31,
2021 2020
Revenue 100.0 % 100.0 %
Cost of revenue 43.9 51.3
Gross profit 56.1 48.7
Operating expenses:
Sales and marketing 16.7 23.6
Research and development 16.6 17.8
General and administrative 15.2 15.9
Restructuring costs 2.2 -
Total operating expenses 50.7 57.3
Income (loss) from operations 5.4 (8.6)
Other income (expense):
Interest income 0.1 0.6
Interest expense (8.5) (8.9)
Other (expense) income (0.1) -
Total other expense, net (8.5) (8.3)
Loss before income taxes 3.2) (16.8)
Income tax expense - -
Net loss (3.2)% (16.8) %
Comparison of Three Months Ended March 31, 2021 and 2020
Revenue
Three Months Ended March 31,
2021 2020
Percentage of Percentage of Period-to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(in thousands)
Subscription $ 45,579 701 % $ 45,990 695 % $ (411) (0.9) %
Platform 7,769 11.9 6,005 9.1 1,764 29.4
Total software services $ 53,348 820 % $ 51,995 786 % $ 1,353 26 %
Professional services 11,715 18.0 14,159 214 (2,444) (17.3)
Total revenue $ 65,063 1000 % $ 66,154 1000 % $ (2,091) (1.6) %

Subscription revenue decreased by $0.4 million primarily due to $0.8 million from the renegotiation of a customer contract and decreases in non-
recurring revenue. These decreases were partially offset by increases from contractual price increases and a benefit from sales returns allowance. During
the quarter, revenue from new customers and newly adopted products offset decreases from terminations and changes in contractual rates.

Platform revenue increased from growth in premiums and new products from Benefit Catalog primarily from insurance carriers and specialty products
recognized over the policy period. As discussed above in “Components of Operating Results — Revenue”, we recognize platform revenue from carriers and
specialty products over the policy period and we recognize commissions revenue at a point in time.

The decrease in professional services revenue was attributable to a decrease in implementation revenue and lower levels of customer-specific

development for health plan customers.
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We expect total revenue to continue to be less in 2021 compared to 2020 primarily due to the impacts of the COVID-19 pandemic, including a slowed
sales cycle in 2020 and the effects of higher unemployment. As previously discussed, we experienced longer sales cycles in 2020 and a slowdown in new
sales activity which will negatively impact subscription and platform revenue in future periods. Additionally, we expect revenue from health plan customers to
decline in 2021 as some customers might renew their agreements with a lower minimum number of covered employees because of an increase in
unemployment. We also expect professional services revenue to decrease as we focus on profitability by managing away from unprofitable work.

Cost of Revenue
Three Months Ended March 31,

2021 2020
Percentage of Percentage of Period-to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(in thousands)
Cost of revenue $ 28,593 439 % $ 33,912 513 % $ (5,319) 15.7) %

The decrease in cost of revenue was attributable to decreases in salaries and other personnel-related costs of $4.4 million, costs related to external
development and engineering consulting of $1.4 million, and travel-related expenses of $0.3 million. These decreases were primarily a result of our actions
taken during the second quarter of 2020 in response to the COVID-19 pandemic to maintain financial health and liquidity discussed above in “Overview”.
These decreases were partially offset by increased depreciation expense of $0.6 million attributable to higher depreciation expense related to an increase in
capitalized software development costs. Cost of revenue included $0.3 million and $0.7 million of stock-based compensation expense for the three-month
periods ended March 31, 2021 and 2020, respectively, and $4.9 million and $4.3 million of depreciation and amortization for the three-month periods ended
March 31, 2021 and 2020, respectively.

Gross Profit
Three Months Ended March 31,

2021 2020
Percentage of Percentage of Period-to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(in thousands)
Software services $ 35,774 67.1 % $ 33,006 635 % $ 2,768 84 %
Professional services 696 5.9 (764) (5.4) 1,460 (191.1)
Gross profit $ 36,470 56.1 % $ 32,242 487 % $ 4,228 131 %

The increase in software services gross profit was driven by a $1.4 million, or 2.6%, increase in software services revenue and a decrease in
software services cost of revenue of $1.4 million. The decrease in the software services cost of revenue was driven by decreased salary and personnel-
related costs and external development and engineering consulting and travel-related costs offset by $0.6 million in higher depreciation and amortization
expense attributable to an increase in amortization of capitalized internally developed software. Software services cost of revenue included $0.2 million and
$0.4 million of stock-based compensation expense for the three months ended March 31, 2021 and 2020, respectively, and $4.1 million and $3.5 million of
depreciation and amortization for the three months ended March 31, 2021 and 2020, respectively.

Professional services gross profit increased by actively reducing our cost structure to align with the decrease in demand for professional services.
The decrease in professional services cost of revenue is primarily attributable to decreases in salary and personnel-related costs due to headcount
reductions and decreased utilization of contract labor and external professionals. Professional services cost of revenue included $0.1 million and $0.2 million
of stock-based compensation expense for the three months ended March 31, 2021 and 2020, respectively. In addition, professional services cost of revenue
included $0.8 million of depreciation and amortization in each of the three months ended March 31, 2021 and 2020.

We expect the trend of positive professional services margin to continue on an annual basis as a result of investing in accelerating automation and
shifting to higher margin professional services work.

Operating Expenses
Three Months Ended March 31,

2021 2020
Percentage of Percentage of Period-to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(in thousands)

Sales and marketing $ 10,891 167 % $ 15,630 236 % $ (4,739) (30.3) %
Research and development 10,832 16.6 11,768 17.8 (936) (8.0)
General and administrative 9,862 15.2 10,515 15.9 (653) (6.2)
Restructuring costs 1,400 2.2 - 0.0 1,400 100.0

The decrease in sales and marketing expense was primarily attributable to a $2.9 million decrease in salaries and personnel-related costs, a $0.8
million decrease in travel-related costs, and a $0.5 million decrease in the cost of marketing events and advertising expense. These decreases are the result
of our actions taken during the second quarter of 2020 in response to the COVID-19 pandemic to maintain financial health and liquidity as discussed above
in “Overview”. The decrease in salaries and personnel-related
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costs was primarily driven by decreased headcount. The decrease in travel-related costs was driven by travel restrictions imposed in response to the
pandemic. The cost of marketing events decreased in part because of lower costs incurred with our annual user conference, One Place, which was planned
as a digital event in the current year compared to the prior year when it was planned as an in-person event.

The decrease in research and development expense is primarily attributable to a decrease in personnel-related costs and external development and
engineering consulting of $2.8 million, partially offset by a $1.7 million decrease in capitalized software development costs. These decreases result from our
actions taken during the second quarter of 2020 in response to the COVID-19 pandemic to maintain financial health and liquidity as discussed above in
“Overview”.

The decrease in general and administrative expense was primarily attributable to a $1.7 million decrease in salaries and personnel-related costs and
contract labor as well as a decrease of $0.3 million in travel-related costs. These decreases are the result of our actions taken during the second quarter of
2020 in response to the COVID-19 pandemic to maintain financial health and liquidity as discussed above in “Overview”. These decreases were partially
offset by an increase of $1.1 million professional fees primarily related to costs incurred associated with activist shareholder activity.

Restructuring costs are the result of a reduction to our workforce in January 2021, comprised of one-time severance charges, continuation of health
benefits and outplacement services.

Critical Accounting Policies and Significant Judgments and Estimates

Our management’s discussion and analysis of our financial condition and results of operations is based on our consolidated financial statements,
which have been prepared in accordance with GAAP. The preparation of these consolidated financial statements requires us to make estimates and
assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the consolidated financial
statements, and the reported amounts of revenue and expenses. In accordance with GAAP, we base our estimates on historical experience and on various
other assumptions that we believe are reasonable under the circumstances. Actual results might differ from these estimates under different assumptions or
conditions and, to the extent that there are differences between our estimates and actual results, our future financial statement presentation, financial
condition, results of operations and cash flows will be affected.

During the three months ended March 31, 2021 there were no material changes to our accounting policies that are critical to the process of making
significant judgements and estimates in the preparation of our consolidated financial statements, which are disclosed in our Annual Report on Form 10-K, as
amended for the year ended December 31, 2020.

Liquidity and Capital Resources
Sources of Liquidity

As of March 31, 2021, our primary sources of liquidity were our cash and cash equivalents and marketable securities totaling $188.9 million, $24.5
million in accounts receivables, net of allowances, and our $50.0 million revolving line of credit, the terms of which are described in Note 8 to the financial
statements included in this report.

Our cash flow from operations has improved in recent years and was positive for the three months ended March 31, 2021 and the year ended
December 31, 2020. Cash flow from operations may fluctuate between positive and negative due to the timing of payments and collections of cash on both a
quarterly and annual basis.

Based on our current level of operations and restructured costs, we believe our future cash flow from operating activities and existing balances of
cash and marketable securities, and revolving line of credit will be sufficient to meet our cash requirements for at least the next 12 months.

Going forward, we may access capital markets to raise additional equity or debt financing for various business reasons, including required debt
payments and acquisitions. The timing, term, size, and pricing of any such financing will depend on investor interest and market conditions, and there can be
no assurance that we will be able to obtain any such financing on favorable terms or at all.

Operating and Capital Expenditure Requirements and Contractual Obligations

There have been no material changes to our operating and capital expenditure requirements and contractual obligations during the three-months
ending March 31, 2021.

Recent Accounting Pronouncements

In August 2020, the FASB issued ASU 2020-06, “Debt - Debt with Conversion and Other Options (Subtopic 470-20) and Derivatives and Hedging -
Contracts in Entity’s Own Equity (Subtopic 815-40)". The update simplifies the accounting for convertible debt instruments and convertible preferred stock by
reducing the number of accounting models and the number of embedded conversion features that could be recognized separately from the primary contract.
This ASU also enhances transparency and improves disclosures for convertible instruments and earnings per share guidance. It is effective for interim and
annual reporting periods beginning January 1, 2022. Early adoption is permitted, but no earlier than January 1, 2021. This update permits the use of either
the modified retrospective or fully retrospective method of transition. We are currently evaluating the timing and impact of the
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adoption of ASU 2020-06 on our consolidated financial statements, but we anticipate that it will result in a reduction in non-cash interest expense related to
our convertible senior notes.

We are evaluating other accounting standards and exposure drafts that have been issued or proposed by the FASB or other standards setting bodies
that do not require adoption until a future date to determine whether adoption will have a material impact on our consolidated financial statements.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

Market risk is the risk of loss to future earnings, values or future cash flows that may result from changes in the price of a financial instrument. The
value of a financial instrument might change as a result of changes in interest rates, exchange rates, commodity prices, equity prices and other market
changes. We do not use derivative financial instruments for speculative, hedging or trading purposes, although in the future we might enter into exchange
rate hedging arrangements to manage the risks described below.

Interest Rate Risk

We are exposed to market risk related to changes in interest rates. Borrowings under our revolving line of credit bear interest at rates that are
variable. Increases in the Prime Rate would increase the revolving line of credit.
Interest Rate Sensitivity

We are subject to interest rate risk in connection with borrowings under the revolving line of credit, which are subject to a variable interest rate. At
March 31, 2021, we had no amounts outstanding under the revolving line of credit.
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ITEM 4. CONTROLS AND PROCEDURES.

(a) Evaluation of Disclosure Controls and Procedures

Under the supervision and with the participation of our management, including our President and Chief Executive Officer and our Chief Financial
Officer, we conducted an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures, as defined in Rules 13a-
15(e) and 15d-15(e) under the Exchange Act, as of the end of the period covered by this report.

In designing and evaluating our disclosure controls and procedures, management recognizes that any disclosure controls and procedures, no matter
how well designed and operated, can provide only reasonable assurance of achieving the desired control objectives. In addition, the design of disclosure
controls and procedures must reflect the fact that there are resource constraints and that management is required to apply its judgment in evaluating the
benefits of possible controls and procedures relative to their costs.

Based on their evaluation, our President and Chief Executive Officer and our Chief Financial Officer concluded that as of March 31, 2021 our
disclosure controls and procedures were designed to, and were effective to, provide assurance at a reasonable level that the information we are required to
disclose in reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in SEC
rules and forms, and that such information is accumulated and communicated to our management, including our President and Chief Executive Officer and
our Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosures as of March 31, 2021.

(b) Changes in Internal Control Over Financial Reporting

No changes in internal control over financial reporting occurred during the most recent fiscal quarter with respect to our operations, which has
materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.
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PART Il. OTHER INFORMATION.

Item 1A. RISK FACTORS.

There have been no material changes to the risk factors associated with our business previously disclosed in “Item 1A. Risk Factors,” in our Annual Report
on Form 10-K, as amended for the period ended December 31, 2020.
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Item 6. EXHIBITS.

Exhibit Number

Exhibit Title

Incorporated by Reference
(Unless Otherwise Indicated)

Form

File

Exhibit

Filing Date

10.1

10.2#

311

31.2

321

101.INS

101.SCH

101.CAL

101.DEF

101.LAB

101.PRE

104

Amended and Restated Co-Sale and
Voting Agreement, dated January 26,
2021, by and between Benefitfocus, Inc.,
Mason R. Holland, Jr. and BuildGroup
LLC.

Advisory and Board Observation
Agreement, dated January 26, 2021, by
and between Benefitfocus, Inc. and
Mason R. Holland, Jr.

Certification of the President and Chief
Executive Officer pursuant to Section
302 of the Sarbanes-Oxley Act of 2002.

Certification of the Chief Financial Officer
pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002.

Certification of the President and Chief
Executive Officer and Chief Financial
Officer pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

Inline XBRL Instance Document — the
Instance Document does not appear in
the interactive data file because its XBRL
tags are embedded within the Inline
XBRL Document.

Inline XBRL Taxonomy Extension
Schema Document.

Inline XBRL Taxonomy Extension
Calculation Linkbase Document.

Inline XBRL Taxonomy Extension
Definition Linkbase Document.

Inline XBRL Taxonomy Extension Label
Linkbase Document.

Inline XBRL Taxonomy Extension
Presentation Linkbase Document.

Cover Page Interactive Data File
(formatted as Inline XBRL and contained
in Exhibit 101).

# Management contract or compensatory plan.

8-K

8-K

33

001-36061

001-36061

10.1

10.2

February 1, 2021

February 1, 2021

Filed herewith

Filed herewith

Filed herewith

Filed herewith

Filed herewith

Filed herewith

Filed herewith

Filed herewith

Filed herewith

Filed herewith


http://www.sec.gov/Archives/edgar/data/1576169/000119312521024547/d102328dex101.htm
http://www.sec.gov/Archives/edgar/data/1576169/000119312521024547/d102328dex102.htm

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.

Date: May 5, 2021
Benefitfocus, Inc.

By: /s/ Alpana Wegner
Alpana Wegner
Chief Financial Officer
(Principal financial and accounting officer)
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Exhibit 31.1
CERTIFICATION PURSUANT TO
SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002

I, Stephen M. Swad, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Benefitfocus, Inc. (the registrant);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light
of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of
operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a—
15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

@

(b)

(©)

(d)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared,;

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’'s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and

5. The registrant’s other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and
the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

@

(b)

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely
affect the registrant’s ability to record, process, summarize and report financial information; and

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.

Date: May 5, 2021

/sl Stephen M. Swad

Stephen M. Swad

President and Chief Executive Officer
(Principal executive officer)



Exhibit 31.2
CERTIFICATION PURSUANT TO
SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002

1, Alpana Wegpner, certify that:

1. | have reviewed this Quarterly Report on Form 10-Q of Benefitfocus, Inc. (the registrant);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light
of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of
operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a—
15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

()

(b)

()

(d)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared,;

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’'s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and

5. The registrant’s other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and
the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

@

(b)

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely
affect the registrant’s ability to record, process, summarize and report financial information; and

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.

Date: May 5, 2021

s/ Alpana Wegner

Alpana Wegner
Chief Financial Officer
(Principal financial and accounting officer)



Exhibit 32.1
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In accordance with 18 U.S.C. 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, Stephen M. Swad, President and Chief Executive Officer (principal
executive officer) of Benefitfocus, Inc. (the “registrant”), and Alpana Wegner, Chief Financial Officer (principal financial and accounting officer) of the registrant, each hereby
certifies that, to the best of their knowledge:

1. The registrant’s Quarterly Report on Form 10-Q for the period ended March 31, 2021, to which this Certification is attached as Exhibit 32.1 (the “Report”), fully complies with
the requirements of Section 13(a) or Section 15(d) of the Securities Exchange Act of 1934, as amended; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition of the registrant at the end of the period covered by the Report and
results of operations of the registrant for the periods covered by the Report.

Date: May 5, 2021

/sl Stephen M. Swad

Stephen M. Swad

President and Chief Executive Officer
(Principal executive officer)

/sl Alpana Wegner

Alpana Wegner

Chief Financial Officer

(Principal financial and accounting officer)




