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EXPLANATORY NOTE

On September 13, 2018, Grubhub Inc. (the “ Company ”) filed a Current Report on Form 8-K (the “Original Report ”) reporting the completion of the acquisition
of SCVNGR, Inc. d/b/a LevelUp ( “LevelUp” ) pursuant to the Agreement and Plan of Merger, dated as of July 24, 2018 (the “Merger Agreement” ), by and
among Grubhub Holdings Inc. ( “Parent” ), Lobster Merger Sub Inc., a Delaware corporation and a direct, wholly-owned subsidiary of Parent ( “Merger Sub”),
LevelUp and Shareholder Representative Services LLC (solely in its capacity as Securityholders’ Representative). Pursuant to the Merger Agreement, LevelUp
merged with and into Merger Sub, with LevelUp continuing as the surviving corporation and a wholly owned subsidiary of Parent (the “ Acquisition ”).
This Current Report on Form 8-K/A amends the Original Report to provide the historical financial statements and pro forma financial information relating to the
Acquisition that are required by Items 9.01(a) and 9.01(b), respectively, of Form 8-K, and should be read in conjunction with the Original Report.
Item 9.01. Financial Statements and Exhibits
(a)

Financial Statements of Businesses Acquired .
The audited financial statements of LevelUp as of and for the year ended December 31, 2017, as well as the accompanying notes thereto and
the related Report of Independent Registered Public Accounting Firm, are filed as part of Exhibit 99.1 to this Current Report on Form 8-K/A
and incorporated herein by reference.
The unaudited financial statements of LevelUp as of June 30, 2018 and for the six months ended June 30, 2018 and 2017, as well as the
accompanying notes thereto, are filed as part of Exhibit 99.1 to this Current Report on Form 8-K/A and incorporated herein by reference.

(b)

Pro Forma Financial Information .
The unaudited pro forma condensed combined financial statements of the Company and LevelUp for the year ended December 31, 2017 and
as of and for the six months ended June 30, 2018, and the notes related thereto are filed as Exhibit 99.2 to this Current Report on Form 8-K/A
and incorporated herein by reference.

(d)

Exhibit
Number

23.1
99.1
99.2

Exhibits .

Description

Consent of Crowe LLP.*
Financial statements of SVNGR, Inc. as of and for the year ended December 31, 2017 (audited) and as of June 30, 2018 and for the six months ended
June 30, 2018 (unaudited) and 2017 (unaudited).*
Unaudited pro forma condensed combined financial statements of Grubhub Inc. and SCVNGR, Inc. for the year ended December 31, 2017 and as of
and for the six months ended June 30, 2018, and the notes related thereto, that give effect to the Acquisition.*

*Filed herewith

EXHIBIT INDEX
Exhibit
Number

23.1
99.1
99.2

Description

Consent of Crowe LLP.*
Financial statements of SVNGR, Inc. as of and for the year ended December 31, 2017 (audited) and as of June 30, 2018 and for the six months ended
June 30, 2018 (unaudited) and 2017 (unaudited).*
Unaudited pro forma condensed combined financial statements of Grubhub Inc. and SCVNGR, Inc. for the year ended December 31, 2017 and as of
and for the six months ended June 30, 2018, and the notes related thereto, that give effect to the Acquisition.*

*Filed herewith

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.
GRUBHUB INC.
Date: November 27, 2018

By:

/s/ ADAM DEWITT
Adam DeWitt
Chief Financial Officer
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CONSENT OF INDEPENDENT AUDITOR
We consent to the incorporation by reference in the Registration Statements on Form S-8 (File Nos. 333-197510, 333-204327, 333-227330 and 333-228261) of
Grubhub Inc. of our report dated November 21, 2018 on the financial statements of SCVNGR, Inc., which is included in this Current Report on Form 8-K/A.
/s/ Crowe LLP
Oak Brook, Illinois
November 27, 2018

Exhibit 99.1

SCVNGR, Inc. d/b/a LevelUp
Financial Statements
For the year ended December 31, 2017
and the six months ended June 30, 2018 (unaudited) and 2017 (unaudited)

SCVNGR, Inc.
Index

Financial Statements

Page(s)

Report of Independent Auditors
Balance Sheets
Statements of Operations
Statement of Changes in Common Stockholders’ Equity
Statements of Cash Flows
Notes to Financial Statements

2
3
4
5
6
7

1

INDEPENDENT AUDITOR'S REPORT
The Audit Committee and Stockholders of
SCVNGR, Inc.
Boston, Massachusetts
Report on the Financial Statements
We have audited the accompanying financial statements of SCVNGR, Inc., which comprise the balance sheet as of December 31, 2017, and the related statements
of operations, changes in common stockholders’ equity (deficit) and cash flows for the year then ended, and the related notes to the financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in accordance with accounting principles generally accepted in the
United States of America; this includes the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on
the auditors’ judgment, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of SCVNGR, Inc. as of December 31, 2017,
and the results of its operations and its cash flows for the year then ended in accordance with accounting principles generally accepted in the United States of
America.
Emphasis of Matters
As discussed in Note A to the financial statements, errors in the prior year were discovered by management of the Company during the current year. Adjustments
have been made to common stockholders’ equity (deficit) as of January 1, 2017 to correct those errors. Our opinion is not modified with respect to this matter.
As discussed in Note L to the financial statements, effective September 13, 2018 SCVNGR, Inc. was acquired by Grubhub Holdings Inc. Our opinion is not
modified with respect to this matter.

/s/ Crowe LLP
Oak Brook, Illinois
November 21, 2018

2

SCVNGR, Inc.
Balance Sheets
June 30, 2018
(unaudited)
December 31, 2017
(in thousands, except share data)

ASSETS
CURRENT ASSETS:
Cash
Accounts receivable, less allowance for doubtful accounts
Prepaid expenses and other current assets
Inventory
Total current assets
LONG TERM ASSETS:
Property, equipment and software, net of depreciation and amortization
Other long term assets
TOTAL ASSETS

$

$

LIABILITIES
CURRENT LIABILITIES:
Deferred revenue
Warrant derivative liability
Bifurcated derivative liability
Accounts payable
Restaurant food liability
Accrued payroll
Short term debt
Other accruals
Total current liabilities
LONG TERM LIABILITIES:
Long term debt
Other long term liabilities
Total liabilities
Commitments and contingencies

$

5,119
6,716
690
2,090
14,615
9,241
799
24,655

4,344
5,479
2,980
384
860
459
9,019
1,170
24,695

$

$

$

9,329
5,806
649
1,648
17,432
8,164
853
26,449

2,799
4,776
2,952
553
468
640
—
1,185
13,373

16,601
555
41,851

22,132
582
36,087

741

741

3,938

3,938

16,900

16,900

31,376

31,376

39,151
92,106

39,151
92,106

2
2,971
(112,275)
(109,302)

2
2,549
(104,295)
(101,744)

REDEEMABLE PREFFERED STOCK AND COMMON STOCKHOLDERS' EQUITY (DEFICIT)
Redeemable convertible preferred stock, $0.01 par value – authorized, 624,121 shares as of June 30, 2018 and December
31, 2017;
Series A, 95,068 shares designated and outstanding (liquidation and redemption value of $0.7 million) as of June 30,
2018 and December 31, 2017
Series B, 149,561 shares designated and outstanding (liquidation and redemption value of $4.0 million) as of June 30,
2018 and December 31, 2017
Series C, 97,216 shares designated and outstanding (liquidation and redemption value of $17.0 million) as of June 30,
2018 and December 31, 2017
Series D, 157,041 shares authorized; 120,281 shares designated and outstanding (liquidation and redemption value of
$31.6 million) as of June 30, 2018 and December 31, 2017
Series E, 125,235 shares authorized; 124,142 shares designated and outstanding (liquidation and redemption value of
$41.1 million) as of June 30, 2018 and December 31, 2017

Total redeemable preferred stock
COMMON STOCKHOLDERS' EQUITY (DEFICIT)
Common stockholders’ equity, $0.01 par value – authorized, 885,200 shares; 170,903 and 160,561 shares
issued and outstanding as of June 30, 2018 and December 31, 2017, respectively
Additional paid-in capital
Accumulated deficit
Total common stockholders' deficit
TOTAL LIABILITIES, REDEEMABLE PREFERRED STOCK AND COMMON STOCKHOLDERS'
EQUITY

(See Notes to Financial Statements)
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$

24,655

$

26,449

SCVNGR, Inc.
Statements of Operations
Fiscal year ended
December 31, 2017

Six months ended June 30,
2018

2017

(unaudited)
(in thousands)

Revenues
Cost and expenses
Operations and support
Sales and marketing
Technology (exclusive of amortization)
General and administrative
Depreciation and amortization
Total cost and expenses
Operating loss
Interest expense, net
Other (income) expense
(Gain) loss on revaluation of warrants
Loss on revaluation of bifurcated derivative
Total other expense
Net loss

$

28,800

$

18,457

17,819
2,512
10,718
4,340
3,833
39,222
(10,422)
3,205

10,096
1,616
7,188
2,980
2,688
24,568
(6,111)
1,375

(2,574)
2,952
378
(14,005)

703
28
731
(8,217)

(See Notes to Financial Statements)
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$

(unaudited)

$

$

12,958
7,815
1,157
4,915
1,860
1,596
17,343
(4,385)
1,599
352

$

352
(6,336)

SCVNGR, Inc.
Statement of Changes in Common Stockholders' Equity (Deficit)
(in thousands, except share data)
Common Shares

Shares

Balance at January 1, 2017
Prior period adjustment (a)
Balance at January 1, 2017 (as restated)
Net loss
Stock option exercises
Stock-based compensation
Balance at December 31, 2017
Cumulative effect of change in accounting principle (unaudited) (b)
Net loss (unaudited)
Stock option exercises (unaudited)
Stock-based compensation (unaudited)
Balance at June 30, 2018 (unaudited)

Amount

160,305 $
—
160,305
—
256
—
160,561
—
—
10,342
—
170,903 $

APIC
2 $
—
2
—
—
2
—
—
—
—
2 $

(a) See Note A, Nature of Business and Basis of Presentation, Restatement, for details of the prior period adjustment.
(b) See Note C, Revenue , for details of the cumulative effect of the change in accounting principle.

(See Notes to Financial Statements)
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Accumulated
Deficit

2,305 $
—
2,305
—
—
244
2,549
—
—
422
2,971 $

(91,300) $
1,010
(90,290)
(14,005)
—
—
(104,295)
237
(8,217)
—
—
(112,275) $

Total Common
Stockholders'
Equity (Deficit)
(88,993)
1,010
(87,983)
(14,005)
—
244
(101,744)
237
(8,217)
—
422
(109,302)

SCVNGR, Inc.
Statements of Cash Flows
Fiscal year ended

Six months ended June 30,

December 31, 2017

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss
Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortization
Stock-based compensation
Amortization of debt discount
Amortization of deferred financing costs
Paid-in-kind interest
(Gain) loss on revaluation of warrants
Loss on revaluation of bifurcated derivatives
Changes in operating assets and liabilities:
Accounts receivable
Inventory
Prepaid expenses and other assets
Restaurant food liability
Accounts payable
Other accruals
Net cash used in operating activities
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property, equipment and internally developed software
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Net proceeds from issuance of Series E preferred stock
Proceeds from long term debt
Repayments of long term debt
Issuance of warrants
Payments for debt issuance costs
Net cash provided by financing activities
Net change in cash and restricted cash
Cash at beginning of year
Cash at end of period
RECONCILIATION OF CASH AND RESTRICTED CASH
Cash
Restricted cash included within other long term assets
Total cash and restricted cash
SUPPLEMENTAL DISLOSURE OF CASH FLOW INFORMATION
Non-cash tenant improvements
Cash paid for interest

$

(14,005)

$

2018

2017

(unaudited)
(in thousands)

(unaudited)

(8,217)

$

(6,336 )

3,833
244
1,071
423
332
(2,574)
2,952

2,688
422
98
218
172
703
28

1,596
128
570
222
161
352
—

(427)
593
(111)
(503)
246
(323)
(8,249)

(910)
(40)
(387)
392
(152)
1,540
(3,445)

938
324
40
(647 )
553
99
(2,000 )

(7,771)
(7,771)

(3,765)
(3,765)

(3,262 )
(3,262 )

10,114
17,737
(13,000)
945
(1,356)
14,440
(1,580)
11,454

—
3,000
—
—
—
3,000
(4,210)
9,874

2,498
4,444
—
238
(472 )
6,708
1,446
11,454

$

9,874

$

5,664

$

12,900

$

9,329
545
9,874

$

5,119
545
5,664

$

12,355
545
12,900

5
856

$

830
1,675

$

$

$

(See Notes to Financial Statements)
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$

$

2
741

SCVNGR, Inc.
Notes to the Financial Statements
Note A. Background and Nature of Operations
Nature of Business
SCVNGR, Inc. (the “Company” or the “Corporation”) was incorporated on December 8, 2008, as a Delaware corporation. The Company has operated under two
business models, with separate operating names for each model. The Company is located in Boston, Massachusetts.
The first business model, SCVNGR, was a mobile gaming or ‘scavenger’ promotional tool that clients operated through a Company-provided Web portal. As of
December 31, 2012, the product was no longer being actively sold and the Company discontinued operation of the SCVNGR product in 2014.
During 2011, the second business model, LevelUp, was created. LevelUp allows participants to link a credit or debit card to a ‘LevelUp’ account that is accessed
via a smartphone application (“app”). The participants then use their unique code, accessed via their smartphone, to pay at any merchant that accepts LevelUp.
LevelUp charges the merchant for professional services fees and basic monthly hosting fees as well as supplementary monthly fees for premium features offered
through its software-as-a-service platform. The Company also charges the participants' credit/debit cards for the purchase, and a net settlement is made to the
merchant, less fees for LevelUp.
As stated in the subsequent events disclosure (Note L), the Company was acquired by Grubhub Holdings Inc. on September 13, 2018. The aggregate consideration
was approximately $390 million, subject to customary adjustments, and consisted of approximately $374 million in cash and assumption by the Company of
unvested incentive stock options held by LevelUp employees. The transaction was deemed a change of control event.
Restatement
For the year ended December 31, 2017, management identified certain errors related to prior periods. Management determined that certain inputs used within the
Black-Scholes valuation model to value warrants (issued in conjunction with its debt financing and described within Note J) were not appropriate under generally
accepted accounting principles. The correction of the warrant valuation resulted in an increase of the accumulated deficit and total common stockholders’ deficit of
approximately $2.8 million as of January 1, 2017. Similarly, management determined that its policy for capitalization of software development costs was not
appropriate under generally accepted accounting principles. The correction of the Company’s capitalized software development costs resulted in a reduction of the
accumulated deficit and total common stockholders’ deficit of approximately $3.8 million as of January 1, 2017.
Risks and Uncertainties
The Company is subject to a number of risks common to emerging, technology-based companies, including a dependence on key individuals, rapid technological
changes, competition from substitute products and larger companies, the need for additional financing to fund future operations, and the successful development
and marketing of its products and services. The Company has financed its operations to date primarily with proceeds from the sale of preferred stock, proceeds
from borrowings under the credit facility, and through the sale of its products and services.
Note B. Significant Accounting Policies
Basis of Presentation
The accompanying annual and interim financial statements have been prepared in accordance with accounting principles generally accepted in the United States of
America (“US GAAP”).
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SCVNGR, Inc.
Notes to the Financial Statements (continued)
Use of Estimates
The preparation of financial statements in conformity with US GAAP requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of expenses during the
reporting period. Actual results could differ from those estimates. The more significant estimates reflected in these financial statements include revenue
recognition, the allowance for doubtful accounts, capitalized software development costs, depreciable lives of property and equipment, stock-based compensation,
deferred tax valuation allowances, valuation of warrant liability, fair value of convertible notes and embedded derivatives, and certain accruals. Actual results could
differ materially from those estimates.
Cash and Restricted Cash
Cash includes all highly liquid investments maturing within 90 days from the date of purchase. Restricted cash, included within other long term assets on the
balance sheets, represents cash held by banks collateralizing letters of credit issued for the security deposit of the Company’s leased office headquarters.
Concentration of Credit Risk
Financial instruments that subject the Company to significant concentrations of credit risk consist primarily of cash. Substantially, all of the Company’s cash is
held at two financial institution that management believes to be of high credit quality. At times, the Company’s cash balances held in financial institutions are in
excess of federally insured limits.
One customer represented 42% of the Company’s revenue for the period ended June 30, 2018 (unaudited), and 14% of the Company’s outstanding accounts
receivable as of June 30, 2018 (unaudited). One customer represented 46% of the Company’s revenue for the year ended December 31, 2017, and 27% of the
Company’s outstanding accounts receivable as of December 31, 2017.
Accounts Receivable
Accounts receivable are carried at their estimated collectible amounts. On a periodic basis, the Company evaluates its accounts receivable and established an
allowance for doubtful accounts, when deemed necessary, based on its history of collections and current credit conditions. At June 30, 2018 (unaudited) and
December 31, 2017, the Company established an allowance for doubtful accounts of approximately $138 thousand and $61 thousand, respectively. Amounts to be
collected through use of the app and amounts to be remitted to merchants are included in accounts receivable and accounts payable, respectively. The Company
bears the risk of chargebacks and refunds to the users of its app even if the Company is unable to recoup those funds from its merchants. For the year ended
December 31, 2017 and the six months ended June 30, 2018 (unaudited) the Company did not have material chargebacks or refunds.
Property and Equipment, net
Property and equipment are stated at cost and depreciated using the straight-line method over the estimated useful lives of the related assets, composed of computer
equipment, furniture and fixtures, and leasehold improvements, which are three years, seven years, and the term of the lease, respectively. Major betterments are
capitalized, whereas expenditures for maintenance and repairs, which do not improve or extend the life of the respective assets, are charged to operations as
incurred.
Capitalized Development Costs
The costs incurred in the preliminary stages of software development are expensed as incurred in technology within the statements of operations. Once an
application has reached the development stage, internal and external costs, if direct and incremental and deemed by management to be significant, are capitalized
and amortized on a straight-line basis over the estimated useful life of the application. Maintenance and enhancement costs, including those costs in
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SCVNGR, Inc.
Notes to the Financial Statements (continued)
the post-implementation stages, are typically expensed as incurred, unless such costs relate to substantial upgrades and enhancements to the software that result in
added functionality, in which case the costs are capitalized. Amortization expense related to capitalized website and software development costs is included in
depreciation and amortization in the consolidated statements of operations.
As products and enhancements are completed, deﬁned as being available for use, they are placed in service and amortized on a straight-line basis over their
estimated useful life of up to 3 years. The Company capitalized $6,467 thousand, $3,631 thousand and $2,956 thousand of software development costs during the
year ended December 31, 2017, and the six months ended June 30, 2018 and 2017, respectively.
Impairment of Long-Lived Assets
Management evaluates its long-lived assets for impairment whenever events or changes in circumstances indicate that the carrying amount of such assets may not
be recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying amount of an asset to future undiscounted net cash flows
expected to be generated by the asset. If such assets are considered to be impaired, the impairment to be recognized is measured as the amount by which the
carrying amount of the assets exceeds the fair value of the assets. Assets to be disposed of are reported at the lower of the carrying amount or fair value less costs to
sell. No impairment charges were recorded during the year ended December 31, 2017 or the six months ended June 30, 2018 (unaudited).
Revenue Recognition – ASC 605
Revenue is recognized when there is persuasive evidence that an arrangement exists, delivery has occurred, the price is fixed and determinable, and collection is
reasonably assured. The Company primarily generates revenues from software and professional services, payment processing fees and advertising.
Software and professional services revenue includes app software development contracts that contain ongoing customer support services. For these multipleelement arrangements, the Company allocates revenue to the delivered elements of the arrangement using the residual method, whereby revenue is allocated to the
undelivered elements based on vendor-specific objective evidence (VSOE) of fair value of the undelivered elements with the remaining arrangement fees allocated
to the delivered elements and recognized as revenue, assuming all other revenue recognition criteria are met. If VSOE of fair value for the undelivered elements
cannot be established, then the Company recognizes the entire fees ratably over the customer support period that is generally one month with customer renewal
options.
Payment processing revenue includes processing solutions to facilitate payments by credit cards from our customers to merchants. Payment processing revenue is
generated from the amounts transacted at LevelUp merchants and is recognized when the transaction processing services are performed.
Advertising revenue is generated in two different payment streams: (i) the Company charges a variable fee based upon the redemption of specific campaign
incentives offered by its merchant customers with revenues recognized at the time of redemption and (ii) the Company charges a fixed monthly fee that allows
merchants to run a predefined range of campaigns with revenues recognized ratably over the subscription period.
The Company entered into a material contract with Chase (see Note K) in 2016. The Company primarily generates revenue from this contract from multipleelement arrangements, which can also include subscriptions to its online software solution and professional services, including consulting services. In order to treat
elements in a multiple-element subscription arrangement as separate units of accounting, the delivered elements must have standalone value and delivery of the
undelivered element must be probable and within the control of the Company. The Company has determined that subscription for its online solution has standalone
value because the online software solution is fully functional and does not require any additional development, modification, or customization.
Similarly, the professional services provided to Chase are not required to use the online software solution and are determined to have standalone value from the
related subscription services because they are sold separately by the Company and third parties. When multiple-element arrangements are separated into different
units of accounting, the arrangement consideration is allocated to the identified separate units based on a relative selling price hierarchy. There
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SCVNGR, Inc.
Notes to the Financial Statements (continued)
is no available measure of third-party evidence of selling price and, as such, arrangement consideration is allocated amongst multiple deliverable arrangements
using VSOE, if VSOE can be established, and best estimate of selling price , if VSOE cannot be established. The Company considers each type of subscription and
service as well as pricing and geographic information when establishing its best estimate of the selling price . Revenue from subscriptions is recognized ratably
over the subscription period beginning on the date the Company’s subscription is made available to customers. The Company recognizes revenue from other
professional services as the services are provided.
Fair Value of Financial Instruments
The carrying amounts of the Company’s financial instruments, which include accounts receivable, accounts payable, accrued expenses, and deferred revenue,
approximate their fair value due to their short duration.
Non-convertible long-term debt is recorded at amortized cost, which approximates fair value.
Convertible notes are analyzed at issue date to determine balance sheet classification, issue discounts or premiums, and embedded or derivative features. Embedded
or derivative features are evaluated in accordance with accounting guidance for derivative securities. Inputs to the models include the outstanding principal balance,
accrued interest, and probability of redemption event.
Sales Taxes
Sales taxes are presented on a net basis in the accompanying statements of operations.
Income Taxes
The Company recognizes deferred tax assets and liabilities for the expected future tax consequences of temporary differences between the financial statements and
tax basis of assets and liabilities, as measured by enacted tax rates anticipated to be in effect when these differences reverse. This method also requires the
recognition of future tax benefits, such as net operating loss carryforwards and other tax credits, to the extent that realization of such benefits is more likely than
not. A valuation allowance is provided to reduce the deferred tax asset to the amount that will more likely than not be realized. As of June 30, 2018 (unaudited) and
December 31, 2017, while significant net operating loss carryforwards exist, no deferred tax asset is recognized. Given the historical losses of the Company, the
likelihood of realizing these benefits is uncertain.
The Company operates in various tax jurisdictions and is subject to audit by various tax authorities. The Company provides for tax contingencies whenever it is
deemed probable that a tax asset has been impaired or a tax liability has been incurred for events such as tax claims or changes in tax laws. Tax contingencies are
based upon their technical merits, relative tax law and the specific facts and circumstances as of each reporting period. Changes in facts and circumstances could
result in material changes to the amounts recorded for such tax contingencies.
The Company recognizes a tax benefit from an uncertain tax position only if it is more likely than not that the tax position will be sustained on examination by the
taxing authorities based on the technical merits of the position. The tax benefits recognized in the financial statements from such a position are then measured based
on the largest benefit that has a greater than 50% likelihood of being realized upon ultimate settlement. Interest and penalties associated with uncertain tax
positions are recorded as a component of income tax expense. For the periods ending June 30, 2018 (unaudited) and December 31, 2017, the Company has not
identified any material uncertain tax positions.
Guarantees
As permitted under Delaware law, the Company indemnifies its officers, directors, and employees for certain events or occurrences that happen by reason of the
relationship with or position held at the Company.
The Company leases office space under a noncancelable operating lease (see Note H). The Company has standard indemnification arrangements under this lease
that require it to indemnify the landlord against all costs, expenses,
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SCVNGR, Inc.
Notes to the Financial Statements (continued)
fines, suits, claims, demands, liabilities, and actions directly resulting from any breach, violation, or nonperformance of any covenant or condition of the
Company’s lease.
As of June 30, 2018 (unaudited) and December 31, 2017, the Company had not experienced any losses related to these indemnification obligations, and no material
claims were outstanding. The Company does not expect significant claims related to these indemnification obligations and has concluded that the fair value of these
obligations is negligible and therefore, no related reserves were established.
Advertising Expenses
Advertising costs are expensed in the period in which the advertising takes place and are included in sales and marketing expense in the accompanying statements
of operations. Costs of producing advertising are expensed in the period in which production takes place.
Stock-Based Compensation
The Company accounts for all stock options granted to employees and nonemployees using a fair value method. Stock-based compensation is measured at the
grant-date fair value of the award and is then recognized as the related services are rendered, typically the vesting period. The measurement date for employee
awards is generally the date of the grant, and the measurement date for nonemployee awards is generally the date the performance of services is completed.
Long-Term Debt
After initial recognition, interest-bearing debt is subsequently measured at amortized cost using the effective interest rate method. Gains and losses are recognized
in the statements of operations when the liabilities are derecognized as well as through the effective interest rate amortization process.
Amortized cost is calculated by taking into account any discount or premium on acquisition and fees or costs that are an integral part of the effective interest
rate. The effective interest rate amortization is included in interest expense in the statements of operations.
Segments
The Company considers operating segments to be components of LevelUp in which separate financial information is available that is evaluated regularly by the
Parent’s chief operating decision maker in deciding how to allocate resources and in assessing performance. The chief operating decision maker for the Parent is
the chief executive officer. The chief executive officer reviews financial information presented on a consolidated basis, accompanied by information about revenue
by product line and geographic region for purposes of allocating resources and evaluating financial performance.
The Company has one business activity and there are no segment managers who are held accountable for operations, operating results or plans for levels or
components below the consolidated unit level. Accordingly, management has determined that it has a single operating and reporting segment.
Recently Issued Accounting Standards
In February 2016, the FASB issued Accounting Standards Update No. 2016-02, “Leases (Topic 842)” (“ASU 2016-02”). Under ASU 2016-02, a lessee will
recognize in the statement of financial position a liability to make lease payments and a right-of-use asset for all leases (with the exception of short-term leases) at
the commencement date. The recognition, measurement, and presentation of expenses and cash flows arising from a lease under ASU 2016-02 will not significantly
change from current GAAP. ASU 2016-02 is effective beginning in the first quarter of 2019 with early adoption permitted. In July 2018, the FASB issued
Accounting Standards Update No. 2018-11 “Leases (Topic 842): Targeted Improvements” (“ASU 2018-11”), which provides for the election of transition methods
between the modified retrospective method and the optional transition relief method. The modified retrospective method is applied to all prior reporting periods
presented with a cumulative-effect adjustment recorded in the earliest comparative period
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while the optional transition relief method is applied beginning in the period of adoption with a cumulative-effect adjustment recorded in the first quarter of 2019.
The Company will apply the optional transition relief method and has elected the optional practical expedient package, which includes retaining the current
classification of leases . The Company is currently evaluating the impact of adoption of ASU 2016-02 on its consolidated financial statements under ASU 2018-11.
Management anticipates that it will result in a n increase in the Company’s long-term assets and liabilities but will have no material impact to its results of
operations or cash flows.
In May 2014, and in subsequent updates, the FASB issued Accounting Standards Codification Topic 606, Revenue from Contracts with Customers (“ASC Topic
606”) , which supersedes the revenue recognition requirements in Topic 605, Revenue Recognition , including most industry-specific requirements. ASC Topic
606 establishes a five-step revenue recognition process in which an entity will recognize revenue when it transfers promised goods or services to customers in an
amount that reflects the consideration to which the company expects to be entitled in exchange for those goods or services. ASC Topic 606 also requires enhanced
disclosures regarding the nature, amount, timing and uncertainty of revenues and cash flows from contracts with customers. ASC Topic 606 was effective for and
adopted by the Company in the first quarter of 2018 .
As disclosed in Note C, the Company adopted certain practical expedients related to significant finance components and costs to obtain a contract. On January 1,
2018, the Company adopted this new standard using the modified retrospective method applied to those contracts which were not completed as of January 1, 2018.
The adoption of Topic 606 resulted in a cumulative effect adjustment of approximately $237 thousand (unaudited) as of the date of adoption.
Note C. Revenue
For periods subsequent to December 31, 2017, the Company records revenue based on a five-step model in accordance with ASC 606. The Company's revenue is
derived from application development and modifications and the related platform services identified in contracts, payment processing and advertising placement. A
contract exists when both parties have an approved agreement that creates enforceable rights and obligations, identifies performance obligations and payment terms
and has commercial substance. The Company records revenue from these contracts when control of the products or services transfer to the customer. The amount
of revenue to be recognized is based upon the consideration, including the impacts of any variable consideration that the Company expects to be entitled to receive
in exchange for these products and services.
The Company has contracts with multiple performance obligations. When the sales agreement involves multiple performance obligations, each obligation is
separately identified and the transaction price is allocated based on the stand-alone selling price which approximates the amount of consideration the Company
expects to be entitled to in exchange for transferring the promised good or service to the customer. In most cases, the Company allocates the consideration to each
performance obligation based on the relative standalone selling price (RSP) of the distinct performance obligation.
Software and professional services revenue includes initial software application development contracts and access to the platform and related services, as well as
contracts for subsequent modification of the mobile application as requested by the customer. Revenues from software and professional services are generally
recognized ratably over the subscription period (typically 2 years) beginning on the date the software is available. Revenues for certain professional services may
be recognized in full once the services are performed if they are distinct and separately identifiable. Platform services revenue is based on monthly usage fees that
provide the customer with access to the LevelUp online platform including point of sale system integration, customer relationship management and loyalty
campaign software, customer support, and functional analytics.
Payment processing revenue includes processing solutions to facilitate payments by credit cards from the Company’s customers to merchants who may or may not
accept credit card transactions. Payment processing revenue is recognized when services are performed, which is as the orders are processed.
Advertising revenue is generated in two different payment streams: (i) the Company charges a variable fee based upon the redemption of specific campaign
incentives offered by its merchant customers with revenues recognized at the
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time of redemption and (ii) the Company charges a fixed monthly fee that allows merchants to run a predefined range of campaigns with revenues recognized
ratably over the subscription period.
For performance obligations that the Company satisfies over time, revenue is recognized by consistently applying a method of measuring progress toward complete
satisfaction of that performance obligation. The Company utilizes the method that most accurately depicts the progress toward completion of the performance
obligation. If the measure of remaining rights exceeds the measure of the remaining performance obligations, the Company records a contract asset. Conversely, if
the measure of the remaining performance obligations exceeds the measure of the remaining rights, the Company records a contract liability.
Customer billings for products or services not yet rendered are deferred in deferred revenue on the balance sheet and recognized as revenue as the products are
delivered or services are rendered.
Practical Expedients and Exemptions
The Company has adopted certain practical expedients available under ASC 606.
•

The Company adopted the practical expedient to recognize the incremental costs of obtaining contracts as an expense when incurred if the amortization
period of the assets that otherwise would have been recognized is one year or less. If the incremental direct costs of obtaining a contract, which consist
of sales commissions, relate to a service recognized over a period longer than one year, costs are deferred and amortized in line with the related
services over the period of benefit.

•

The Company adopted the practical expedient that permits the Company to forego adjusting contract consideration for the effects of any financing
component if payments for goods and services are expected to be received one year or less from when control of the goods or services has transferred
to the customer. Payment terms vary by customer. Generally, the time between invoicing and when payment is due is not significant.

Disaggregation of Revenues
The following table presents the Company’s revenue disaggregated by major source for the periods presented:
Fiscal year ended
December 31, 2017

Software and services revenue
Payment processing revenue
Advertising revenue
Total revenue

$

$

13

14,866
8,818
5,116
28,800

Six months ended June 30,
2018
2017
(unaudited)
(unaudited)
(in thousands)

$

$

8,645
6,944
2,868
18,457

$

$

6,704
3,843
2,411
12,958
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Note D . Property, equipment and software , net of depreciation and amortization
Property, equipment and software, net as of June 30, 2018 (unaudited) and December 31, 2017 consisted of the following:
June 30, 2018
(unaudited)

December 31, 2017
(in thousands)

Capitalized software development costs
Computer equipment
Furniture and fixtures
Leasehold improvements
Property and equipment
Accumulated depreciation and amortization
Property and equipment, net

$

$

17,639
355
257
1,099
19,350
(10,109)
9,241

$

$

14,007
309
259
1,095
15,670
(7,506)
8,164

Depreciation expense for property and equipment other than developed software for the six months ended June 30, 2018 (unaudited) and 2017 (unaudited) and for
the year ended December 31, 2017 was $229 thousand, $145 thousand and $363 thousand, respectively.
The Company capitalized developed software costs of $10.8 million and $6.8 million for the six months ended June 30, 2018 (unaudited) and 2017 (unaudited) and
for the year ended December 31, 2017, of $3.6 million, $3.0 million and $6.5 million, respectively. Amortization expense for developed software costs, recognized
in depreciation and amortization in the statements of operations, for the six months ended June 30, 2018 (unaudited) and 2017 (unaudited) and for the year ended
December 31, 2017 was $$2.5 million, $1.6 million and $3.5 million, respectively.
Note E. Income Taxes
Deferred income taxes reflect the net tax effects of temporary differences between carrying amounts of assets and liabilities for financial reporting purposes and the
amounts used for income tax purposes. Significant components of the Company’s deferred taxes as of June 30, 2018 (unaudited) and December 31, 2017 consisted
of the following:
June 30, 2018
(unaudited)

December 31, 2017
(in thousands)

Deferred tax assets:
Federal and state net operating loss carryforwards
Research and development credits
Interest
Deferred revenue
Other deferred tax assets
Total deferred tax assets
Deferred tax liabilities:
Capitalized development costs
Valuation allowance
Total deferred tax liabilities
Net deferred tax assets

$

$

31,184
1,710
396
194
177
33,661
2,295
31,366
33,661
—

$

$

29,240
1,487
—
66
333
31,126
1,946
29,180
31,126
—

The Company has had no income tax expense due to operating losses incurred for the year ended December 31, 2017 and the six months ended June 30, 2018
(unaudited) and 2017 (unaudited). The Company has provided a valuation allowance for the full amount of the net deferred tax assets as, based on all available
evidence, it is considered more likely than not that all of the recorded deferred tax assets will not be realized in a future period. The valuation allowance grew by
$2.2 million during the six months ended June 30, 2018 (unaudited), reduced $8.9 million during the year ended December 31, 2017 and grew by $2.5 million
during the six months ended June 30,
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2017 (unaudited). At December 31, 2017, the Company has approximately $101 million of federal and $127 million of state net operating loss carryforwards that
expire by 2037. At June 30, 2018 (unaudited), the Company ha d approximately $108 million of federal and $136 million of state net operating loss carryforwards.
The $7 million of federal net operating loss generated in 2018 has an unlimited carryforward period. The state net operating loss carryforward is consistent with
prior periods, with the expiration period extended to 2038.
Realization of the future tax benefits is dependent on many factors, including the Company’s ability to generate taxable income within the net operating loss
carryforward period. Under the provisions of the Internal Revenue Code, certain substantial changes in the Company’s ownership, including a sale of the Company
or significant changes in ownership due to sales of equity, may have limited, or may limit in the future, the amount of net operating loss carryforwards, which could
be used annually to offset future taxable income.
On December 22, 2017, the U.S. legislature enacted the Tax Cuts and Jobs Act resulting in significant modifications to existing tax law. The Company has
completed its determination of the accounting effects of the Tax Act for the year ended December 31, 2017. Specifically, the Tax Act reduces the corporate income
tax rate from 35% to 21%, which resulted in the deferred tax assets of the Company being revalued in December 2017 to reflect the new statutory rate. As a result
of the reduction in the tax rate, the total overall deferred tax assets and valuation allowance both decreased by $12.1 million. Due to the full valuation allowance,
the reduced tax rate had no impact on the Company’s tax expense.
The Company files tax returns in the United States at the federal level and with multiple state and local jurisdictions. All tax years since inception remain open to
examination by the major taxing jurisdictions (state and federal) to which the Company is subject, as carryforward attributes generated in past years may still be
adjusted upon examination by the Internal Revenue Service or other authorities if they have or will be used in a future period.
Note F. Redeemable Preferred Stock and Common Stockholders’ Equity
Redeemable Preferred Stock
The liquidation preference provisions of the Company’s Series A, Series B, Series C, Series D, Series E-1, Series E-2, and Series E-3 Preferred Stock (collectively,
the “Preferred Stock”) were considered contingent redemption provisions because there were certain rights granted to the holders upon a change in control of the
Company. Accordingly, the Preferred Stock is presented within the mezzanine portion of the accompanying balance sheets.
A summary of the Company's mezzanine equity at December 31, 2017 and at June 30, 2018 (unaudited) is as follows:
Series

Units

Series A Redeemable Preferred Stock
Series B Redeemable Preferred Stock
Series C Redeemable Preferred Stock
Series D Redeemable Preferred Stock
Series E Redeemable Preferred Stock
Mezzanine equity as of June 30, 2018 (unaudited) and December 31, 2017

Amount
(in thousands)

95,068
149,561
97,216
120,281
124,142
586,268

$

$

741
3,938
16,900
31,376
39,151
92,106

The rights and privileges of Series A, Series B, Series C, Series D, Series E-1, Series E-2, and Series E-3 preferred stock are described below:
Voting Rights
The holders of all series of preferred stock, other than holders of Series E-2 stock, are entitled to vote on all matters, subject to the Company charter, bylaws, and
Investor Rights Agreement, and shall have the number of votes equal to the number of shares of common stock into which the preferred stock is convertible.
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Conversion
Each share of Series A, Series B, Series C, Series D, Series E-1, Series E-2, and Series E-3 preferred stock may be converted at any time at the option of the holder
into shares of common stock, subject to the applicable conversion rate as determined by dividing the original issue price by the conversion price. The conversion
price has initially been set at $7.7460, $26.745, $174.8709, $262.31, and $331.04 for Series A, Series B, Series C, Series D, and Series E preferred stock
(“Series E”) (Series E-1, Series E-2, and Series E-3 inclusive), respectively. Conversion is mandatory at the closing of an initial public offering of the Company’s
common stock resulting in at least $75.0 million of gross proceeds to the Company. The conversion right will terminate in the event of a notice of redemption of
any shares of Series A, Series B, Series C, Series D, and Series E preferred stock at the close of business on the last full day preceding the date fixed for redemption
if the redemption price is paid in full.
Liquidation Preference
The holders of Series B, Series C, Series D, Series E-1, Series E-2, and Series E-3 preferred stock have preferences senior to the common stockholders and Series
A holders (and pari passu to one another) in the event of any voluntary or involuntary liquidation, dissolution, or winding-up of the Company or deemed liquidation
event. The amount to be paid is equal to $26.745, $174.8709, $262.31, and $331.04 per share of Series B, Series C, Series D, and Series E preferred stock
(inclusive of Series E-1, Series E-2 and Series E-3), respectively, (as adjusted for certain dilutive events), plus any unpaid dividends or such amount per share as
would have been payable had all shares of Series B, Series C, Series D, and Series E preferred stock been converted to common stock immediately prior to the
liquidation, dissolution, or winding-up of the Company.
The holders of Series A have preferences senior to the common stockholders in the event of any voluntary or involuntary liquidation, dissolution, winding-up of the
Company, or deemed liquidation event. The amount to be paid is equal to $7.7460 per share of Series A preferred stock (as adjusted for certain dilutive events),
plus any unpaid dividends or such amount per share as would have been payable had all shares of Series A preferred stock been converted to common stock
immediately prior to the liquidation, dissolution, or winding-up of the Company.
First Rights Distribution
In the event of any voluntary or involuntary liquidation, dissolution or winding-up of the Corporation or deemed liquidation event, the holders of shares of Series
E, Series D, Series C, and Series B preferred stock are entitled to be paid out of the assets of the Corporation available for distribution to its stockholders, on a pari
passu basis with each other, before any payment shall be made to the holders of Series A preferred stock or common stock. If the assets of the Corporation
available for distribution to its stockholders are insufficient to pay the holders of shares of Series E, Series D, Series C, and Series B preferred stock, the full
amount to which they are entitled, the holders of shares of Series E, Series D, Series C, and Series B preferred stock shall share ratably in any distribution of the
assets available for distribution in proportion to the respective amounts that would otherwise be payable in respect of the shares held by them upon such
distribution if all amounts payable on or with respect to such shares were paid in full.
Second Rights Distributions
In the event of any voluntary or involuntary liquidation, dissolution, or winding-up of the Corporation or deemed liquidation event after the payments have been
made in full to the holders of shares of Series E, Series D, Series C, and Series B preferred stock, the holders of shares of Series A preferred stock then outstanding
shall be entitled to be paid out of the assets of the Corporation available for distribution to its stockholders before any payment shall be made to the holders of
common stock. If the assets of the Corporation available for distribution to its stockholders shall be insufficient to pay the holders of shares of Series A preferred
stock, the full amount to which they are entitled, the holders of shares of Series A preferred stock shall share ratably in any distribution of the assets available for
distribution in proportion to the respective amounts that would otherwise be payable in respect of the
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shares held by them upon such distribution if all amounts payable on or with respect to such shares were paid in full.
Final Rights Distribution
In the event of any voluntary or involuntary liquidation, dissolution, or winding-up of the Corporation or deemed liquidation event after the payment of all
preferential amounts required to be paid to the holders of shares of Series E, Series D, Series C, Series B, and Series A preferred stock, the remaining assets of the
Corporation available for distribution to its stockholders shall be distributed among the holders of shares of common stock pro rata, based on the number of shares
held by each such holder
Common Stock
The voting, dividend, and liquidation rights of the holders of the common stock are subject to and qualified by the rights, powers and preferences of the holders of
the redeemable preferred stock set forth above.
Voting
The holders of the common stock are entitled to one vote for each share of common stock held at all meetings of stockholders (and written actions in lieu of
meetings); provided, however, that, except as otherwise required by law, holders of common stock, as such, shall not be entitled to vote on any amendment to the
Corporation’s Certificate of Incorporation that relates solely to the terms of one or more outstanding series of preferred stock if the holders of such affected series
are entitled, either separately or together with the holders of one or more other such series, to vote thereon pursuant to the Corporation’s Certificate of
Incorporation or pursuant to the general corporation law. There shall be no cumulative voting. The number of authorized shares of common stock may be increased
or decreased (but not below the number of shares thereof then outstanding) by (in addition to any vote of the holders of one or more series of preferred stock that
may be required by the terms of the Corporation’s Certificate of Incorporation) the affirmative vote of the holders of shares of capital stock of the Corporation
representing a majority of the votes represented by all outstanding shares of capital stock of the Corporation entitled to vote.
Dividend
The holder of shares of preferred stock is entitled to receive dividends, when and if declared by the Company’s board of directors, out of any assets at the time
legally available, therefore, in preference to common stockholders. Through June 30, 2018 (unaudited), no dividends have been declared or paid by the Company.
The Company shall not declare or pay any cash dividends on shares of common stock until each of the holders of the then-outstanding preferred stock shall have
first received a cash dividend on each outstanding share of such preferred stock in an amount equal to the product of the per share amount, if any, of the dividends
to be declared, paid, or set aside for the common stock, multiplied by the number of whole shares of common stock into which such share of preferred stock is then
convertible.
Note G. Stock-based Compensation
The Board of Directors adopted the 2008 Equity Incentive Plan (the “2008 Plan”), which provides for the grant of qualified incentive stock options and
nonqualified stock options or other awards to the Company’s employees, officers, directors, advisors, and outside consultants for the purchase of up to 114,463
shares of the Company’s common stock. The stock options generally vest over a four-year period and expire 10 years from the date of grant. Certain options
provide for accelerated vesting if there is a change in control (as defined in the 2008 Plan).

The Board of Directors adopted the 2013 Equity Incentive Plan (the “2013 Plan”), which provides for the grant of qualified incentive stock
options and nonqualified stock options or other awards to the Company’s employees, officers, directors, advisors, and outside consultants for
the purchase of up to 107,869 shares of the Company’s common stock. The plan was established to permit the grant of 89,143 shares from the
2013 Plan, plus forfeited shares from the 2008 Plan, not to exceed 107,869 shares. The 2013 Plan was amended
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on June 22, 2017 to allow for the purchase of up to 130,792 shares of the Company’s common stock, with the aggregate number of shares to
be issued at 116,049. The 2013 Plan was amended on March 14, 2018 (unaudited) to allow for the purchase of up to 164,341 shares, with the
aggregate number of shares to be issued at 145,615. The Company’s standard vesting schedule provides that options vest over a four-year
period (25% on the first anniversary and 1/48 of the grant every month thereafter so that the grant is fully vested on the fourth anniversary)
and expire upon the termination of employment or 10 years from the date of grant. Certain options provide for accelerated vesting if there is a
change in control (as defined in the 2013 Plan). At June 30, 2018 (unaudited) and December 31, 2017 , there were 625 and 4,678 shares
available for future grant under the 2013 Plan , respectively .
The Company has recorded stock-based compensation expense related to issuance of stock options and restricted stock units of $178 thousand, $122 thousand and
$234 thousand, for the six months ended June 30, 2018 (unaudited) and 2017 (unaudited), and year ended December 31, 2017, respectively. The stocked-based
compensation expense is based on the number of stock options ultimately expected to vest.
As of June 30, 2018 (unaudited) and December 31, 2017, there was approximately $909 thousand and $601 thousand of unrecognized compensation cost,
respectively, related to stock options granted under the plan, which is expected to be recognized over a weighted-average period of approximately 1.3 years.
The fair value of each option award is estimated on the date of grant using the Black-Scholes option-pricing model based on the assumptions in the table below.
Expected volatility for the Company’s common stock was determined based on an average of the historical volatility of a peer group of similar public companies.
The expected term of options granted was calculated using the simplified method, which represents the average of the contractual term of the option and the
weighted-average vesting period of the option. The Company uses the simplified method because it does not have sufficient historical option exercise data to
provide a reasonable basis upon which to estimate expected term. The assumed dividend yield is based upon the Company’s expectation of not paying dividends in
the foreseeable future. The risk-free rate for periods within the expected life of the option is based upon the US Treasury yield curve in effect at the time of grant.
In determining the exercise prices for options granted, the Company’s Board of Directors has considered the fair value of the common stock as of the measurement
date. The fair value of the common stock has been determined by the Board of Directors at each award grant date based upon a variety of factors, including the
results obtained from an independent third-party valuation, the Company’s financial position and historical financial performance, the status of technological
developments within the Company’s products, the composition and ability of the current engineering and management team, an evaluation or benchmark of the
Company’s competition, the current business climate in the marketplace, the illiquid nature of the common stock, arm’s-length sales of the Company’s capital stock
(including redeemable convertible preferred stock), the effect of the rights and preferences of the preferred stockholders, and the prospects of a liquidity event,
among others.
For the six months ended June 30, 2018 and the year ended December 31, 2017, the weighted-average assumptions used in the Black-Scholes option-pricing model
were as follows:
June 30, 2018
(unaudited)

Dividend yield
Annual risk-free rate
Expected volatility
Expected term (years)

December 31, 2017

0.00%
2.49%
36.99%
6.2
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A summary of stock option activity for the six months ended June 30, 2018 (unaudited) is as follows:
Weighted-Average
Exercise Price

Options

Outstanding at December 31, 2017
Granted (unaudited)
Exercised (unaudited)
Cancelled (unaudited)
Outstanding at June 30, 2018 (unaudited)

106,401
34,122
(9,000)
(513)
131,010

$

Exercisable at June 30, 2018 (unaudited)
Vested and expected to vest at June 30, 2018 (unaudited)

58,147
125,937

Aggregate Intrinsic
Value
(thousands)

Weighted-Average
Exercise Term
(years)

$

1,841

6.7

$

37.44
241.13
24.84
55.00
96.14

$

4,701

8.2

$
$

33.74
82.24

$
$

2,967
4,447

5.8
7.4

A summary of stock option activity for the year ended December 31, 2017 is as follows:

Weighted-Average
Exercise Price

Options

Outstanding at December 31, 2016
Granted
Exercised
Cancelled
Outstanding at December 31, 2017
Exercisable at December 31, 2017
Vested and expected to vest at December 31, 2017

78,528
34,046
(536)
(5,637)
106,401

$

52,724
95,246

Aggregate Intrinsic
Value
(thousands)

WeightedAverage
Exercise Term
(years)

$

1,913

7.3

$

29.77
56.00
16.48
45.85
37.44

$

1,841

6.7

$
$

28.46
36.29

$
$

1,354
1,571

5.1
6.5

Restricted Stock Units (RSUs)
The Company granted restricted stock units that vest over a four-year term during the year ended December 31, 2015.
A summary of RSU activity for the six months ended June 30, 2018 was as follows:

Shares

Outstanding at December 31, 2016
Vested (unaudited)
Outstanding at June 30, 2018 (unaudited)

Restricted Stock Units
Weighted-Average
Grant Date Fair
Value

3,167
(1,178)
1,989

$
$

27.22
27.22
27.22

A summary of RSU activity for the year ended December 31, 2017 was as follows:

Shares

Outstanding at December 31, 2016
Vested
Outstanding at December 31, 2017

Restricted Stock Units
Weighted-Average
Grant Date Fair
Value

5,524
(2,357)
3,167
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Note H. Commitments and Contingencies
Office Facility Expenses
The Company leases office space located at One Federal Street, Boston, Massachusetts, under a noncancelable operating lease, which expires in 2024. This lease
requires the Company to have a letter of credit and lease deposit of $545 thousand, which represents restricted cash and was included within other long-term assets
within the accompanying balances sheets as of December 31, 2017 and June 30, 2018 (unaudited). The Company’s rent expense for the year ended December 31,
2017 was $1.1 million and $0.6 million for each of the six months ended June 30, 2018 (unaudited) and 2017 (unaudited). Future minimum lease payments as of
June 30, 2018 (unaudited), under the operating lease agreements are as follows:
(in thousands)

Remainder of 2018
2019
2020
2021
2022
2023 and thereafter
Total

$

$

555
1,110
1,110
1,110
1,110
2,221
7,216

Note I. Debt
In August 2013, the Company entered into an agreement to borrow up to $5 million. The Company borrowed $1 million in August 2013 and the remaining $4
million in November 2013. The interest rate was 11%. Under the terms of the debt agreement, the Company made interest-only payments on the outstanding
balance of the loan until May 1, 2014, at which time monthly principal and interest payments commenced until October 2016, when the debt was fully repaid per
contractual terms. In order to secure the debt, the Company issued warrants to the lender to purchase shares of its Series D redeemable preferred stock (see Note
F). The fair value of the warrants is recorded as a discount on the debt at the date of the issuance.
In August 2014, the Company entered into an agreement to borrow $10 million at an interest rate of 10%. Under the terms of the debt agreement, the Company is
to make interest-only payments on the outstanding balance of the loan until August 2017, at which time the principal was to be repaid in full. The debt is
collateralized by all of the Company’s assets. In order to secure the debt, the Company issued warrants to the lender to purchase shares of its Series D redeemable
preferred stock (see Note F). The fair value of the warrants is recorded as a discount on the debt at the date of issuance.
In April 2017, the Company entered into a new securities purchase agreement (the “Note”) which provided for borrowings aggregating $17.7 million at an interest
rate of 9.5% and the sale of Series E preferred shares, to be funded in two separate closings. The first closing, in April 2017, provided debt financing of
approximately $4.4 million. The second closing, in August 2017, provided debt financing of approximately $13.3 million. The Company used the proceeds from
the second closing to repay the remaining balance due on the original $10 million of borrowings described above. Under the terms of the new securities purchase
agreement, the Company is to make quarterly interest-only payments on the outstanding balance of the loan until August 2020, at which time the principal is to be
repaid in full. In the event that the Company does not make a required quarterly interest payment on the first business day following the end of a quarter, the simple
interest attributable to such calendar quarter shall be recalculated at a rate of fifteen percent (15.0%) per annum, compounding daily (the “Penalty Rate”) and such
overdue amount as well as the principal balance of the borrowings shall accrue interest from that point forward at the Penalty Rate until the Note is brought current.
In the event the Note is not paid in full on August 15, 2020, or on such earlier date as the disposition payment may become due, by reason of an event of default or
otherwise, the outstanding principal amount and accrued but unpaid interest shall bear interest at the Penalty Rate until paid in full. The outstanding principal
balance on the debt as of June 30, 2018 (unaudited) and December 31, 2017 was $18 million in each period. The Company was in compliance with all covenants
related to its debt at December 31, 2017 and June 30, 2018 (unaudited). In order to secure the debt, the Company issued warrants to the lender to purchase
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shares of its Series E (see Note F). The fair value of the warrants is recorded as a discount on the debt at the date of issuance.
In October 2014, the Company entered into an agreement to borrow $3 million at an interest rate of 10%. Under the terms of the debt agreement, the Company was
to make interest-only payments on the outstanding balance of the loan until October 2017, at which time the principal was repaid in full. The debt was
collateralized by all of the Company’s assets. In order to secure the debt, the Company issued warrants to the lender to purchase shares of its Series D redeemable
preferred stock (see Note F). The fair value of the warrants is recorded as a discount on the debt at the date of the issuance.
In December 2014, the Company entered into an agreement to borrow up to $15 million on a revolving basis at an interest rate of the prime rate, plus
1.25%. Under the terms of the debt agreement, the Company was to make interest-only payments on any outstanding balance of the loan until December 2016, at
which time the principal was repaid in full. In order to secure the debt, the Company issued warrants to the lender to purchase shares of its Series D redeemable
preferred stock (see Note F). The fair value of the warrants is recorded as a discount on the debt at the date of the issuance.
In April 2015, the Company entered into an agreement to borrow $5 million at an interest rate of 6%. Under the terms of the debt agreement, the Company will pay
all interest and principal upon maturity in April 2019. The debt is not secured. This debt is convertible into equity (i) automatically if there is a qualified investment
of at least $10 million before the maturity date or (ii) at the discretion of the lender, if the Company has not completed a qualified investment of at least $10 million
before the maturity date. The lender shall be paid 1.5x the outstanding principal amount of the note, plus any accrued and unpaid interest if the Company has a
change of control prior to the maturity date (refer to Note I for discussion regarding this feature which has been accounted for as a bifurcated derivative). A change
of control shall mean (i) any “person” or “group” (within the meaning of Section 13(d) and 14(d) of the Securities Exchange Act of 1934, Rule 13d-3 under the
Securities Exchange Act of 1934, as amended), directly or indirectly, of more than 50% of the outstanding voting securities of the Company having the right to vote
for the election of directors, (ii) any reorganization, merger or consolidation of the Company, other than a transaction or series of related transactions with lender or
in which the holders of the voting securities of the Company outstanding immediately prior to such transaction or series of related transactions retain, immediately
after such transaction or series of related transactions, at least a majority of the total voting power represented by the outstanding voting securities of the Company
or such other surviving or resulting entity, or (iii) a sale, lease or other disposition of all of substantially all of the assets of the Company other than to the Lender.
The outstanding principal and accrued interest balance on the debt as of June 30, 2018 (unaudited) and December 31, 2017 was $6 million and $5.8 million,
respectively. The Company was in compliance with all covenants related to its debt at December 31, 2017 and for the six months ended June 30, 2018 (unaudited).
In April 2018, the Company entered into a loan and security agreement to borrow up to $5 million on a revolving basis at an interest rate of 1.5% above the prime
rate. The debt is collateralized by all of the Company’s assets. Any outstanding borrowings and interest on such borrowings are due in April 2019. As of June 30,
2018 (unaudited), the Company has $3.0 million in outstanding borrowings under the revolving loan and security agreement. The Company was in compliance with
the covenants of the loan and security agreement as of June 30, 2018 (unaudited).
The following table summarizes the carrying value of the Company’s debt as of June 30, 2018 (unaudited) and December 31, 2017:
June 30, 2018
(unaudited)

December 31, 2017
(in thousands)

Borrowings under securities purchase agreement
Borrowings under debt agreement
Borrowings under revolving loan and security agreement
Debt issuance costs and discount on debt related to warrants
Total debt
Less current portion
Total long term debt

$

$
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17,959
6,019
3,000
(1,358)
25,620
(9,019)
16,601

$

$

17,959
5,848
—
(1,675)
22,132
—
22,132
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Future minimum payments related to the Company’s outstanding debt for periods subsequent to June 30, 2018 (unaudited) were as follows:
Principal Payments
(in thousands)

Remainder of 2018
2019
2020
Total

$

—
9,019
17,959
26,978

$

The Company incurred debt issuance costs in connection with its debt facilities and related amendments. Amounts paid directly to lenders are classified as issuance
costs and are recorded as a reduction in the carrying value of the debt. Amortized debt issuance costs included in the balance sheets as of June 30, 2018 (unaudited)
and December 31, 2017 were as follows:
June 30, 2018
(unaudited)

December 31, 2017
(in thousands)

Gross capitalized debt issuance costs
Accumulated amortization
Capitalized debt issuance costs, net

$
$

1,356
(420)
936

$

1,356
(201)
1,155

$

Future amortization of debt issuance costs as of June 30, 2018 (unaudited) was as follows:
(in thousands)

Remainder of 2018
2019
2020
Total

$

$

234
452
250
936

Debt issuance costs are amortized over the term of the related debt agreement using the effective interest method. Amortization expense of debt issuance costs was
approximately $219 thousand, $240 thousand and $423 thousand for the six months ended June 30, 2018 (unaudited) and 2017 (unaudited), and the year ended
December 31, 2017, respectively.
Note J. Fair Value Measurements
Fair value is an exit price, representing the amount that would be received from the sale of an asset or paid to transfer a liability in an orderly transaction between
market participants. As such, fair value is a market-based measurement that should be determined based on assumptions that market participants would use in
pricing an asset or liability. As a basis for considering such assumption the accounting literature establishes a three-tier value hierarchy that prioritizes the inputs
used in measuring fair value as follows: (Level 1) observable inputs, such as quoted prices in active markets; (Level 2) inputs other than the quoted prices in active
markets that are observable either directly or indirectly; and (Level 3) unobservable inputs for which there is little or no market data, which requires the Company
to develop its own assumptions. This hierarchy requires the Company to use observable market data, when available, and to minimize the use of unobservable
inputs when determining fair value.
Warrants
In connection with its venture debts (see Note I), at December 31, 2017, the Company has outstanding warrants to purchase 36,760 shares of the Company’s Series
D and 6,510 shares of the Company’s Series E-3 at exercise prices per share of $262.31 and $331.04, respectively. The fair value of the warrants is determined
using the Black-Scholes

22

SCVNGR, Inc.
Notes to the Financial Statements (continued)
option-pricing model with Level 3 inputs and was classified as a liability in the balance sheet at December 31, 2017 and June 30, 2018 .
The following are the significant inputs used by the Company in determining the fair value of the Series D and Series E-3 warrants as of June 30, 2018 (unaudited)
and December 31, 2017:
June 30, 2018
(unaudited)

Exercise price
Remaining contractual life (years)
Risk-free interest rate
Expected volatility
Expected dividend rate

December 31, 2017

$262.31 - $331.04
0.5
2.5% - 2.8%
49.0%
—

$262.31 - $331.04
1.0
2.2% - 2.4%
49.0%
—

Expected volatility for the Company’s preferred stock was determined based on an average of the historical volatility of a public peer group of similar companies
because there was no market for the Company’s stock and, therefore, a lack of market-based company-specific historical and implied volatility information. The
expected term considers the contractual term of the warrants as well as other events that would impact that life of the instrument. The assumed dividend yield is
based upon the Company’s expectation of not paying dividends in the foreseeable future. The risk-free rate is based upon the US Treasury yield curve in effect at
the time of grant commensurate with the expected term.
The following is the activity with respect to the change in fair value of the warrants during the year ended December 31, 2017 and the six months ended June 30,
2018 (unaudited):
(in thousands)

Balance at January 1, 2017
Issuance of new preferred stock warrant
Gain on revaluation of preferred stock warrant (mark to market)
Balance at December 31, 2017
Loss on revaluation of preferred stock warrant (mark to market)
Total

$

$

6,405
945
(2,574)
4,776
703
5,479

Bifurcated Derivative
As part of one of the Company’s credit agreements, one lender shall be paid 1.5x the outstanding principal amount of the note, plus any accrued and unpaid interest
if the Company has a change of control prior to the maturity date. The Company has accounted for this feature as a bifurcated derivative and recorded changes in
fair value through net loss in the period incurred. During the year ended December 31, 2017, the Company recorded a loss on the revaluation of the bifurcated
derivative of approximately $3 million. The revaluation loss for the six months ended June 30, 2018 (unaudited) was not material. The fair value of the bifurcated
derivative is determined based upon a probability-weighted assessment of triggering the feature which are considered Level 3 inputs.
Note K. Related Parties
JPMorgan Chase & Co. (“Chase”) invested a total of approximately $25 million in 2015 and 2016 in exchange for Series E preferred shares. That investment
represented approximately 9% ownership on a fully diluted share basis as of December 31, 2016. The Company and Chase entered into a four-year agreement in
2016 for the Company to provide a broad array of services to Chase. The Company also entered into a 2016 agreement with Chase for Chase to provide processing
services for the Company.
During the year ended December 31, 2017 and the six months ended June 30, 2018 (unaudited) and 2017 (unaudited), the Company recorded approximately $14.0
million, $8.2 million and $6.2 million in revenue from Chase, respectively. All Chase-related revenue is reflected as software and services revenue within revenue
in the statements of operations (see Note C). Specific services included access to the Company’s network of merchant locations,
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consulting and customer support, and hardware upgrades, on terms substantially similar to services provided to other clients or commercially available from other
providers.
During the six months ended June 30, 2018 (unaudited) and 2017 (unaudited), the Company incurred approximately $5.2 million and $3.2 million, respectively, of
expenses from processing and hardware deployment related activities with Chase included within operations and support expenses in the statements of operations.
During the year ended December 31, 2017, the Company incurred approximately $7.3 million of expenses from processing and hardware deployment related
activities with Chase.
The June 30, 2018 (unaudited) and December 31, 2017 balance sheets included approximately $2.6 million and $1.8 million, respectively, of deferred revenue from
Chase based upon 2018 invoicing for services that were not yet fully delivered at June 30, 2018 (unaudited). The full balance of deferred Chase revenue as of June
30, 2018 (unaudited) is expected to be recognized in 2018. The June 30, 2018 (unaudited) and December 31, 2017 balance sheets included approximately $0.9
million and $1.1 million, respectively, in accounts receivable from Chase. The Chase receivable was current at June 30, 2018 (unaudited) and was fully paid as of
the issuance of these financial statements. Included within inventory on the balance sheets as of June 30, 2018 (unaudited) and December 31, 2017 was
approximately $1.6 million and $1.1 million of scanners for which not all performance obligations have been satisfied and subject to the Chase agreement .
Note L. Subsequent Events
On September 13, 2018, the Company was acquired by GrubHub Holdings, Inc. pursuant to the Agreement and Plan of Merger, dated as of July 24, 2018, by and
among Grubhub Inc., Grubhub Holdings Inc, Lobster Merger Sub Inc., SCVNGR, Inc. d/b/a LevelUp, and Shareholder Representative Services LLC (solely in its
capacity as Securityholders’ Representative) . The aggregate consideration was approximately $390 million, subject to customary adjustments, and consisted of
approximately $374 million in cash and assumption by the Company of unvested incentive stock options held by the Company’s employees.
Management has evaluated subsequent events occurring through November 21, 2018, the date that these financial statements were available to be issued, and
determined that no additional subsequent events occurred that would require recognition or disclosure in these financial statements other than the aforementioned
acquisition by Grubhub Holdings Inc.
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Exhibit 99.2
GRUBHUB INC. AND SCVNGR, INC.
UNAUDITED PRO FORMA CONDENESED COMBINED FINANCIAL STATEMENTS
On September 13, 2018, pursuant to the Agreement and Plan of Merger, dated as of July 24, 2018, by and among Grubhub Inc. (the “Company”), Grubhub
Holdings Inc., Lobster Merger Sub Inc., SCVNGR, Inc. d/b/a LevelUp (“LevelUp”), and Shareholder Representative Services LLC (solely in its capacity as
Securityholders’ Representative), Grubhub Holdings Inc. completed its acquisition of LevelUp. The Company acquired LevelUp for approximately $369.7 million,
including $367.6 million of cash paid (net of cash acquired of $6.0 million), $2.6 million of other non-cash consideration and a net working capital adjustment
receivable of $0.5 million. LevelUp is a leading provider of mobile diner engagement and payment solutions for national and regional restaurant brands.
The following unaudited pro forma condensed combined financial statements are based on the Company’s historical consolidated financial statements and
LevelUp’s historical financial statements as adjusted to give effect to the Company’s acquisition of LevelUp. The unaudited pro forma condensed combined
financial information has been presented for informational purposes only. The unaudited pro forma information is not necessarily indicative of the combined
company’s actual financial position or actual results of operations had the transaction occurred as of the dates indicated. In addition, the unaudited pro forma
condensed combined financial information is not intended to project the future financial position or operating results of the combined company. There were no
material transactions between Grubhub Inc. and LevelUp during the periods presented in the unaudited pro forma condensed combined financial statements that
would need to be eliminated.
In addition, the unaudited pro forma condensed combined financial information does not reflect any cost savings, operating synergies or revenue
enhancements that the combined company may achieve and realize as a result of the acquisition, the costs to integrate the operations of Grubhub Inc. and LevelUp,
or the costs necessary to achieve these cost savings, operating synergies and revenue enhancements.

(See Notes to the Unaudited Pro Forma Condensed Combined Financial Statements)

Grubhub Inc. and LevelUp
Unaudited Pro Forma Condensed Combined Balance Sheet
As of June 30, 2018
Grubhub Inc.
ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Short term investments
Accounts receivable, less allowances for doubtful accounts
Prepaid expenses and other current assets
Total current assets
PROPERTY AND EQUIPMENT:
Property and equipment, net of depreciation and amortization
OTHER ASSETS:
Other assets
Goodwill
Acquired intangible assets, net of amortization
Total other assets
TOTAL ASSETS
LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES:
Restaurant food liability
Accounts payable
Short term debt
Warrant derivative liability
Bifurcated derivative liability
Accrued payroll
Taxes payable
Other accruals
Total current liabilities
LONG TERM LIABILITIES:
Deferred taxes, non-current
Long term debt
Other accruals
Total long term liabilities
Commitments and contingencies
REDEEMABLE PREFFERED STOCK AND COMMON STOCKHOLDERS'
EQUITY (DEFICIT)
Redeemable convertible preferred stock
Series A
Series B
Series C
Series D
Series E
Total redeemable preferred stock
COMMON STOCKHOLDERS’ EQUITY (DEFICIT):
Preferred Stock
Common stock
Accumulated other comprehensive loss
Additional paid-in capital
Retained earnings (accumulated loss)
Total Stockholders’ Equity (Deficit)
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY

$

442,678
38,969
98,254
12,120
592,021

$

89,208

$

(799) (b)
295,488 (e)
36,441 (f)
331,130
123,703

9,177
885,350
530,925
1,425,452
1,923,110

860 $
384
9,019
5,479
2,980
459
—
5,514
24,695

567
36
(9,019)
(5,479)
(2,980)
83
—
(4,872)
(21,664)

70,983
116,598
18,246
205,827

—
16,601
555
17,156

(32,267) (h)
158,399 (d)(g)
(555) (b)
125,577

—
—
—
—
—
—

741
3,938
16,900
31,376
39,151
92,106

(741)
(3,938)
(16,900)
(31,376)
(39,151)
(92,106)

$

$

$
$

—
2
—
2,971
(112,275)
(109,302) $
24,655 $

(See Notes to the Unaudited Pro Forma Condensed Combined Financial Statements)

2

250,085
38,969
104,985
13,516
407,555

799
—
—
799
24,655 $

—
9
(1,528)
1,066,167
331,760
1,396,408
1,774,752

9,241

(197,712) (a)(b) $
—
15 (b)
(1,384) (b)
(199,081)

90,103

110,011
8,829
5,469
—
—
11,223
1,203
35,782
172,517

$
$

5,119 $
—
6,716
2,780
14,615

(8,346) (c)

9,177
589,862
494,484
1,093,523
1,774,752

$

Pro Forma
Combined Balance
Sheets

Pro Forma
LevelUp
Adjustments
(in thousands)

(b)
(b)
(g)
(g)
(g)
(b)

$

$

(b)

38,716
291,598
18,246
348,560

(g)
(g)
(g)
(g)
(g)

—
(2) (k)
—
(377) (i)
112,275 (k)
111,896
123,703

111,438
9,249
5,469
—
—
11,765
1,203
36,424
175,548

—
—
—
—
—
—

$
$

—
9
(1,528)
1,068,761
331,760
1,399,002
1,923,110

Grubhub Inc. and LevelUp
Unaudited Pro Forma Condensed Combined Statement of Operations
For the Six Months Ended June 30, 2018
Grubhub Inc.

Pro Forma
Adjustments

LevelUp

Pro Forma
Combined

(in thousands)

Revenues
Costs and expenses:
Operations and support
Sales and marketing
Technology (exclusive of amortization)
General and administrative
Depreciation and amortization
Total costs and expenses
Income (loss) from operations
Interest expense - net
(Gain) loss on revaluation of warrants
Loss on revaluation of bifurcated derivatives
Income (loss) before income taxes
Income tax (benefit) expense
Net income (loss) attributable to common stockholders

$

472,311

$

198,728
94,987
36,048
35,877
40,800
406,440
65,871
1,030
—
—
64,841
3,955
60,886

Net income per share attributable to common
stockholders:
Basic
$
Diluted
$
Weighted-average shares used to compute net income per
share attributable to common stockholders:
Basic
Diluted

$

18,457

$

10,096
1,616
7,188
2,980
2,688
24,568
(6,111)
1,375
703
28
(8,217)
—
(8,217)

$

$

—

$

490,768

10 (i)
471 (i)
1,849 (i)
(33) (i)(m)
(58) (c)
2,239
(2,239)
842 (d)
(703) (g)
(28) (g)
(2,350)
(2,853) (l)
503
$

208,834
97,074
45,085
38,824
43,430
433,247
57,521
3,247
—
—
54,274
1,102
53,172

$
$

0.60
0.58

0.69
0.67

88,294
91,297

(See Notes to the Unaudited Pro Forma Condensed Combined Financial Statements)
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123 (j)
123 (j)

88,417
91,420

Grubhub Inc. and LevelUp
Unaudited Pro Forma Condensed Combined Statement of Operations
For the Year Ended December 31, 2017
Grubhub Inc.

Revenues
Costs and expenses:
Operations and support
Sales and marketing
Technology (exclusive of amortization)
General and administrative
Depreciation and amortization
Total costs and expenses
Income (loss) from operations
Interest expense - net
(Gain) loss on revaluation of warrants
Loss on revaluation of bifurcated derivatives
Income (loss) before income taxes
Income tax (benefit) expense
Net income (loss) attributable to common stockholders

$

683,067

$

269,453
150,730
56,263
65,023
51,848
593,317
89,750
102
—
—
89,648
(9,335)
98,983

Net income per share attributable to common stockholders:
Basic
$
Diluted
$
Weighted-average shares used to compute net income per
share attributable to common stockholders:
Basic
Diluted

Pro Forma
Adjustments

LevelUp

$

$

(in thousands)
28,800 $
17,819
2,512
10,718
4,340
3,833
39,222
(10,422)
3,205
(2,574)
2,952
(14,005)
—
(14,005)

$

Pro Forma
Combined

—
32 (i)
1,355 (i)
4,755 (i)
1,772 (i)(m)
1,420 (c)
9,333
(9,333)
2,015 (d)
2,574 (g)
(2,952) (g)
(10,970)
(9,990) (l)
(980)

1.15
1.12

86,297
88,182

(See Notes to the Unaudited Pro Forma Condensed Combined Financial Statements)
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$

711,867

$

287,304
154,597
71,736
71,135
57,101
641,872
69,995
5,322
—
—
64,673
(19,325)
83,998

$
$

51 (j)
51 (j)

0.97
0.95

86,348
88,233

NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS

Note 1. Basis of Presentation
The unaudited pro forma condensed combined financial information has been prepared using the acquisition method of accounting in accordance with ASC
Topic 805, “ Business Combinations” , under existing U.S. generally accepted accounting principles (“U.S. GAAP”) and in accordance with the regulations of the
Securities and Exchange Commission (“SEC”). Grubhub Inc. (“Grubhub”, the “Company”, “we”, “us”, and “our”) has been determined to be the acquirer under the
acquisition method of accounting. As the acquirer, the Company has estimated the fair value of LevelUp’s assets acquired and liabilities assumed. Due to the
timing of the close of the transaction, the Company is still finalizing the allocation of the purchase price to the individual assets acquired and liabilities assumed.
The allocation of the purchase price included in the pro forma statements is based on the best estimate of management and is preliminary and subject to change.
The Company will finalize the amounts recognized as the information necessary to complete the analysis is obtained.
The unaudited pro forma condensed combined statements of income for the six months ended June 30, 2018 and the year ended December 31, 2017 combine
the historical consolidated statements of operations of the Company and LevelUp, giving effect to the acquisition of LevelUp as if it had occurred on January 1,
2017. The unaudited pro forma condensed combined balance sheet as of June 30, 2018 combines the historical consolidated balance sheets of the Company and
LevelUp giving effect to the acquisition of LevelUp as if it had occurred on June 30, 2018. The historical consolidated financial information has been adjusted in
the unaudited pro forma condensed combined financial statements to give effect to pro forma events that (1) are directly attributable to the acquisition of LevelUp,
(2) are factually supportable, and (3) with respect to the statements of operations, have a continuing impact on combined results. The unaudited pro forma
condensed combined financial information should be read in conjunction with the accompanying notes to the unaudited pro forma condensed combined financial
statements. In addition, the historical information included in the unaudited pro forma condensed combined financial information was based on and should be read
in conjunction with the companies’ historical statements referenced below:
•
•

•

separate audited consolidated financial statements of Grubhub Inc. as of and for the year ended December 31, 2017 and the related notes included in
the Company’s Annual Report on Form 10-K for the year ended December 31, 2017;
separate historical financial statements of LevelUp, as of and for the year ended December 31, 2017 (audited), as of June 30, 2018 (unaudited) and for
the six months ended June 30, 2018 (unaudited) and 2017 (unaudited) and the related notes included in Exhibit 99.1 of the Current Report on Form 8K/A filed on November 27, 2018; and
separate unaudited consolidated financial statements of Grubhub Inc. as of June 30, 2018 and for the six months ended June 30, 2018 and 2017 and the
related notes included in the Company’s Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2018.

Note 2. Acquisition of LevelUp
On September 13, 2018, the Company acquired LevelUp for approximately $369.7 million, including $367.6 million of cash paid (net of cash acquired of
$6.0 million), $2.6 million of other non-cash consideration and a net working capital adjustment receivable of $0.5 million.
The assets acquired and liabilities assumed of LevelUp will be recorded at their estimated fair values as of the closing date of September 13, 2018. The
excess of the consideration transferred in the acquisition over the net amounts assigned to the fair value of the assets will be recorded as goodwill, which represents
the value of LevelUp’s technology team and the ability to simplify integrations with restaurants on the Company’s platform . The Company is still in the process of
finalizing the purchase price allocation. The following table summarizes the preliminary purchase price allocation acquisition-date fair values of the assets and
liabilities acquired in connection with the LevelUp acquisition:
5

(in thousands)

Cash
Accounts receivable
Prepaid expenses and other assets
Property and equipment
Restaurant relationships
Diner acquisition
Below-market lease intangible
Developed technology
Goodwill
Net deferred tax asset
Accounts payable and accrued expenses
Total purchase price plus cash acquired
Net working capital adjustment receivable
Fair value of assumed ISOs attributable to pre-combination service
Cash acquired
Net cash paid at closing

$

$

6,020
6,201
1,396
895
10,217
3,912
2,205
20,107
295,488
32,267
(3,031)
375,677
530
(2,594)
(6,020)
367,593

The estimated fair values of the intangible assets acquired were determined based on a combination of the income, cost, and market approaches to measure
the fair value of the restaurant relationships, diner acquisition, developed technology and below-market lease intangibles. The income approach, specifically the
multi-period excess earnings method, was used to value developed technology. The income approach, specifically the with or without comparative business
method, was used to value the restaurant relationships intangible. The cost approach, specifically the cost to recreate method, was used to value the diner
acquisition intangible. The fair value of the below market lease intangible was measured based on the present value of the difference between the contractual
amounts to be paid pursuant to the lease and an estimate of current fair market lease rates measured over the non-cancelable remaining term of the lease. These fair
value measurements were based on significant inputs not observable in the market and thus represent Level 3 measurements within the fair value hierarchy.
This preliminary purchase price allocation has been used to prepare pro forma adjustments in the pro forma balance sheet and statements of operations.
Note 3. Debt
On October 10, 2017, the Company entered into a credit agreement which provides, among other things, for aggregate revolving loans up to $225 million
and term loans in an aggregate principal amount of $125 million (the “Credit Agreement”). In addition, the Company may incur up to $150 million of incremental
revolving loans or incremental revolving term loans pursuant to the terms and conditions of the Credit Agreement. The credit facility will be available to the
Company until October 9, 2022. There have been no changes in the terms of the Credit Agreement since October 2017.
In September 2018, the Company borrowed $175.0 million of revolving loans under the Credit Agreement. The Company utilized the revolving loan
proceeds to finance a portion of the purchase price and transaction costs in connection with the acquisition of LevelUp. As of September 30, 2018, outstanding
borrowings under the Credit Agreement were $296.9 million, including $94.9 million of term loans and $175.0 million of revolving loans. Additional capacity on
the Credit Agreement may be used for general corporate purposes, including funding working capital and future acquisitions.
Note 4. Pro Forma Adjustments
The following is a description of the unaudited pro forma adjustments reflected in the unaudited pro forma condensed combined financial statements. The pro
forma adjustments are based on the Company’s preliminary estimates and assumptions that are subject to change.
(a)

Pro forma adjustments to cash and cash equivalents includes the following: (i) an increase of $175.0 million for borrowings under the Credit
Agreement (see Note 3), (ii) a working capital increase of $0.9 million for cash acquired of $6.0 million as of the acquisition date, and (iii) a decrease
of $373.6 million for total cash paid at the closing date to acquire LevelUp (see Note 2).
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(b)

Represents adjustments to record the fair value of acquired LevelUp assets and liabilities as of the acquisition date. Pro forma adjustments to cash,
accounts receivable, prepaid expenses and other assets, restaurant food liability, accounts payable , accrued payroll and other accruals represent
changes in working capital as a result of business operations during the period from June 30, 2018 to September 13, 2018 , the acquisition date. The
adjustment to accounts receivable also includes a net working capital adjustment receivable of $ 0.5 million . See Note 2 for the preliminary purchase
price allocation as of the acquisition date .

(c)

Property and equipment acquired with LevelUp included $0.9 million of leasehold improvements that will be amortized on a straight-line basis over the
remaining lease term of 5.8 years. The pro forma adjustment reflects the decrease of $8.3 million to record LevelUp’s property and equipment at its fair
value as of the acquisition date.
The following table summarizes the changes in estimated depreciation and amortization expense in the pro forma statements of operations:
Depreciation Expense
Six Months Ended
Year Ended
June 30, 2018
December 31, 2017
(in thousands)

Estimated depreciation expense
Estimated amortization expense (see (f) below)
Historical depreciation and amortization expense
Pro forma adjustment to depreciation and amortization expense
(d)

$

$

91
2,539
(2,688)
(58)

$

$

182
5,071
(3,833)
1,420

As described in Note 3, the Company drew $175 million of its available Credit Agreement in September 2018 . The Company utilized the term loans to
finance a portion of the purchase price and transaction costs in connection with the acquisition of LevelUp.
The following table represents the net increase to interest (income) expense resulting from (i) interest on borrowings under the Credit Agreement based
on LIBOR interest rates and (ii) elimination of historical interest expense:
Interest Expense
Six Months Ended
Year Ended
June 30, 2018
December 31, 2017
(in thousands)

Estimated interest expense on borrowings under the Credit Agreement
Historical interest expense and amortization of debt issuance costs
Pro forma adjustment to interest expense

$
$

2,217
(1,375)
842

$
$

5,220
(3,205)
2,015

A 125 basis point increase or decrease in the interest rate on borrowings under the Credit Agreement would result in approximately a $1.8 million and
$2.0 million increase or decrease to pro forma interest expense during both the six months ended June 30, 2018 and the year ended December 31, 2017,
respectively.
(e)

Represents the adjustments to record goodwill associated with the acquisition of LevelUp of $295.5 million as described in Note 2.

(f)

Reflects the adjustment to record the estimated fair value of intangible assets identified in the acquisition of LevelUp. The Company identified
intangible assets including restaurant relationships, diner acquisition, developed technology and below-market lease intangibles. See Note 2 for a
description of the valuation methods used to estimate the fair values of the acquired intangible assets. Amortization of the acquired below-market lease
intangible is recognized as rent expense within the condensed consolidated statements of operations. The following table summarizes the estimated fair
values of the acquired intangible assets, their estimated useful lives and related pro forma amortization expense:
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Amortization Expense
WeightedAverage
Amortization
Period
(years)

Amount
(in thousands)

Restaurant relationships
Diner acquisition
Developed technology
Below-market lease intangible
Total

$

$

10,217
3,912
20,107
2,205
36,441

19.0
5.0
6.0
5.8

Six Months Ended
Year Ended
June 30, 2018
December 31, 2017
(in thousands)

$

$

269
391
1,676
203
2,539

$

$

538
782
3,351
400
5,071

(g)

All of LevelUp’s outstanding indebtedness, including amounts classified as warrant derivative and bifurcated derivative liabilities on LevelUp’s
closing balance sheet, were paid in full on September 13, 2018 from the closing payment to acquire LevelUp. Additionally, all outstanding shares of
redeemable preferred stock were converted into common stock and paid from the closing payment proceeds on the acquisition date.

(h)

The Company acquired deferred tax assets of $32.3 million with the acquisition of LevelUp primarily related to net operating losses generated by
LevelUp through the acquisition date of September 13, 2018.

(i)

The Company granted incentive stock options (“ISOs”) to acquired LevelUp employees in replacement of their unvested equity awards as of the
closing date (the “Assumed ISOs”). Approximately $2.6 million of the fair value of the Assumed ISOs granted to acquired LevelUp employees was
attributable to the pre-combination services of the LevelUp awardees and was included in the $375.7 million purchase price (see Note 2 for additional
details). The pro forma balance sheet reflects a net $0.4 million adjustment to additional paid-in capital for the Assumed ISOs attributable to precombination service and removal of existing additional paid in capital balances on LevelUp’s closing balance sheet. This amount will be reflected
within goodwill in the purchase price allocation.
As of the acquisition date, post-combination expense of approximately $17.0 million is expected to be recognized related to the Assumed ISOs on a
straight-line basis over the remaining weighted-average post-combination service period of approximately 3.1 years. The Company allocates stockbased compensation expense based on the applicable department of each Assumed ISO awardee. The following table summarizes the net impact of the
Assumed ISOs on stock-based compensation expense in the pro forma statements of operations:
Stock-based Compensation Expense
Six Months Ended
Year Ended
June 30, 2018
December 31, 2017
(in thousands)

Post-combination expense for Assumed ISOs
Historical stock-based compensation expense
Pro forma adjustment to stock-based compensation expense

$
$

2,960
(178)
2,782

$
$

7,661
(233)
7,428

(j)

The Company also calculated the pro forma impact of the Assumed ISOs on the weighted-average outstanding basic and diluted shares for the year
ended December 31, 2017 and the six months ended June 30, 2018. The pro forma increase in weighted-average common shares outstanding reflects
the vesting of the Assumed ISOs as if they began vesting on January 1, 2017. Pro forma adjustments to diluted weighted-average shares outstanding
include potentially dilutive common stock equivalents, which consist of common stock issuable upon the vesting of the outstanding Assumed ISOs
using the treasury stock method.

(k)

Represents the elimination of the historical stockholders’ deficit of LevelUp of $109.3 million plus the $2.6 million fair value of the Assumed ISOs
granted to acquired LevelUp employees described in (i) above .

(l)

Reflects the income tax effect of pro forma adjustments based on the estimated blended federal and state statutory tax rate of 27% and 40% applicable
to the LevelUp adjustments for the six months ended June 30, 2018 and the year ended December 31, 2017, respectively.
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(m)

The Company incurred certain expenses directly and indirectly related to the acquisition of LevelUp during the six months ended June 30, 2018 of $
0.5 million, which were recognized in general and administrative expenses within the Company’s consolidated statements of operations. The pro forma
adjustments reflect the elimination of these transaction costs during the six months ended June 30, 2018 and retrospective recognition during the first
quarter of 201 7 , as if the acquisition had occurred on January 1, 201 7 .
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